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ITEM 1. BUSINESS
Forward Looking Statements

This Annual Report on Form 1R-contains, and other periodic and special repamts press releases of BankFinancial Corporationgoatain
forward-looking statements within the meaning oftim 21E of the Securities Exchange Act of 1934amended, that involve significant
risks and uncertainties. We intend such forwardclog statements to be covered by the safe harlmsigions for forward-looking statements
contained in the Private Securities Litigation RefcAct of 1995, and are including this statememntforposes of invoking these safe harbor
provisions. These forwardoking statements, which are based on certaimgsions and describe our future plans, strategidseapectation:
are generally identifiable by use of the words libat,” “expect,” “intend,” “anticipate,” “estimaté;project,” “plan,” or similar expressions.
Our ability to predict results or the actual effe€future plans or strategies is inherently uraiarand actual results may differ from those
predicted. Factors that could have a material adveffect on operations and could affect managémentlook or our future prospects inclu
but are not limited to: higher than expected ovadhénfrastructure and compliance costs, changesaket interest rates, a flattening or
inversion of the yield curve, less than anticipdtathnce sheet growth, lack of demand for loan gets] unanticipated changes in secondary
mortgage market conditions, deposit flows, pricimgderwriting and other forms of competition, aceefederal or state legislative or
regulatory developments, monetary and fiscal pedicf the U.S. Government, including policies & thS. Treasury and Federal Reserve
Board, deteriorating economic conditions that caekllt in increased delinquencies in our loanfpbot the quality or composition of our lo
or investment portfolios, demand for financial seeg and multi-family, commercial and residentedlrestate loans in our market area, the
possible shorterm dilutive effect of potential acquisitions @ dovo branches, if any, changes in accountingiples, policies and guideline
and future adverse developments concerning Frédddeor the Federal Home Loan Bank of Chicago. Thisks and uncertainties should be
considered in evaluating forward-looking statemamtd undue reliance should not be placed on saténsents. We do not undertake any
obligation to update any forward-looking statemiarthe future, or to reflect circumstances and &vémat occur after the date on which the
forward-looking statement was made.

BankFinancial Corporation

BankFinancial Corporation, a Maryland corporati@adiquartered in Burr Ridge, lllinois, became th@ewof all of the issued and outstanding
capital stock of BankFinancial, F.S.B. (the “Bankf) June 23, 2005, when we consummated a plannekecsion and reorganization that the
Bank and its predecessor holding companies, Baaki€ial MHC, Inc. (“BankFinancial MHC”) and BankFimgal Corporation, a federal
corporation, adopted on August 25, 2004. BankFii@@orporation, the Maryland corporation, was aiigad in 2004 to facilitate the mutual-
to-stock conversion and to become the holding camfar the Bank upon its completion.

As part of the mutual-to-stock conversion, BankRuial Corporation, the Maryland corporation, sofig466,250 shares of common stock in a
subscription offering for $10.00 per share. Theasa{e corporate existences of BankFinancial MHCBemkFinancial Corporation, the federal
corporation, ceased upon the completion of the aitthsstock conversion. For a further discussiothefmutual-to-stock conversion, see our
Prospectus as filed on April 29, 2005 with the $ities and Exchange Commission (“SEC”) pursuariRtite 424(b)(3) of the Rules and
Regulations of the Securities Act of 1933 (File Nnen333-119217).

BankFinancial Corporation, the Maryland corporatidid not engage in any business prior to the cetigyl of the mutual-to-stock conversion
on June 23, 2005. Consequently, this Annual Repoform 10-K reflects the financial condition argbmating results of BankFinancial MHC
and BankFinancial Corporation, the federal corporatand their subsidiaries, including the Bankjlulune 23, 2005, and of BankFinancial
Corporation, the Maryland corporation, and its sdibsies, including the Bank, thereafter. The wd@smpany,” “we” and “our” thus are
intended to refer to BankFinancial MHC, BankFinah€orporation, the federal corporation, and tealsidiaries with respect to matters and
time periods occurring on or before June 23, 2@08,to BankFinancial Corporation, the Maryland coation, and its subsidiaries, with
respect to matters and time periods occurring Hfere



We manage our operations as one unit, and thustiloerwe separate operating segments. Our chie&tipgrdecision-makers use consolidated
results to make operating and strategic decisions.

BankFinancial, F.S.B.

The Bank is a full-service, community-oriented s&a bank principally engaged in the business ofroerial, family and personal banking,
and offers our customers a broad range of loamsige@nd other financial products and servicesugh 18 full-service banking offices located
in Cook, DuPage, Lake and Will Counties, lllincasd through our Internet Branch, www.bankfinanciah .

The Bank’s primary business is making loans aneatitg deposits. The Bank also offers our custoraesariety of financial products and
services that are related or ancillary to loansdembsits, including cash management, merchanepsatg, funds transfers, bill payment and
other online banking transactions, automated tetl@chines, safe deposit boxes, wealth managenmehgemneral insurance agency and title
insurance services.

The Bank’s primary lending area consists of thenti@es where our branch offices are located, andigioous counties in the State of lllinois.
We derive substantially all of our revenues fromst geographic areas. The Bank’s primary marketdposits is currently concentrated
around the areas where our full-service bankingedfare located.

The Bank was organized in 1924, and was operatadraslitional savings bank until 2000, when welemented a strategy to transform the
Bank into a multi-faceted financial institution Wit diversified balance sheet, enhanced capabilitieommercial banking products and
services, an expanded geographic presence in tisagehmetropolitan area, and managerial and teoliwl resources and an infrastructure
capable of supporting future growth. In furtheran€this strategy, we have actively sought to cleatingg composition of our loans and depac
expand our multfamily and commercial real estate lending actigiti@end implement additional commercial lending kxading capabilities ar
product lines. We also acquired Success Bancsharesnd its subsidiary, Success National Bark0i@1, and University National Bank in
Chicago’s Hyde Park community on April 5, 2006. S&equisition”.

Lending Activities

Our loan portfolio consists primarily of investmemtd business loans (multi-family, nonresidentall estate, commercial, construction and
land loans, and commercial leases), which repré&z08s6 of our loan portfolio. At December 31, 208291.4 million, or 23.1%, of our total
loan portfolio consisted of multi-family mortgageahs; $325.9 million, or 25.8%, of our total loantfolio consisted of nonresidential real
estate loans; $83.2 million, or 6.6%, of our td¢ain portfolio consisted of commercial loans; $B4dillion, or 11.5%, of our total loan
portfolio consisted of commercial leases; $64.9iam| or 5.1%, of our total loan portfolio considtef construction and land loans; and $345.2
million, or 27.3%, of our total loan portfolio cdeged of one- to four-family residential mortgagans, 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, morakahaccounts, certificates of deposit
and IRAs and other qualified plan accounts. We pi@eommercial checking accounts and related sesysuch as merchant processing and
cash management. We also provide low-cost che@dngunt services for low and moderate income custenwWe rely on our favorable
locations, customer service, competitive pricingy, lmternet Branch and related deposit servicel asacash management to attract and retain
deposit accounts.

At December 31, 2007, our deposits totaled $1.0[fdrh Interest-bearing deposits totaled $962.1liori and noninterest-bearing demand
deposits totaled $111.6 million, which includedGsillion in internal checking accounts such askbeeshier checks and money orders, and
$3.5 million in title insurance escrow funds. S@gnmoney market and NOW deposits totaled $654llfmiand certificates of deposit total
$307.6 million, of which $269.5 million had matie# of one year or less.

4



Related Products and Services

The Banks Wealth Management Group provides investmentnéizd planning and other wealth management sent@esir customers throu
arrangements with a third-party broker-dealer. Baak’'s wholly-owned subsidiary, Financial Assuras@vices, Inc., sells life insurance,
fixed annuities, property and casualty insuranakaher insurance products on an agency basisalandffers title insurance and title agency
services through its Financial Title Services Diwis During the year ended December 31, 2007, EilahAssurance Services reported net
income of $239,000, and had 14 employees. The Bastker wholly-owned subsidiary, BF Asset Recov@oyporation, is in the business of
holding title to certain Bank-owned real estate] had no net income or loss for the year ended bee 31, 2007.

Acquisition

On April 5, 2006, the Company completed its acdigisiof University National Bank, a privately hetdmmunity bank with approximately
$113 million in assets and $104 million in depqsdisd two banking offices in the Hyde Park commumitChicago, Illinois, for approximate
$24 million in cash pursuant to the terms of a t®archase Agreement with University Bancorporatiated November 29, 2005.
Immediately upon the completion of the stock pusehdJniversity National Bank was merged into thaelB& he acquisition, which was
accounted for under the purchase method of acaaymésulted in goodwill of $11.7 million and amet intangible of $3.3 million. The
transaction was treated, for federal and statenirectax purposes, as a purchase of University NaltiBank’s assets pursuant to applicable
provisions of the Internal Revenue Code, makinggiedwill and core deposit intangible arising fridme transaction tax-deductible over a
period of 15 years. University National Bank's fésof operations have been included in the Comisamgults 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 constituaet pf this
Form 10-K.

The Company makes available, free of charge, itsF®-K, its quarterly reports on Form 10-Q, itsreat reports on Form 8-K and
amendments to such reports filed or furnished @nsto Section 13(a) or 15(d) of the Securitiestaxge Act of 1934, as amended (the
“Exchange Act”), as soon as reasonably practicafie such forms are filed with or furnished to 8&C. Copies of these documents are
available to stockholders at BankFinancial's Ingtsite, www.bankfinancial.cognunder Stockholder Information and at the SECtsrimet

site, www.sec.gov

Competition

We face significant competition in both originatitogins and attracting deposits. The Chicago melitaparea and the counties in which we
operate have a high concentration of financiaitusons, many of which are significantly largesiitutions and have greater financial resot
than we have, and many of which are our competitovarying degrees. Our competition for loans cemeéncipally from commercial banks,
savings banks, mortgage banking companies, craiihg, leasing companies, insurance companiesestate conduits and other companies
that provide financial services to businesses adividuals. Our most direct competition for depssias historically come from commercial
banks, savings banks and credit unions. We faciiaui competition for deposits from non-deposjtoompetitors such as the mutual fund
industry, securities and brokerage firms and insteacompanies.

We seek to meet this competition by emphasizingglized banking and local decision-making. Sjeadlf/, we promote and maintain
relationships and build customer loyalty withindbcommunities by emphasizing decentralized redioremagement and by focusing our
marketing and community involvement on the speciieds of individual neighborhoods. In addition, fwem time to time, seek to meet
competition for loans by offering our current arrdgpective borrowers preferred rates and termsepogt products for new lending business.
We do not rely on any individual, group or entity & material portion of our deposits.
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Employees

At December 31, 2007, we had 393 full-time empleyaed 31 part-time employees. The employees anepogsented by a collective
bargaining unit and we consider our working relasioip with our 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 regulation asupervision establish a comprehensive framewodct¥ities in which a financial
institution may engage, and is intended primailythe protection of the FDIC’s deposit insuranoeds and depositors. Under this system of
federal regulation, financial institutions are pelically examined to ensure that they satisfy ajaplie standards with respect to their capital
adequacy, assets, management, earnings, liquititgensitivity to market interest rates. After cdetipg an examination, the primary federal
regulator of the institution critiques the finardrsstitution’s operations in a report of examimatiand assigns its rating (known as an
institution’s CAMELS rating). Under federal law, arstitution may not disclose its CAMELS ratingtte public.

The Bank is a member of, and owns stock in, theeFe@dHome Loan Bank of Chicago (“FHLBC"), whichdse of the 12 regional banks in the
Federal Home Loan Bank System. The Bank also islaggd to a lesser extent by the Board of Goverabtise Federal Reserve System with
regard to reserves it must maintain against depasil other matters. The OTS examines the Banki@pdires reports for the consideration of
its Board of Directors on any identified operatateficiencies. The Bank’s relationship with its dspors and borrowers also is regulated to a
great extent by both federal and state laws, ealhedd matters concerning the ownership of depasttounts and the form and content of the
Bank’s loan documents.

There can be no assurance that laws, rules anthtiegs will not change in the future, which coabdke compliance more difficult or
expensive or otherwise adversely affect our busin@sancial condition, results of operations avgpects. Any change in these laws or
regulations, or in regulatory policy, whether bg #fDIC, the OTS, the Board of Governors of the Faldeeserve System or Congress, could
have a material adverse impact on the CompanyBdimé& and their respective operations.

Federal Banking Regulation

Business ActivitiesA federal savings bank derives its lending and stwent powers from the Home Owners’ Loan Act, asraged, and the
regulations of the OTS. Under these laws and ré¢iguls, the Bank may invest in mortgage loans sethyeresidential and nonresidential real
estate, commercial business and consumer loanajrcgmes of securities and certain other loartsassets. The Bank also may establish
subsidiaries that may engage in activities notmtlse permissible for the Bank directly, includirepl estate investment and insurance agency
activities.

Capital RequirementsThe regulations of the OTS require savings banksdet three minimum capital standards: a rati@ogible capital to
adjusted total assets of 1.5%, a ratio of Tierdtgrcapital to adjusted total assets of 4.0% (8f4rfstitutions receiving the highest rating on
the CAMELS rating system), and a ratio of totalitao total risk-adjusted assets of 8.0%. Thexypbcorrective action standards discussed
below, in effect, establish a minimum 2% tangikd@ital standard.

The risk-based capital standard for savings basdgires the maintenance of Tier 1, or core cagitad, total capital (which is defined as core
capital and supplementary capital) to risk-weigtdssets of at least 4% and 8%, respectively. lerdéning the amount of risk-weighted
assets, all assets, including certain off-balaheesassets, are multiplied by a risk-weight facfd% to 100%, assigned by the OTS capital
regulation based on the risks inherent in the tyfpesset. Core capital is defined as common stddkhg equity (including retained earnings),
certain noncumulative perpetual preferred stockratated surplus and minority interests in equigaunts of consolidated subsidiaries, less
intangibles other than certain mortgage serviciggts and credit card relationships.

6



The components of supplementary capital currenttjude cumulative perpetual preferred stock, largatpreferred stock, mandatory
convertible securities, subordinated debt and inégliate-term preferred stock, allowance for loath laase losses up to a maximum of 1.25%
of risk-weighted assets and up to 45% of net urredlgains on available-faale equity securities with readily determinable fizarket values
Overall, the amount of supplementary capital inethids part of total capital cannot exceed 100% o capital.

At December 31, 2007, the Bank’s capital exceedezbalicable requirements.

Loans to One BorrowerA federal savings bank generally may not make a tomaextend credit to a single or related groupafowers in
excess of 15% of unimpaired capital and surplusaddgitional amount may be loaned, equal to 10%nahpaired capital and surplus, if the
loan is secured by readily marketable collateralictv generally does not include real estate. ABedember 31, 2007, the Bank was in
compliance with the loans-to-one-borrower limitago

Qualified Thrift Lender TestAs a federal savings bank, the Bank is subjectdoaified thrift lender, or “QTL,” test. Under tH@TL test, the
Bank must maintain at least 65% of its “portfolgsats” in “qualified thrift investments” in at léasne months of the most recent 12-month
period. “Portfolio assets” generally means totalets of a savings institution, less the sum ofifipddiquid assets up to 20% of total assets,
goodwill and other intangible assets, and the vafygroperty used in the conduct of the savingkisalpusiness.

“Qualified thrift investments” include various typef loans made for residential and housing purpdsgestments 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 investnts” also include 100% of an institutian¢redit card loans, education loans and smalhless
loans. The Bank also may satisfy the QTL test bglifping as a “domestic building and loan assooiatias defined in the Internal Revenue
Code of 1986. At December 31, 2007, the Bank maiathapproximately 68.76% of its portfolio assetsjualified thrift investments, and as
that date, satisfied the QTL test. A savings béuak fails the QTL test must either convert to akbelmarter or operate under specified
restrictions, including limits on growth, branchjmew investment, FHLB advances and dividends.@h8& order approving our mutual-to-
stock conversion requires us to maintain our fddsaings bank charter until at least June 23, 2008

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

» the total capital distributions for the applicabldendar year exceed the sum of the savings’s net income for that year to d:
plus the savings ba'’s retained net income for the preceding two ye

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

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

The OTS may disapprove a notice or application if:
» the savings bank would be undercapitalized follgatime distribution
» the proposed capital distribution raises safetysmdahdness 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 maintainféicdant amount of liquid assets to ensure its safd sound operation.

Community Reinvestment Act and Fair Lending Lawall savings banks have a responsibility under tioen@unity Reinvestment Act
(“CRA") and related regulations of the OTS to helpet the credit needs of their communities, ineclgdow and moderate income
neighborhoods. In connection with its examinatiba éederal savings bank, the OTS is required tduate and rate the savings bank’s record
of compliance with the CRA. In addition, the Eq@aiedit Opportunity Act and the Fair Housing Act Ipitdit 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
CRA could, at a minimum, result in regulatory rigions on its activities. The failure to complytivthe Equal Credit Opportunity Act and the
Fair Housing Act could result in enforcement acsitny the OTS, as well as other federal regulatggnaies and the Department of Justice.
OTS has rated the Bank’s CRA performance as “Oudistg,” the highest possible rating, in all CRA f@emance Evaluations the OTS has
completed on the Bank since 1999.

Privacy StandardsFinancial institutions are subject to regulatiompliementing the privacy protection provisions af tBramm-Leach-Bliley
Act. These regulations require the Bank to discltsprivacy policy, including identifying with whm it shares “nonpublic personal
information” to customers at the time of establighihe customer relationship and annually theredfteaddition, the Bank is required to
provide its customers with the ability to “opt-owtf or consent to having the Bank share their nbtippersonal information with unaffiliated
third parties before it can disclose such informmatisubject to certain exceptions. The implememtatf these regulations did not have a
material adverse effect on the Bank. The Gramm-hdzldey Act also allows each state to enact leggish that is more protective of
consumers’ personal information.

The OTS and other federal banking agencies havetadiguidelines establishing standards for safefjugucustomer information to impleme
certain provisions of the Gramm-Leach-Bliley Achelguidelines describe the agencies’ expectatimnthé creation, implementation and
maintenance of an information security program,clvhivould include administrative, technical and pbgissafeguards appropriate to the size
and complexity of a financial institution and theture and scope of its activities. The standardfost in the guidelines are intended to ensure
the security and confidentiality of customer recoathd information, to protect against any anti@dahreats or hazards to the security or
integrity of such records, and to protect agaimstuthorized access to or use of such records er gtformation that could result in substantial
harm or inconvenience to any customer. The Bankrhpeemented these guidelines, and such implemientags not had a material adverse
effect on our operations.

Transactions with Related Partie# federal savings bank’s authority to engage ingesctions with its “affiliates” is limited by OTS
regulations and by Sections 23A and 23B of the FddReserve Act and its implementing RegulationTWve term “affiliates” for these
purposes generally means any company that comraésunder common control with an insured depogitostitution, although subsidiaries of
federal savings banks are generally not considaifdihtes for the purposes of Sections 23A and 28Be Federal Reserve Act. The Comp
is an affiliate of the Bank. In general, transagsiovith affiliates must be on terms that are asfable to the savings bank as comparable
transactions with non-affiliates. In addition, @énttypes of these transactions are restricted taggregate percentage of the savings bank’s
capital. Collateral in specified amounts must ugyuag provided by affiliates in order to receivams from the savings bank. OTS regulations
also prohibit a savings bank from lending to anyjtoffiliates that are engaged in activities s not permissible for bank holding
companies, and from purchasing the securities piéfiliate, other than a subsidiary.

The Bank’s authority to extend credit to its diagst executive officers and 10% stockholders, dsageto entities controlled by such persons,
is currently governed by the requirements of Sesti®2(g) and 22(h) of the Federal Reserve Act aagliRtion O of the Federal Reserve
Board. Among other things, these provisions reqgihiat extensions of credit to insiders be madesams that are substantially the same as, anc
follow credit underwriting procedures that are lesis stringent than, those prevailing for comparafansactions with unaffiliated persons and
that do not involve more than the normal risk gfagment or present other unfavorable featurespabhdxceed certain limitations on the
amount of credit extended to such persons, indallgdwuand in the aggregate, which limits
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are based, in part, on the amount of the Bank’galajn 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-aftted parties,” including stockholders, attorneysmraisers and accountants who knowingly or
recklessly participate in wrongful action likely t@ve an adverse effect on an insured instituff@nmal enforcement action may range from
the issuance of a capital directive or cease anidtderder to removal of officers and/or directofshe institution, receivership, conservators
or the termination of deposit insurance. Civil m@amg penalties cover a wide range of violations actibns, and range up to $25,000 per day,
unless a finding of reckless disregard is mad®hiith case penalties may be as high as $1 millerday. The FDIC also has the authority to
recommend to the Director of the OTS that enforagraetion be taken with respect to a particulairggssinstitution. If action is not taken by
the Director, the FDIC has authority to take actioer specified circumstances.

Standards for Safety and SoundneFederal law requires each federal banking agenpyescribe certain standards for all insured deposi
institutions. These standards relate to, among otfiregs, internal controls, information systems andit systems, loan documentation, credit
underwriting, interest rate risk exposure, asseivtft, compensation and other operational and maizhgéandards as the agency deems
appropriate. The federal banking agencies adoptieddgency Guidelines Prescribing Standards foet$aihnd Soundness to implement the
safety and soundness standards required undeaféaler The guidelines set forth the safety anchsloess standards that the federal banking
agencies use to identify and address problemsatéd depository institutions before capital becoimgaired. The guidelines address internal
controls and information systems, internal auditesns, credit underwriting, loan documentatiorgriest rate risk exposure, asset growth,
compensation, fees and benefits. If the appropféateral banking agency determines that an ingitufails to meet any standard prescribed by
the guidelines, the agency may require the ingtituio submit to the agency an acceptable plarchiese compliance with the standard.

Prompt Corrective Action Regulatior. Under the prompt corrective action regulations, @7 is required and authorized to take supervisory
actions against undercapitalized savings bankstHf®purpose, a savings bank is placed in onbefdllowing five categories based on the
savings bank’s capital:

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

» adequately capitalized (at least 4% leverage daghatier 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); an
» critically undercapitalized (less than 2% tangitégital).

Generally, the banking regulator is required tocapipa receiver or conservator for a savings baak is “critically undercapitalized.” The
regulation also provides that a capital restoragilam must be filed with the OTS within 45 day<tod date a bank receives notice that it is
“undercapitalized,” “significantly undercapitaliZedr “critically undercapitalized.” In addition, meerous mandatory supervisory actions
become immediately applicable to the savings bistkyding, but not limited to, restrictions on grthyinvestment activities, capital
distributions and affiliate transactions. The OT&ymalso take any one of a number of discretionapgsrisory actions against undercapitali
savings banks, including the issuance of a cagitattive and the replacement of senior executffieess and directors.
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At December 31, 2007, the Bank met the critericbfging considered “well-capitalized.”

Insurance of Deposit AccountiDeposit accounts in the Bank are insured by theoBignsurance Fund (“DIF”) of the FDIC (effective

March 31, 2006, the FDIC merged the Bank Insurdneed and the Savings Insurance Fund into a single@ance fund, the DIF), generally up
to a maximum of $100,000 per separately insuredsieg and up to a maximum of $250,000 for selédied retirement accounts. The Bank’s
deposits, therefore, are subject to FDIC depositr@nce assessments. The FDIC has adopted a s8k-bgstem for determining deposit
insurance assessments. The FDIC is authorizeds® ttee assessment rates as necessary to mahaiuired ratio of reserves to insured
deposits of 1.25%. In addition, all FDIC-insuredtitutions must pay assessments to the FDIC ahanad rate of approximately 0.0122% of
insured deposits to fund interest payments on baratsring in 2017 that were issued by a federahegéo recapitalize the predecessor to the
Savings Association Insurance Fund.

Federal deposit insurance legislation adopted 062@quired, among other things, the merger oSiénngs Association Insurance Fund and
the Bank Insurance Fund into a unified insurangmsi¢ fund, an increase in the amount of federpbdi insurance coverage per separately
insured deposits (with a cost of living adjustmienbecome effective in five years), and the reseatie to be modified to provide for a range
between 1.15% and 1.50% of estimated insured dsposi

On November 2, 2006, the FDIC adopted final reguetthat calculate deposit insurance assessmasésilon risk. The final regulations,
which became effective on January 1, 2007, aredtgd to enable the FDIC to more closely tie eashried depository institution’s deposit
insurance assessments to the risk it poses tetieedl deposit insurance fund. The regulationdéskefour risk categories based supervisory
ratings, capital and other financial ratios, afidpiplicable, long-term debt issuer ratings. ThalB& in the lowest risk category, Risk Category
I, and the base assessment rates for insured tlaqyasistitutions in Risk Category | range fromdiand seven cents for every $100 of dom
deposits. The Federal Deposit Insurance RefornbA2005 authorized eligible insured depositoryitngibns such as the Bank to receive a
one-time credit against future deposit insuransessments. The FDIC has determined that the Bank'sime assessment credit was $1.8
million at December 31, 2006, with $1.3 million raiming at December 31, 2007. The one-time assesradit is applied to pay deposit
insurance assessments as they become due. Theh@Blgso adopted final regulations designatingekerve ratio for the deposit insurance
fund during 2007 at 1.25% of estimated insured dipo

Prohibitions Against Tying Arrangement. Federal savings banks are prohibited, subjectrmesexceptions, 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 ob
some additional service from the institution oraffiliates or not obtain services of a competibthe institution.

Federal Home Loan Bank Systerithe Bank is a member of the Federal Home Loan Eeyrstem, which consists of 12 regional Federal H
Loan Banks. The Federal Home Loan Bank System gesva central credit facility primarily for membestitutions. As a member of the
FHLBC, the Bank is required to acquire and holdssaf capital stock in the FHLBC in an amounteaist equal to 1% of the aggregate
principal amount of its unpaid residential mortgémpns and similar obligations at the beginningach year, or 1/20 of its borrowings from
the FHLBC, whichever is greater. As of December2fl}7, the Bank was in compliance with this requieat.

Federal Reserve System

Federal Reserve Board regulations require saviagkto maintain noninterest-earning reserves agtieir transaction accounts, such as
negotiable order of withdrawal and regular checldngounts. At December 31, 2007, the Bank was imptiance with these reserve
requirements. The balances maintained to meeterve requirements imposed by the Federal ReBeranel may be used to satisfy liquidity
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 regdiinancial institutions to develop programs toedétind report money-laundering and
terrorist activities, as well as suspicious adidgt The USA PATRIOT Act also gives the federal gmvnent new powers to address terrorist
threats through enhanced domestic security megsuxpanded surveillance powers, increased infoonatharing and broadened anti-money
laundering requirements. The federal banking agsnatie required to take into consideration theceffeness of controls designed to combat
moneyfaundering activities in determining whether to e a merger or other acquisition application afi@mber institution. Accordingly,
we engage in a merger or other acquisition, outrotmdesigned to combat money laundering woulddresidered as part of the application
process. In addition, non-compliance with theseslawd regulations could result in fines, penahied other enforcement measures. We have
developed policies and continue to augment proesdand systems designed to comply with these ladisegulations.

Holding Company Regulation

The Company is a unitary savings and loan holdorggany, subject to regulation and supervision ley@T'S. The OTS has enforcement
authority over the Company and its non-savingstutgin subsidiaries. Among other things, this auity permits the OTS to restrict or
prohibit activities that are determined to be & tisthe Bank.

Under prior law, a unitary savings and loan holdioghpany generally had no regulatory restrictiomshe types of business activities in which
it could engage, provided that its subsidiary sgzibank was a qualified thrift lender. The GramnadteBliley Act of 1999, however, restricts
the activities of unitary savings and loan holdamgnpanies not existing on, or applied for beforayM, 1999, to those permissible for finan
holding companies or for multiple savings and lbaiding companies. The Company is not a grandfathanitary savings and loan holding
company, and therefore is limited to the activipesmissible for financial holding companies or fioultiple savings and loan holding
companies. A financial holding company may engagactivities that are financial in nature, incluglimnderwriting equity securities and
insurance, incidental to financial activities ongadementary to a financial activity. A multiple $ags and loan holding company is generally
limited to activities permissible for bank holdingmpanies under Section 4(c)(8) of the Bank Holdimgnpany Act, subject to the prior
approval of the OTS, and certain additional adgsgitauthorized by OTS regulations.

Federal law prohibits a savings and loan holdinggany, directly or indirectly, or through one ormasubsidiaries, from acquiring control of
another savings institution or holding company ¢eérwithout prior written approval of the OTSalso prohibits the acquisition or retention
of, with specified exceptions, more than 5% of ékeity securities of a company engaged in actwitiet are not closely related to banking or
financial in nature or acquiring or retaining cahf an institution that is not federally insuréd.evaluating applications by holding compat
to acquire savings institutions, the OTS must agrsihe financial and managerial resources anddyitospects of the savings institution
involved, the effect of the acquisition on the riskhe insurance fund, the convenience and nefettie @ommunity and competitive factors.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 was enacted in respto public concerns regarding corporate accoiityan connection with certain
accounting scandals. The stated goals of the Sasb@rley Act are to increase corporate responsipih provide for enhanced penalties for
accounting and auditing improprieties at publichdied companies, and to protect investors by impgothe accuracy and reliability of
corporate disclosures pursuant to the securitigs.l@he Sarbanes-Oxley Act generally applies to@ihpanies that file or are required to file
periodic reports with the Securities and Exchangm@ission, under the Securities Exchange Act 0#193

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

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

Taxation

Federal Taxation.The Company and the Bank are subject to federahiectaxation in the same general manner as othpoicdions, with
some exceptions discussed below. The followingudision of federal taxation is intended only to siarine material federal income tax
matters and is not a comprehensive descriptiohefax 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#hod of
accounting and uses a tax year ending Decembaenr3ilitig its consolidated federal income tax retsirThe Small Business Protection Act of
1996 eliminated the use of the reserve method adatting for bad debt reserves by savings institigtj 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 formlidgts, be deducted in arriving at the
Bank’s taxable income. As a result of the Small Busifssection Act of 1996, the Bank must use the ifigezharge off method in computii
its bad debt deduction for tax purposes.

Taxable Distributions and Recapturérior to the Small Business Protection Act of 198 debt reserves created prior to 1988 were &tubje
to recapture into taxable income if the Bank failedneet certain thrift asset and definition testsee Small Business Protection Act of 1996
eliminated these thrift-related recapture ruleswkleer, under current law, pre-1988 reserves remdifect to tax recapture should the Bank
make certain distributions from its tax bad delserge or cease to maintain a financial institutibarter. At December 31, 2007, the Bank’s
total federal pre-1988 reserve was approximatetyS$inillion. 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 sespan alternative minimum tax at a rate of 20% base of
regular taxable income plus certain tax preferenederred to as “alternative minimum taxable ineohThe alternative minimum tax is
payable to the extent alternative minimum taxabé®ime is in excess of an exemption amount. Netatiperlosses can, in general, offset no
more than 90% of alternative minimum taxable inco@er alternative minimum tax credits were fullyliméd in 2007.

Net Loss CarryoversA financial institution may carry back net opergtinsses to the preceding two taxable years (fesryfor losses
incurred in 2001 and 2002) and forward to the seditey 20 taxable years. At December 31, 2007, tragainy had no net operating loss
carryforward for federal income tax purposes. At&aber 31, 2007, the Company included in defeardssets a $876,000 asset for capital
loss carryforwards, which expires in 2011. Basednuprojections of future taxable income, includaapital gains, management believes th
is more likely than not that the deferred tax as8éll be fully realized and thus a valuation alknvee is not needed.

Corporate DividendsWe may exclude from our income 100% of dividena®ieed from the Bank as a member of the sameat#ii group of
corporations.

State and Local TaxationWe pay income tax to the State of Illinois. As ariand business corporation, we are required &dilnual returns
and pay annual fees to the State of Maryland,hmgd fees are not material in amount. At Decembe2@®7, the Company had no net
operating loss carryforward for state income tasppaes.
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ITEM 1A. RISK FACTORS

The risks set forth below may adversely affectlmusiness, financial condition and operating restitaddition to the risks set forth below and
the other risks described in Item 1, Business, Boav.ooking Statements, and Item 7, ManagemengsBision and Analysis of Financial
Condition and Results of Operations, there may bésadditional risks and uncertainties that arecnotently known to us or that we currently
deem to be immaterial that could materially andeaisigly affect our business, financial conditioroperating results. As a result, past financial
performance may not be a reliable indicator of feifperformance, and historical trends should natdsel to anticipate results or trends in
future periods.

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

Our financial condition and results of operatiors significantly affected by changes in marketriest rates because our assets, primarily I
and our liabilities, primarily deposits, are momgta nature. Our results of operations depend tambiglly on our net interest income, which is
the difference between the interest income tha¢ae on our interest-earning assets and the inexpsnse that we pay on our interiesaring
liabilities. We are unable to predict changes inkatinterest rates that are affected by many fadteyond our control, including inflation,
recession, unemployment, money supply, domestidraachational events and changes in the UniteteStand other financial markets. Our
net interest income is affected not only by theslend direction of interest rates, but also bydhape of the yield curve and relationships
between interest sensitive instruments and keyedriates, including credit risk spreads, and bameg sheet growth, customer loan and de
preferences and the timing of changes in thesabias which themselves are impacted by changesikeninterest rates. As a result, changes
in market interest rates can significantly impaat net interest income as well as the fair marledtiation of 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 ratio timany investors use to compare the performan

a financial institution to its peers. Our capitaihrains relatively high by industry standards peg@imore optimal deployment of the additional
capital raised in our mutual-to-stock conversiontildve can increase our net interest income amdmerest income, we expect our return on
equity to continue to be below the industry averagdch may negatively affect the value of our glsaof common stock.

Our Nonresidential Real Estate Loans, Multi-familyMortgage Loans, Construction and Land Loans, Commarial Loans and
Commercial Leases Expose Us to Increased Credit Ris

At December 31, 2007, our portfolio of nonresidahteal estate loans totaled $325.9 million, 0826 of total loans; our portfolio of multi-
family mortgage loans totaled $291.4 million, or28 of total loans; our portfolio of constructioncaland loans totaled $64.5 million, or 5.1%
of total loans; our portfolio of commercial loamgaled $83.2 million, or 6.6% of total loans; and portfolio of commercial leases totaled
$144.8 million, or 11.5% of total loans. We plarctmtinue to originate these types of loans armiméhem in our portfolio, although we may
participate portions of some of these loans tordihancial institutions. These types of loans gatig have greater credit risk than one- to four-
family residential mortgage loans because repayietite loans often depends on the successful bssioperations of the borrower. These
loans typically have larger loan balances to silgiegowers or groups of related borrowers compéweshe- to four-family residential

mortgage loans. Many of our borrowers also haveertttain one nonresidential real estate, multi-famibrtgage, construction or commercial
loan or lease outstanding with us. Consequenthgduerse development involving one or more loarngedit relationships can expose us to
significantly greater risk of loss compared to duexse development involving a one- to four-famégidential mortgage loan.
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Our Concentration of Loans within Certain Segmentf the Healthcare Industry Exposes Us to Increase@redit Risk

At December 31, 2007, we had $53.7 million of loemkealthcare providers, including loans to nigdiomes and hospice care companies anc
leases to hospitals for equipment. These loangsepted 4.3% of our total loan portfolio as of thate. Of these loans, $18.6 million, or
34.7%, were collateralized by real estate. The nedes consisted of working capital lines of cresiitured by government accounts receivable,
of which we are a joint payee, or by leased equigimeans to healthcare providers have unique tristtis. A healthcare provider’s income
stream is subject to many factors beyond the cbotfrihe healthcare provider, including the riskttthe provider will not be reimbursed for all
services provided. The State of lllinois has exgrared budget shortfalls in recent years, causitayslén state reimbursement for healthcare
costs. Government reimbursement rates are alsedubjchange, including retroactive adjustments.example, a significant overpayment to
a healthcare provider can result in the provideingvsignificant governmental repayments to the falder state government. A healthcare
provider’s profitability also depends on its alyiltb maintain certain levels of occupancy. Unexpédateclines in occupancy rates can restrict a
provider’s cash flow. Any of these factors can imnpiae ability of our healthcare provider borrowéssamake loan repayments, which could
result in significant loss to us.

At December 31, 2007, 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 $259,000 fondda one borrower with an aggregate principalrsdaof $6.3 million. The loans to this
borrower are also partially secured by additiorsdliateral, including home equity and other persasalets. In addition, based on weaknesses ir
the financial performance of, and untimely or ingdete financial statements for, certain nursing Bsraperated by another borrower, we
classified as substandard loans to this other h@rowhich had an aggregate principal balance ¢ $8llion, even though we did not estab

a specific loan loss allowance for these loanss&heans were current on their loan payments esus December 31, 2007.

We Could Record Future Losses on Our Holdings of Feddie Mac Preferred Stock

We own shares of Freddie Mac preferred stocks arnthdjusted cost basis of $38.3 million, and avalue of $31.2 million at December 31,
2007, based on quoted market prices for theseisiesuirhe quoted market prices for these secariteeve been very volatile in recent months
on generally low trading volumes. The adjusted basis takes into account the pre-tax impairmesgds that we previously recorded for these
securities in accordance with Securities and Exge@ommission Codification of Staff Accounting Batihs, Topic 5: Miscellaneous
Accounting — Item M, Other Than Temporary ImpairinehCertain Investments in Debt and Equity Se@sitA number of factors or
combinations of factors could cause us to concindae or more future reporting periods that arealized loss that exists with respect to tl
securities constitutes an impairment that is othen temporary. These factors include, but ardimited to, an increase in the severity of the
unrealized loss on a particular security, an ireeda the continuous duration of the unrealized teghout an improvement in value, a change
in our intent or ability to hold the security fopariod of time sufficient to allow for the foret¢ad recovery, or changes in market conditions
and/or industry or issuer specific factors that ldaender us unable to forecast a full recoverydtue, including adverse developments
concerning Freddie Mac. In addition, the fair valliat we have recorded for these securities, wisittased on quoted market prices, may be
different from the actual price for which we couglel the securities in a market transaction dusutth factors as, volatility or illiquidity in the
financial markets or for these securities, or thegbility of block discounts.

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,thactollateral securing the repayment of
these loans is insufficient to cover any remairoan 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
collectability 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 ¥gkt December 31, 2007, our allowance for loasésavas $11.1 million, representing 0.87%
of total loans and 91.7% of nonperforming loansfabat date. In determining the amount of ourvallace for loan losses, we rely on our loan
quality reviews, our experience and our evaluatibaconomic
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conditions, among other factors. We also make agsans concerning our legal positions and the fgiaf our interests in contested legal or
bankruptcy proceedings, and at times we may lafficent information to establish specific reserfesloans involved in such proceedings.

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 afivérsity National Bank. We will also consider fhessible acquisition of other banks,
thrifts and other financial services companiesugpéement internal growth. Our efforts to acquitieen financial institutions and financial
service companies may not be successful. Numeraienial acquirors exist for most acquisition calades, creating intense competition,
which particularly affects the purchase price fdrieh the institution can be acquired. In many casascompetitors have significantly greater
resources than we have, and greater flexibilityttacture the consideration for the transaction.idég not participate in specific acquisition
opportunities if we consider the proposed transaatinacceptable. We also may not be the succdsgflgr in acquisition opportunities that
pursue due to the willingness or ability of othetgmtial acquirors to propose a higher purchasgmi more attractive terms and conditions
than we are willing or able to propose. If we an@hie to or do not conduct acquisitions, our aptlit deploy effectively the capital we raisec
the offering, expand our geographic presence apdowe our results of operations could be advera#gcted.

The Risks Presented by the Acquisition of Other Intitutions Could Adversely Affect Our Financial Condition and Results of Operation:

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 qualitiessr 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 sys
and other technologies, accounting, internal aaniit financial reporting systems, operational preesspolicies, procedures and internal
controls, marketing programs and personnel of dggiiaed institution in order to make the transatgeonomically advantageous. The
integration process is complicated and time consgnand could divert our attention from other basgiconcerns and be disruptive to our
customers and the customers of the acquired itistituOur failure to successfully integrate an aeepliinstitution could result in the loss of |
customers and employees, and prevent us from dobiexpected synergies and cost savings. Acquisitadso result in professional fees,
purchase price adjustments, the amortization af deposit intangibles and other expenses that @ulvdrsely affect our earnings, and in
goodwill that could become impaired, requiring asdcognize further charges. We may finance adiprisi with borrowed funds, thereby
increasing our leverage and reducing our liquiditywith potentially dilutive issuances of equigcsirities.

Since Our Business is Concentrated in the Chicago éfropolitan 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 surroundirg®rin addition, many of the loans in our loartfptio are secured by real estate located in
the Chicago metropolitan area. Negative conditiartbe real estate markets where collateral fooatgage loan is located could adversely
affect the borrower’s ability to repay the loan ahd value of the collateral securing the loan.IRetate values are affected by various other
factors, including supply and demand, changes irege or regional economic conditions, interessagovernmental rules or policies and
natural disasters. Adverse changes in the regemmhlgeneral economy could also reduce our grow#h irmpair our ability to collect loans and
generally have a negative effect on our finanadadition and results of operations.

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

Financial institutions are required under the USSTRIOT and Bank Secrecy Acts to develop programgrévent financial institutions from
being used for money laundering and terrorist &as. Financial institutions are also
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obligated to file suspicious activity reports witle U.S. Treasury Department’s Office of Finan€émes Enforcement Network if such
activities are detected. These rules also requriem€ial institutions to establish procedures #amitifying and verifying the identity of
customers seeking to open new financial accoumituré or the inability to comply with these regigas could result in fines or penalties,
curtailment of expansion opportunities, interventay sanctions by regulators and costly litigatiorexpensive additional controls and syste
During the last few years, several banking indting have received large fines for non-complianih these laws and regulations. We have
developed policies and continue to augment proesdaind systems designed to assist in complianbetivgse laws and regulations.

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 operatafrits own. Dividends from the Bank
provide a significant source of cash for the Conypdie availability of dividends from the Bank imlted by various statutes and regulations.
It is possible, depending upon the financial cdodiof the Bank and other factors, that the OTShasBank’s primary regulator, could assert
that the payment of dividends or other paymentthbyBank are an unsafe or unsound practice. lekat the Bank is unable to pay dividends
to the Company, the Company may not be able tadpagiends on its common stock. Consequently, thterg@l inability to receive dividends
from the Bank could adversely affect the Compafigiancial condition, results of operations and pesgs.

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 compettoDur 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 emphasthiedigh level of service and responsiveness debiyeour customers. We compete for
loans, deposits and other financial services wilieocommercial banks, thrifts, credit unions, len@ge houses, mutual funds, insurance
companies, real estate conduits, and specialinetidie companies. Many of our competitors offer petg&land services that we do not offer,
and many have substantially greater resourcesearttinlg limits, name recognition and market presehatbenefit them in attracting business.
In addition, larger competitors may be able to@t@ans and deposits more aggressively than wardbsmaller newer competitors may als
more aggressive in pricing loans and depositsderoto increase their market share. Some of tlanfiial institutions and financial services
organizations with which we compete are not sulijethe extensive regulations imposed on saving&$and their holding companies. As a
result, these nonbank competitors have certainradgas over us in accessing funding and in progigarious 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 andaws, federal regulations, Maryland law and variotler factors may make it more difficult
companies or persons to acquire control of the Gappvithout the consent of our board of direct¥igu may want a takeover attempt to
succeed because, for example, a potential acqrondd offer a premium over the then prevailing eraf our shares of common stock. The
OTS regulations prohibit, for three years followihg completion of a mutual-to-stock conversiome, direct or indirect acquisition of more
than 10% of any class of equity security of a cotagesavings institution without the prior approeéthe OTS. Provisions of our articles of
incorporation and bylaws also may make it diffidolremove our current board of directors or manay# if our board of directors opposes
removal. We have elected to be subject to the Mad/Business Combination Act, which places regtriston mergers and other business
combinations with large stockholders. In additiont articles of incorporation provide that certaiargers and other similar transactions, as
well as amendments to our articles of incorporatinast be approved by stockholders owning at leesthirds of our shares of common st
entitled to vote on the matter unless first appdobg at least two-thirds of the number of our auttenl directors, assuming no vacancies. If
approved by at least two-thirds of the number afauthorized directors, assuming no vacanciesattien must still be approved by a majority
of our shares entitled to vote on the matter. lditiah, a director can be removed from office, baly for cause, if such
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removal is approved by stockholders owning at leastthirds of our shares of common stock entitiedote on the matter, unless first
approved by at least two-thirds of the number afauthorized directors (excluding the director whosmoval is sought), assuming no
vacancies. If approved by at least two-thirds eftlamber of our authorized directors, assumingauwancies, the removal may be with or
without cause, but must still be approved by a mitgjof our voting shares entitled to vote on thattar. Additional provisions include
limitations on the voting rights of any beneficiainers of more than 10% of our common stock. Olavly, which can only be amended by
board of directors, also contain provisions regagdhe timing, content and procedural requireméantstockholder proposals and nominations.

We Continually Encounter Technological Change, anday 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 introductioheew technology-driven products and
services. The effective use of technology increa$gsency and enables financial institutions titbr serve customers and to reduce costs
future success will depend, in part, upon our gbib address the needs of our customers by usitgnblogy to provide products and services
that will satisfy customer demands for convenieasewell as to create additional efficiencies in aperations. Many of our competitors have
substantially greater resources to invest in teldmical improvements. We may not be able to effextyi implement new technology-driven
products and services or be successful in markétiege products and services to our customers.

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

We are subject to extensive federal and statelégigis, regulation, examination and supervisionc&ely enacted, proposed and future
legislation and regulations could have an adveffseeteon our business and operations. Our sucagssmis on our continued ability to comply
with these laws and regulations. Some of thesdadgns may increase our costs. While we canndiptevhat effect any future changes in
these laws or regulations or their interpretatimosild have on us, these changes or interpretaticysadversely affect our future operations.

Trading Activity in the Company’s Common Stock Coull Result in Material Price Fluctuations

It is possible that trading activity in the Compangommon stock, including short-selling or sigcéfnt sales by current stockholders, could
result in material price fluctuations of the priper share of the Company’s common stock. In addisach trading activity and the resultant
volatility could make it more difficult for the Camany to sell equity or equity-related securitieshia future (at a time and price that is deemed
appropriate), or to use its stock as considerdtioan acquisitionSee Risk Factors — Our Ability to Successfully @Gahédcquisitions Will

Affect Our Ability to Grow Our Franchise and Compéiffectively in Our Marketplac

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

Burr Ridge (Executive Office
15W060 North Frontage Roi

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 6061

Chicago- Hyde Park Eas
55th at Lake Park Avent
Chicago, IL 6061*

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

Chicagc-Lincoln Park
2424 N. Clark Stree

Deerfield
630 N. Waukegan Roe
Deerfield, IL 6001F

Hazel Cres
3700 W. 183rd Stre¢
Hazel Crest, IL 6042

Joliet
1401 N. Larkin
Joliet, IL 6043&

Lincolnshire
One Marriott Drive
Lincolnshire, IL 6006¢

Lincolnwood
3443 W. Touhy
Lincolnwood, IL 6071Z

Naperville
1200 East Ogden Avent
Naperville, IL 60562

North Libertyville
1409 W. Peterson Ro:

As of December 31, 2007, the net book value ofppaperties was $30.7 million. The following is stlof our offices:

Northbrook
1368 Shermer Roe
Northbrook, IL 6006:

Olympia Fields
21110 S. Western Avenl
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 Avent
Libertyville, IL 60048

Chicagc-Lincoln Park, IL 6061« Libertyville, IL 60048

Except for our Chicago-Lincoln Park, Northbrookdatyde Park East offices, which are leased, adlwfoffices are owned.

ITEM 3. LEGAL PROCEEDINGS

The Company and its subsidiaries are subject iowategal actions arising in the normal coursbusiness. In the opinion of management,
based on currently available information, the negoh of these legal actions is not expected teleamaterial 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 cowkby this report, the Company did not submit anytens to the vote of security holders.
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PART Il

ITEM 5. 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 NaGtdrpal Select Market under the symbol “BFIN.” Téqgproximate number of holders of
record of the Company’s common stock as of Decer@beP007 was 2,017. Certain shares of the Compammyrhmon stock are held in
“nominee” or “street” name, and accordingly, thentner of beneficial owners of such shares is notkmor included in the foregoing number.

The following table presents quarterly market infation provided by the Nasdaq Stock Market forGloenpany’s common stock and cash
dividends paid for the periods ended December 327 2nd 2006.

Cash
Dividends

2006 and 2007 Quarterly Periods High Low Close Paid
Quarter ended December 31, 2( $16.67 $14.5¢ $158: $ 0.07
Quarter ended September 30, 2! 16.3¢ 13.01 15.8Z 0.07
Quarter ended June 30, 2C 16.7¢  15.4t  15.4¢ 0.07
Quarter ended March 31, 20 17.9¢ 16.1C 16.2; 0.07
Quarter ended December 31, 2( $18.5( $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 15.1f 17.3( 0.0¢

Quarter ended March 31, 20 16.41 145t 15.97 —

For a discussion of the Bank’s ability to pay dends, see Part |, Iltem |, Business —“SupervisighRegulation—Federal Banking
Regulation—Capital Distributions.”

Recent Sales of Unregistered Securities
The Company had no sales of unregistered stochgitine fiscal year ended December 31, 2007.
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Repurchases of Our Equity Securities

The following table sets forth information in comtien with the repurchases of our common stockwerte made pursuant to our stock

repurchase program during the fourth quarter 07200

Total Number of
Shares Purchased ¢

Maximum Number of
Shares that May Yet
be Purchased under

U ramal DI he Plans or Program
Total Number of
Period Shares Purchase per Share Programs @
October 1, 2007 through October 31, 2! 51,80( $15.76¢ 51,80( 834,26
November 1, 2007 through November 30, 2 149,10( $15.61: 149,10( 685,16
December 1, 2007 through December 31, 2 135,00( $15.64¢ 135,00( 550,16:
Totals 335,90( 335,90(

(1) Our Board of Directors has authorized the repureltdisip to 3,605,384 shares of our common stock.cirent share repurche

authorization will expire on March 31, 2008, unlestended
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Stock Performance Graph

The following Performance Graph and related infotima shall not be deemed “soliciting material” av 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 amendedpeto the extent that the Company specificattpiiporates it by reference into such
filing.

We completed our mutual-to-stock conversion on 812005, in connection with which the Companylsm aggregate of 24,466,250 shares
of common stock at a price of $10.00 per share.Gtmmpany’s common stock began trading on the NaStiack Market under the symbol
“BFIN" on June 24, 2005, and the per share clogirice of one share of the Company’s common stocthanhdate was $13.60. The following
graph represents $100 invested in our common stbttle $13.60 per share closing price on June@k.2The graph illustrates the compari

of the cumulative total returns for the common ktotthe Company, the Russell 2000 Index, the NAgDBank Index and the America’s
Community Bankers NASDAQ Index for the periods aated.

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

June 24, 2005 = 10
ldi) =

e— 1 b Frumeial Corparatim
130

120 = = = R ygse |l 2000 Index

110
= = MAS DAL Bank Index

100

= = o= A merica’s Community
Beamkars NAS DAL ndex

)

Rl

G2 NS 12 3] /0% 127317 X000 123 172007
6/24/2000  12/31/200'  12/31/2001  12/31/200
BankFinancial Corporatio 100.0( 107.9¢ 132.3¢ 119.6°
Russell 2000 Inde 100.0( 107.4¢ 127.2¢ 125.2¢
NASDAQ Bank Inde» 100.0¢  102.5¢  113.8¢ 88.7¢
Americe’s Community Bankers NASDAQ Ind 100.0( 103.6¢ 114.9: 86.4:
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ITEM 6. SELECTED FINANCIAL DATA

The following information is derived from the agtitconsolidated financial statements of the Commangrior to June 24, 2005,
BankFinancial MHC, Inc. For additional informatiaeference is made to “Management’s Discussionfaralysis of Financial Condition and
Results of Operations” and the Consolidated Firddi®tiatements of the Company and related notegdedl elsewhere in this Annual Report.

At December 31,
2007 2006 2005 2004 2003
(Dollars in thousands)

Selected Financial Condition Data

Total asset $1,480,54. $1,613,29! $1,614,431 $1,492,78. $1,457,91
Loans, ne 1,253,99! 1,330,09: 1,231,89: 1,091,95: 1,067,24:
Loans hel-for-sale 173 29¢€ 37E 5,531 5,28(
Securities availab-for-sale at fair valu 77,04¢ 117,85 248,23 268,09: 257,52(
Goodwiill 22,56¢ 22,57¢ 10,86¢ 10,86¢ 10,86¢
Core deposit intangibl 7,76¢ 9,64¢ 8,24¢ 9,88: 11,58
Deposits 1,073,651 1,129,58! 1,067,87. 1,115,69! 1,073,89
Borrowings 96,43: 138,14¢ 191,38t 264,74. 268,22!
Equity 291,13° 326,01¢ 328,77" 94,88¢ 96,68

Years Ended December 31,
2007 2006 2005 2004 2003
(Dollars in thousands, except per share dat¢

Selected Operating Data

Interest and dividend incon $ 9195 $ 94,08 $ 80,21 $ 66,73t $ 68,68¢
Interest expens 38,30¢ 37,48¢ 28,80: 23,47( 30,55

Net interest incom 53,64¢ 56,591 51,41( 43,26¢ 38,13¢
Provision (credit) for loan lossi 697 (13€) 51¢ (22 (579

Net interest income after provision (credit) foafolosse: 52,95: 56,73: 50,89: 43,29( 38,71
Noninterest incom 9,64¢ 10,50¢ 8,66¢ 8,61¢ 8,35t
Noninterest expense ( 52,48 52,37( 44,20¢ 50,71t 64,06
Income (loss) before income tax expe 10,11¢ 14,87: 15,35! 1,19: (16,999
Income tax expense (benel 2,96: 4,82¢ 4,27¢ (264) (7,41%)

Net income (loss $ 7,15t $ 10,04¢ $ 1107 $ 1457 $ (9,579
Basic earnings per common sh $ 0.3t $ 0.4t $ 0.2¢ N.A. N.A.
Diluted earnings per common shi $ 0.3t $ 0.4t $ 0.2¢ N.A. N.A.

N.A. — Not applicable

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

2007 2006 2005 2004 2003
Selected Financial Ratios and Other Data
Performance Ratios:
Return on assets (ratio of net income (loss) toamestotal asset: 0.47% 0.61% 0.7(% 0.1(% (0.6€%)
Return on equity (ratio of net income (loss) torage equity’ 2.3C 3.0Z 5.1¢ 1.5¢ (9.99)
Net interest rate spread ( 2.94 2.8¢ 3.04 2.9¢ 2.5(C
Net interest margin (Z 3.7¢ 3.6¢ 3.44 3.1¢ 2.71
Efficiency ratio (4) 82.91 78.04 73.5¢ 97.7¢ 137.8(
Noninterest expense to average total as 3.4z 3.1¢ 2.7¢ 3.4¢€ 4.3¢
Average intere-earning assets to average inte-bearing liabilities 130.9¢ 132.6} 120.4¢ 110.4¢ 111.7:
Dividends declared per she $ 0.2¢ $ 0.1¢ $ — N.A. N.A.
Dividend payout ratic 90.€% 44.2% — N.A. N.A.
Asset Quality Ratios:
Nonperforming assets to total ass 0.87% 0.57% 0.36% 0.44% 0.6(%
Nonperforming loans to total loa 0.9t 0.6¢ 0.4¢ 0.5¢ 0.6€
Allowance for loan losses to nonperforming loi 91.6¢ 115.1¢ 201.1¢ 168.9( 169.0:
Allowance for loan losses to total loa 0.87 0.7¢ 0.9 1.0C 1.1z
Net charg-offs (recoveries) to average loans outstan: 0.0z 0.07 0.0C 0.0¢ (0.01)
Capital Ratios:
Equity to total assets at end of per 19.6€6% 20.21% 20.36% 6.3¢% 6.65%
Average equity to average ass 20.32 20.2¢ 13.4¢ 6.4% 6.5¢
Tier 1 leverage ratio (bank onl 13.9¢ 15.0¢ 13.82 7.12 7.1¢
Other Data:
Number of full service office 18 18 16 16 16
Employees (full time equivalent 42F 43¢ 451 44¢€ 482

(1) Noninterest expense for the year ended Decemb&0®¥, includes $8.8 million of impairment loss @twrities 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 the differbetween the yield on average inte-earning assets and the cost of average in-
bearing liabilities for the periot

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

(4) The efficiency ratio represents noninterest expeingded by the sum of net interest income and mi@mest income
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The discussion and analysis that follows focusetheractors affecting our consolidated financ@dition at December 31, 2007 and 2006,
and our consolidated results of operations foryers ended December 31, 2007, 2006 and 2005.ors®lidated financial statements and
related notes and the discussion of our criticabanting policies appearing elsewhere in this AhfReport should be read in conjunction with
this discussion and analysis.

Overview

Loans.Net loans receivable decreased $76.1 million, 8%%to $1.254 billion at December 31, 2007, fronB80 billion at December 31,
2006, primarily due to planned decreases in coastmi and land loans and one- to four-family restdd@ mortgage loans. Construction and
land loans decreased by $20.7 million. One- to-faumily residential mortgage loans decreased by3bfllion, partially due to the
securitization of $23.5 million of conforming adjable-rate residential mortgage loans with FannéeMNon-residential real estate loans
increased by $5.2 million. Commercial loans deaddsy $6.1 million and commercial leases incredse#5.7 million. Multi-family real
estate loans decreased by $5.7 million. Future ¢pawth could be adversely affected by our unwgiiess to compete for loans by relaxing
historical underwriting standards.

Securities Available for SaleSecurities available for sale decreased $40.8anijllor 34.6%, to $77.0 million at December 31, 2G63m

$117.9 million at December 31, 2006. The primagsons for the decrease were the maturing of $48lidnrin securities, excluding the
activity in the short-term discount notes, and gatiwe $12.0 million change in market value prirtiprelated to our Freddie Mac preferred
stocks. The decrease was partially offset by ocursézation of $23.5 million of conforming adjusia-rate residential mortgage loans with
Fannie Mae during the fourth quarter of 2007. Weeieed securities in exchange for the securitipaeh$, and recorded no gain or loss on the
transaction.

Deposits Deposits decreased $55.9 million, or 5.0%, to $4 fiflion at December 31, 2007, from $1.130 bill@nDecember 31, 2006. The
decrease was primarily due to a $19.5 million deseen wholesale certificates of deposit and a88llion decrease in retail certificates of
deposit.

Borrowings.Borrowings decreased $41.7 million, or 30.2%, t6.89million at December 31, 2007, from $138.1 roiiliat December 31, 20C
primarily due to our decision to repay $66.0 millim maturing FHLB of Chicago advances.

Stockholder’ Equity. Total stockholders’ equity totaled $291.1 millionDecember 31, 2007, compared to $326.0 millioDetember 31,
2006. The decrease in total stockholder’s equity préamarily due to our repurchase of 2,077,923 ehaf our common stock at an aggregate
cost of $34.0 million, the declaration and paym&rtash dividends totaling $6.5 million, and a $#illion decrease in accumulated other
comprehensive income. These changes were panifdgt by our 2007 net income of $7.2 million an@isa6 million increase resulting from
the vesting of stock based compensation and ES@Rskarned.

Net Income.We had net income of $7.2 million for the year eh®&cember 31, 2007, compared to net income o&hdlion in 2006 and
$11.1 million in 2005. Our basic earnings per comrabare was $0.35 and $0.45 for the years endeenilmsr 31, 2007 and 2006,
respectively. Our basic earnings per share for 2085%$0.29, representing basic earnings per shathd partial year beginning on June 23,
2005, the date that we completed our mutual-tokstooiversion, and ending on December 31, 2005.

Net Interest IncomeNet interest income decreased $3.0 million to $53l6on for the year ended December 31, 2007, f&56.6 million for
the year ended December 31, 2006. Among the pahagptors contributing to the decrease in netreégeincome was a $4.1 million decrease
in interest earned on investment securities aviailédr-sale due to a $117.0 million decline in theerage investment securities available-for-
sale balance. In addition, interest expense inert&815,000, primarily due to a 31 basis pointéase in the average cost of interest-bearing
liabilities.
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Provision for Loan LossesWe recorded a provision for loan losses of $697f00the year ended December 31, 2007, compareretbt for
loan losses of $136,000 for 2006 and a provisiordan losses of $518,000 for 2005.

Noninterest IncomeNoninterest income totaled $9.6 million for the yeaded December 31, 2007, compared to $10.5 milio 2006 and
$8.7 million in 2005. The decrease from 2007 to®@@s due in part to a $592,000 decrease in depasiice charges and fees, a $314,000
decrease in insurance commissions and annuitiesni@@and a $92,000 decrease in title insurance ggememissions and fees. Gains on the
sale of securities totaled $399,000 for the yededrDecember 31, 2007, compared to $101,000 in 208610 gains or losses on the sale of
securities in 2005. There was a $9,000 gain onliEosition of premises and equipment for the yealed December 31, 2007, compared to
gains of $395,000 and $21,000 for the years endext@ber 31, 2006 and 2005, respectively.

Noninterest ExpenseNoninterest expense for the year ended Decemb&@0®¥, was $52.5 million, compared to $52.4 milfon2006 and

$44.2 million for 2005. Compensation and benefigense for 2007 included $5.1 million in stock-ltheempensation expense, compared to
$5.4 million in 2006 and $718,000 in 2005. In aidit noninterest expense for 2007 included a $ilimpre-tax charge, which reflected our
proportionate share of Visa’'s estimated litigatidrigations, compared to no such expense for thesyended December 31, 2006 and 2005.

Income TaxesWe recorded income tax expense of $3.0 milliorttieryear ended December 31, 2007, compared ton§ifli@n for 2006 and
$4.3 million for 2005.

Key Strategic Initiatives And Events

Stock Repurchase PrograrOur Board of Directors has authorized the repureltdsip to 3,605,384 shares of our common stock. Th
authorization permits shares to be repurchase@én market or negotiated transactions, and purdaaarty trading plan that may be adopte
accordance with Rule 10bef the Securities and Exchange Commission. Thigoaization may be utilized at management's digmmesubjec
to the limitations set forth in Rule 10b-18 of thecurities and Exchange Commission and other aipididegal requirements, and to price and
other internal limitations established by the Boafrdirectors. On September 28, 2007 the Boardicddlors extended the expiration date of
the share repurchase authorization until Marcl2808. As of December 31, 2007, we had repurchag@b 223 shares of common stock a
aggregate cost of $51.2 million pursuant to thihaxization.

Quarterly Cash DividendsOur Board of Directors declared four quarterly cedsfidends of $0.07 per share during 2007. Totahddividends
paid in 2007 were $6.5 million. On January 31, 2088 Board of Directors declared a quarterly divid of $0.07 per share payable on
March 7, 2008.

Equity Incentive Plan.On June 27, 2006, our stockholders approved th&mBaancial Corporation 2006 Equity Incentive Plamjch
authorized the Human Resources Committee of thedBafaDirectors to grant a variety of cash-based equity-based incentive awards,
including stock options, stock appreciation righéstricted stock, performance shares and othenthe awards, to employees and directors
aggregating up to 3,425,275 shares of our comnumksin 2006 and 2007, the Human Resources Coneratte@rded stock options to
purchase 1,602,200 shares of our common stock 28dB0 shares of restricted stock to certain engaeyand directors of the Company. The
2006 Equity Incentive Plan was established by tbarB of Directors to promote the long-term finahsiaccess of the Company, to attract,
retain and reward persons who can and do contrtbugach success, and to further align the padit interests with those of our
stockholders.

On February 20, 2008, the Board of Directors appdosertain amendments to the 2008 Board compengattigram and the 2007
management incentive compensation program bas#teaecommendation of the Board’s Human Resouroesnilttee. The Board
determined that, commencing in March of 2008, #esggayable for service on the Board will be paithanform of stock options instead of
cash. The Board increased the value of the boasitfg 10% to compensate the Directors for acceptiagnarket risk associated with the si
option awards.
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The amendments further provide that participanteénmanagement incentive compensation prograrudimg the Company’s Chief

Executive Officer, Chief Financial Officer and @rt other officers, may elect to receive some bofahe incentive compensation they earned
for 2007 in the form of stock options instead ddltalf participants elect to receive stock optidhgy will receive that number of stock options
with a grant date fair value (calculated accordmthe Company’s GAAP expense for the stock optiarexcordance with Statement of
Financial Accounting Standards (“SFANp. 123R,) equal to the amount of the cash incentompensation foregone. Participants will rec
additional stock options with a grant date fairmeaéqual to 10% of the stock options receiveden 6f the cash incentive award to compensate
participants for the additional market risk asstedawith the stock option awards. The stock optigrasited in lieu of the cash incentive
compensation will be fully vested at grant, whi@® of the additional options will vest on DecembBr 2008 and the remaining 50% will vest
on June 15, 20089.

Economic And Competitive Conditions

Business conditions exhibited increasing uncenaast2007 progressed. In general, market conditi@rs more competitive in 2007,
especially with respect to the pricing for new axisting core deposit accounts. Pricing for higladdy loans worsened for most of 2007 but
began to improve late in 2007 as capital marketlitmms deteriorated. The strength of the U.S. eaonfaltered as the year concluded; in
response, the U.S. Treasury curve became moredfaleofor the Company in 2008.

We experienced modest growth in our combined nauttify/commercial real estate and commercial leapigfolios. We also experienced
stronger growth in our commercial loan portfoliot lour successful resolutions of certain healtht@aas resulted in a net balance reductiol
2007. Our residential and construction portfolieslthed during the year consistent with our plagnkWWe expect that the uncertainty
surrounding the U.S. economy and certain real @stairkets will increase the unpredictability of tedume of our loan originations and loan
repayments in 2008.

Our overall loan portfolio quality remained essalyiconstant during 2007. We encountered isolatetions where multifamily or small
commercial real estate borrowers were unable tpgrtyp manage their investment property cash flomsaa difficulty maintaining occupancy
due to neighborhood safety issues. We expect that oases will be resolved during 2008 with lititeno negative financial consequences for
the Company.

Our construction loan portfolio quality remainedtde as we reduced the portfolio balances sigmifigaluring 2007. We are closely
monitoring the capability of certain borrowers tmtinue making debt service payments on their coasbn projects. We expect that there
be isolated cases where we elect not to renewitcedastruction loans and pursue either negotietdidteral dispositions or formal legal
remedies if the borrower is unable to continue dalexl debt service or proposes unacceptable dxiti@as.

As we expected, pursuant to our model, our geheaal loss reserves continued to increase due tohtaieges in national and local economic
risk factors. We continue to believe that adher@onazur historical loan underwriting standards ramappropriate.

Deposits declined in 2007 due in part to our deci$d reduce interest rates on highafance money market accounts and certificategpbsi
consistent with overall declines in the Prime Ratd U.S. Treasury yields. Competition for depdsds certain institutions increased,
however, as competitors maintained constant depasiest rates on highéalance checking, savings, money market and aatés of depos
accounts; accordingly, our customer retention &its/resulted in balance migration to higher-yiietdaccounts. We expect the intensity of this
competition to moderate to a limited extent in 200& this could be offset by the continued pressdirom competitors with mortgage- or
construction-related liquidity issues or compettengaged in de novo branch office expansion.

Our net interest margin and net interest sprea@ wedatively stable during the year. Nonethelegspelieve that such behavior may not
necessarily continue because of further reduciioosir construction and healthcare loan portfoliod continued deposit pricing pressures.
These factors could be offset by a more favoraiikrést rate environment and potentially wideniagimercial credit spreads on multifamily
and commercial real estate loans. In addition, ooraparative basis, other factors affecting netraggt margin include the cumulative effect:
our share repurchase program and the fact tha2@@if investment in Bank-Owned Life Insurance presuton-
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interest income rather than interest income. Weeihat these factors will continue to affect nat interest margin in future quarters;
however, we are also focused on generating positiugeences through the further diversificationoafr commercial credit portfolio,
optimization of the overall mix of the loan porffmand gathering non-interest bearing deposits fiazal small businesses.

Nonr-interest income declined in 2007 due in part ttuced fee income on deposit accounts and a lowemeof insurance-related sales. We
believe that deposit fee income could improve mgésit Title Insurance and Wealth Management ndlt contribute as strongly to earnings
in 2008 as in 2007.

Our focus on organizational efficiency resultedireduction of core operating expenses in 200 7radivexpenses rose due to non-recurring
factors involving a $250,000 fraud loss that weprded in connection with claims that we settlechwiite bankruptcy trustee and our blanket
bond carrier for defalcations committed by a thgedty loan servicing company and liabilities argsfrom our membership in Visa USA. We
expect expenses for marketing (especially retgibdiés and small business customers), commercsihéss development personnel and ce
technology investments related to customer seammcecommercial loan operations to increase in 2008the increase is expected to be
partially offset by continued targeted reductiomstaff and expenses consistent with the resulpgedbrmance reviews and new technology
deployments.

Critical Accounting Policies

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

Investment SecuritiesThe classification and accounting for investmegusigies are discussed in detail in Note 1 of tlsdlidated Financial
Statements presented elsewhere herein. Under SIBARB| Accounting for Certain Investments in Defd &quity Securities, investment
securities must be classified as held-to matuaitgilable-for sale, or trading. The appropriatessification is based partially on our ability to
hold the securities to maturity and largely on nggament’s intentions with respect to either holdingelling the securities. The classification
of investment securities is significant since redily impacts the accounting for unrealized gaing losses on securities. Unrealized gains and
losses on available-for-sale securities are recbedea separate component of stockholdsaity (accumulated other comprehensive incon
loss) and do not affect earnings until realizece Tdir values of our investment securities are galyedetermined by reference to quoted
market prices and reliable independent sourcesné/eldigated to assess, at each reporting datehehttere is an “other-than-temporary”
impairment to our investment securities. Such impant must be recognized in current earnings rdttear in other comprehensive income
(loss). Investment securities are discussed in rdetail in Note 4 to the Consolidated Financiat&tents presented elsewhere herein.

Allowance for Loan Losse. Arriving at an appropriate level of allowance foah losses involves a high degree of judgment.a&lowance fo
loan losses provides for probable incurred losssed upon evaluations of known and inherent riskle loan portfolio. We review the level
of the allowance on a quarterly basis and estalitistprovision for loan losses based upon histblazen loss experience, the nature and vol
of the loan portfolio, information about specifiorbower situations, estimated collateral valuespemic conditions and other factors to assess
the adequacy of the allowance for loan losses. Ajriba material estimates that we must make to ksttiahe allowance are: loss exposure at
default; the amount and timing of future cash flamsaffected loans; value of collateral; and deteation of loss factors to be applied to the
various elements of the portfolio. All of theseimsttes are susceptible to significant change. Algiowe believe that we use the best
information available to establish the allowanceléan losses, future adjustments to the allowanag be necessary if borrower financial,
collateral valuation or economic conditions diferbstantially from the information and assumptiossd in making the evaluation. In additi
as an integral part of their examination proceas regulatory agencies periodically review thewhoce for loan losses. These agencies may
require us to recognize additions to the allowdrased on their judgments of information availabléhem at the time of their examination. A
large loss could deplete the allowance and reduooreased provisions to replenish the allowancechvivould negatively affect earnings.

Intangible Assets. Acquisitions accounted for under purchase accogntinst follow SFAS No. 141, “Business Combinatidasd SFAS

No. 142 “Goodwill and Other Intangible Assets.” SFAS Noll#quires us to record as assets on our finast@tdments both goodwill, an
intangible asset which is equal to the excesseptirchase price which we pay for another compamy the estimated fair value of the net
assets acquired, and identifiable intangible assetk as core deposit intangibles and non-compgezments. Under SFAS No. 142, we
evaluate goodwill at least annually, or when bussneonditions suggest an impairment may have cedufor impairment, and we will reduce
its carrying value through a charge to earningsfairment exists. Core deposit and other ideftiiantangible assets are amortized to
expense over their estimated useful lives anderiewed for impairment at least annually, or whesmewvents or changes in circumstances
indicate that the carrying amount of the asset nwybe recoverable. The valuation techniques ugagiio determine the carrying value of
tangible and intangible assets acquired in acguisitand the estimated lives of identifiable inthiggassets involve estimates for discount
rates, projected future cash flows and time pecaldulations, all of which are susceptible to cleabgsed on changes in economic conditions
and other factors. Future events or changes iegtimates that we used to determine the carryihgewa our goodwill and identifiable
intangible assets or which otherwise adversely
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affect their value or estimated lives could haveaderial adverse impact on our results of operatiés of December 31, 2007, our intangible
assets consisted of goodwill of $22.6 million andecdeposit intangibles of $7.8 million.

Mortgage Servicing Right. Mortgage servicing rights represent the presehtevof the future servicing fees from the righséovice loans in
our loan servicing portfolio. Mortgage servicinghts are recognized as assets for the allocatilue vd retained servicing rights on loans sold.
The most critical accounting policy associated wiithrtgage servicing is the methodology used tordete the fair value of capitalized
mortgage servicing rights, which requires a nundferstimates, the most critical of which is the tgage loan prepayment speed assumption.
The mortgage loan prepayment speed assumptiogrigisantly affected by interest rates. In genedairing periods of falling interest rates,
mortgage loans prepay faster and the value of mutgage servicing assets declines. Converselynguyreriods of rising rates, the value of
mortgage servicing rights generally increases dugdwer rates of prepayments. The amount and gimfrmortgage servicing rights
amortization is adjusted monthly based on actuallte. In addition, on a quarterly basis, we penfarvaluation review of mortgage servicing
rights for potential declines in value. This quésteraluation review entails applying current asgdions to the portfolio classified by interest
rates and, secondarily, by geographic and prepatyomamacteristics. Based on the significance of@mnges in assumptions since the
preceding appraisal, this valuation may includénaependent appraisal of the fair value of our isémg portfolio.

Income TaxesWe consider accounting for income taxes a criticalounting policy due to the subjective natureesfain estimates that are
involved in the calculation. We use the assetflighinethod of accounting for income taxes in whigferred tax assets and liabilities are
established for the temporary differences betwherfibancial reporting basis and the tax basisunfassets and liabilities. We must assess the
realization of the deferred tax asset and, to ¥tent that we believe that recovery is not likelyaluation allowance is established.
Adjustments to increase or decrease the valuatiowance are charged or credited, respectiveljncome tax expense. No valuation
allowances were required at December 31, 2007 oatih we have determined a valuation allowance tiseguired for any deferred tax assets,
there is no guarantee that these assets will lmgnézable in the future.

Comparison of Financial Condition at December 31,@7 and December 31, 2006
Balance Sheet

Total assets decreased $132.8 million, or 8.2%1t481 billion at December 31, 2007, from $1.61Bdni at December 31, 2006. The princi
reasons for the decrease in total assets weretredsiin construction and land loans, one- to flaumily residential mortgage loans, and
securities.

Our loan portfolio consists primarily of investmemtd business loans, which make up approximateR%af our gross loans. Net loans
receivable decreased $76.1 million, or 5.7%, t@%4 billion at December 31, 2007, from $1.330 billat December 31, 2006, primarily du
planned decreases in construction and land loathe@e- to four-family residential mortgage loanen€truction and land loans decreased by
$20.7 million, or 24.3%, to $64.5 million. One-faur-family residential mortgage loans decrease&%8.3 million, or 13.2%, to $345.2
million, partially due to the securitization of $83illion of conforming adjustable rate residehtreortgage loans with Fannie Mae.
Commercial leases increased by $5.7 million, o##.tb $144.8 million. Commercial loans decrease&®yt million, or 6.8%, to $83.2
million. Multi-family real estate loans decreasgd®s.7 million, or 1.9%, to $291.4 million.

Our allowance for loan losses increased by $429,800 $10.62 million at December 31, 2006 to $51ntlllion at December 31, 2007, due
principally to a $404,000 increase in the portidthe allowance for loan losses that we allocatenpaired loans pursuant to SFAS No. 114
and a $25,000 net increase in the general loarrésgsves that we establish pursuant to SFAS N@écdgounting for Contingencies”, based on
changes to the economic factors utilized in our eholls of December 31, 2007, our SFAS No. 114, ‘Aoting by Creditors for Impairment
of a Loan”, allocation for impaired loans totalegD$,000.

Net securities availak-for-sale decreased $40.8 million, or 34.6%, to $77l0amiat December 31, 2007, from $117.9 milliorDecember 3.
2006. The primary reasons for the decrease wemn#tering of $46.7 million in

28



securities, excluding the activity in the shortatediscount notes, and a negative $12.0 million gean market value principally related to our
Freddie Mac preferred stocks. The decrease waislhadffset by our securitization of $23.5 millia@f conforming adjustable rate residential
mortgage loans with Fannie Mae during the fourtlrtgr of 2007. We received securities in exchaogéhle securitized loans, and recordec
gain or loss on the transaction.

Cash and cash equivalents decreased by $38.4m1illi$28.9 million at December 31, 2007, compace$itt7.3 million at December 31, 2006.
The decrease was due in part to our purchase od $iiflion of Bank-Owned Life Insurance during 20@rther assets increased by $6.3
million, or 89.2%, to $13.3 million at December 2007, from $7.0 million at December 31, 2006, gipally due to an increase in deferred
taxes.

Deposits decreased $55.9 million, or 5.0%, to $4 l6ifion at December 31, 2007, from $1.130 billmnDecember 31, 2006. The decrease
primarily due to a $19.5 million, or 90.7%, decreaswholesale certificates of deposit and a $37ilBon, or 11.0%, decrease in retail
certificates of deposit. Total core deposits (sgsjrmoney market, noninterest bearing demand and/ld€counts) increased slightly as a
percentage of total deposits, representing 71.386taf deposits at December 31, 2007, compare@ #96 of total deposits at December 31,
2006.

Borrowings decreased $41.7 million, or 30.2%, t6.89million at December 31, 2007, from $138.1 roilliat December 31, 2006, primarily
due to our decision to repay $66.0 million in matgr=HLB of Chicago advances. Overall, FHLB of Gigo advances decreased $48.5
million, or 37.3%, to $81.5 million, from $130.0 lfion at December 31, 2006.

Total stockholders’ equity totaled $291.1 milliodnecember 31, 2007, compared to $326.0 milliobedtember 31, 2006. The decrease on
total stockholder’s equity was primarily due to eepurchase of 2,077,923 shares of our common stoak aggregate cost of $34.0 million,
the declaration and payment of cash dividendsitot&i6.5 million, and a $7.2 million decrease itwoulated other comprehensive income
due principally to a change in the fair value of mvestments in Freddie Mac preferred stock. Tlebsmges were partially offset by our 2007
net income of $7.2 million and a $5.6 million inase resulting from the vesting of stock based corsgton and ESOP shares earned.

Loan Portfolio

We originate multi-family mortgage loans, nonresititd real estate loans, commercial loans, comrakleases, and construction and land
loans. In addition, we originate one- to four-faymiésidential mortgage loans and consumer loansaléepurchase and sell loan participations
from time to time. The following briefly describesr principal loan products.

Multi -family Mortgage LoansLoans secured by multi-family mortgages totaledragimately $291.4 million, or 23.1% of our totablo
portfolio at December 31, 2007. Multi-family mortgaloans generally are secured by multi-family aeptoperties, such as apartment
buildings, including subsidized apartment unitse himajority 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&828.9 million, or 25.8% of our total loan portfoht
December 31, 2007. We emphasize nonresidentiabstale loans with initial principal balances beaw&1.0 million and $5.0 million. The
nonresidential real estate properties securingettoes are predominantly office buildings, ligidustrial buildings, shopping centers and
mixed-use developments and, to a lesser extent specialized properties such as nursing homesthed healthcare facilities. Substantially
all of our nonresidential real estate loans arergetby properties located in our primary markegaOur nonresidential real estate loans are
typically written as three- or five-year adjustabd¢e mortgage loans or mortgage loans with balloaturities of three or five years.
Amortization of these loans is typically based 6 @ 25-year payout schedules. We also originaitees15-year fixed-rate, fully amortizing
loans.

Commercial LoansCommercial loans totaled $83.2 million, or 6.6%oaf total loan portfolio at December 31, 2007. Ehedals include
unsecured commercial loans with an aggregate oulisig balance of $9.4 million. We
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generally make commercial loans to customers imuanket area for the purpose of financing equipraequisition, expansion, working cap
and other general business purposes. The terrhesd foans generally range from less than onetgdiave years. The loans are either
negotiated on a fixed-rate basis or carry adjustatierest rates indexed to a lending rate tha¢isrmined internally, or a short-term market
rate index.

Commercial LeasesCommercial leases totaled $144.8 million, or 11d&f%ur total loan portfolio at December 31, 2007 @ommercial
leases are secured primarily by technology equipnmeaterial handling equipment, and other capigaligment through an assignment of the
lease and a security interest in the equipmenglesed. Leases generally are non-recourse tedbimg company. Consequently, we
underwrite leases by examining the creditworthiredgbe lessee rather than the lessor. The lesdemaledges our security interest in the
leased equipment and generally agrees to sendpegsegents directly to us. Lessees tend to be dykitiaded companies with a public debt
rating or companies that have not issued publi¢ det therefore do not have a public debt ratirgoADecember 31, 2007, 53.1% of our
commercial lease portfolio involved lessees witkestment-grade rated debt, 5.5% involved lessetsdebt rated below investment-grade,
and 41.4% involved lessees with no public debhgatiVe require that a maximum of 10% of our comnatiease portfolio can involve lesse
with debt rated below investment-grade. Ratingsdatermined by Moody’s, Standard & Poors, FitchAbt Best's or an equivalent rating.
Commercial leases have a maximum maturity of nesryand a maximum outstanding credit exposurd bédmillion to any single entity.
Leases to companies without public debt ratingegly involve companies with net worth in exce§$25.0 million and are subjected to the
same internal credit analysis as any other commalecastomer. Commercial leases to these lesseesahaaximum maturity of seven years
and a maximum outstanding credit exposure of $aiilibn.

Construction and Land LoansConstruction and land loans amounted to $64.5anillor 5.1% of the total loan portfolio at DecemBgr

2007. These loans generally consist of land adiprisioans to help finance the purchase of landnded for further development, including
single-family houses, multi-family housing and coemaial income property, development loans to bufide our market area to finance
improvements to real estate, consisting mostlyirafle-family subdivisions, typically to finance ticest of utilities, roads, sewers and other
development costs. Builders generally rely on tile sf single-family homes to repay developmennalthough in some cases the improved
building lots may be sold to another builder, ofterwonjunction with development loans. In genetfad, maximum loan-tealue ratio for a lan
acquisition loan is 65% of the appraised valuehefgroperty, and the maximum term of these loahsasyears. The maximum amount loaned
on a development loan is generally limited to thstof the improvements, and advances are madzardance with a schedule reflecting the
cost of the improvements. Advances are generatlitdd to 90% of actual construction costs andeasired by applicable regulations, a 75%
loan to completed appraised value ratio.

One- to Four-Family Residential Mortgage Lendin@onforming and non-conforming fixed-rate and adjbktrate residential mortgage lo¢
totaled $345.2 million, or 27.3% of our total lopaortfolio at December 31, 2007, including home ggldgans and lines of credit totaling $17.2
million, or 1.4% of our total loan portfolio, and@$.2 million, or 6.1% of our total loan portfolimspectively. We generally originate both
fixed- and adjustable-rate loans in amounts upéoniaximum conforming loan limits as established-bgnie Mae, which is currently
$417,000 for single-family homes. Private mortgatpeirance is required for first mortgage loans woin-to-value ratios in excess of 80%. At
December 31, 2007, our adjustable-rate residemiimtgage loan portfolio totaled $175.9 million, andluded $71.5 million in loans that
reprice once a year and $104.4 million in loans teprice periodically after an initial fixed-raperiod of three years or more. During 2007 and
2005, we securitized some of our conforming adhlstaate residential mortgage loans and retainedd#hnvicing rights. In addition to
traditional one- to four-family residential mortgalpans, we offer home equity loans and home edjuig of credit that are secured by the
borrower’s primary residence.

We also originate loans above conforming limitéemned to as “jumbo loans,” that have been undétrito the credit standards of Fannie
Mae. These loans are generally eligible for saleatious firms that specialize in the purchaseughsnon-conforming loans. In our market, the
Chicago metropolitan area, larger residential lcanesnot uncommon. We also originate loans thatatdully meet the credit standards of
Fannie Mae if they are deemed to be acceptable gislen their favorable compensating risk factorgyeneral, we do not originate or purch
loans with underwriting characteristics that, takegether, are materially lower than the credibdtads of Fannie Mae.
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Loan Portfolio Composition. The following table sets forth the composition af toan portfolio, excluding loans held for salg,tippe of loan

at the dates indicated.

At December 31,

2007 2006 2005 2004 2003

Amount Percent Amount Percent Amount Percent Amount Percent Amount

Percent

(Dollars in thousands)
One- to four-family

residential $ 345,24F 27.3% $ 397,54! 29.71% $ 404,19¢ 32.6% $ 362,70: 32.9% $ 350,27F 32.5/%
Multi-family mortgage 291,39¢ 23.07 297,13: 22.2( 280,23¢ 22.6: 241,71  21.97 240,73. 22.3¢
Nonresidential ree

estate 325,88 25.8( 320,72¢ 23.9i 275,41¢ 22.2:¢ 277,38( 25.27 270,12¢ 25.0¢
Construction and lan 64,48 5.1C 85,22: 6.37 80,70¢ 6.52 59,36¢ 5.4C 64,40: 5.9¢
Commercial loan 83,23: 6.5¢ 89,34¢ 6.6¢ 68,98¢ 5.5¢ 63,723 5.7¢ 67,95( 6.31
Commercial lease 144,84: 11.47 139,16+ 10.4( 121,89¢ 9.84 86,36: 7.8t 72,96: 6.7€
Consume 3,50¢ 0.2¢ 4,04t 0.3C 2,022 0.1€ 2,75¢ 0.2t 3,50z 0.32
Other (1) 4,54 0.3¢€ 4,95¢ 0.37 5,21¢ 0.4z 6,04¢ 0.5t 6,621 0.62

Total loans 1,263,13; 100.0% 1,338,14. 100.0(% 1,238,68: 100.0% 1,100,05. 100.0% 1,076,57- 100.0(%
Loans in proces (16%) 14¢ 2,18( 824 99:<
Net deferred loa

origination costt 2,08¢ 2,42¢ 2,541 2,09¢ 1,71¢
Allowance for loan

losses (11,059 (10,627) (11,519 (11,019 (12,039

Total loans, ne  $1,253,99! $1,330,09: $1,231,89. $1,091,95; $1,067,24:

(1) Includes municipal loan:
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Loan Portfolio Maturities

The following table summarizes the scheduled reaysof our loan portfolio at December 31, 2007med loans, loans having no stated
repayment schedule or maturity and overdraft I@aeseported as being due in one year or less.

Within One One Year Beyond Five
Through
Year Five Years Years Total

(Dollars in thousands)
Scheduled Repayments of Loa

One- to four-family residentia $ 40,42¢ $ 62,32¢ $242,48¢ $ 345,24!
Multi-family mortgage 18,54¢ 97,91¢ 174,92¢ 291,39!
Nonresidential real esta 100,56!  189,95: 35,36¢ 325,88!
Construction and lan 55,84: 8,39/ 247 64,48
Commercial loans, leases and ot 135,51( 91,56 5,547 232,61t
Consume 2,34¢ 74E 41F 3,50¢
Total loans $353,24( $450,89¢ $458,990 $1,263,13.
Total
Loans maturing after one yei
Predetermined (fixed) interest ra $ 463,40:
Adjustable interest rate 446,49.
Total loans $ 909,89:

Nonperforming Loans and Assets

We review loans on a regular basis, and generédigedoans on nonaccrual status when either pighcipinterest is 90 days or more past due.
In addition, we place loans on nonaccrual statusnwhe believe that there is sufficient reason tstjon the borrower’s ability to continue to
meet contractual principal or interest paymentgdilbns. Interest accrued and unpaid at the titparais placed on nonaccrual status is
reversed from interest income. Interest paymemsived on nonaccrual loans are recognized in aeocelwith our significant accounting
polices. We may have loans classified as 90 daysooe delinquent and still accruing. Generally, Bagk does not utilize this category of Ic
classification unless: (1) the loan is repaid ith$hortly after period end date or; (2) the loamvell secured and there are no asserted or pe
legal barriers to its collection or; (3) the borenvhas remitted all scheduled payments and iswtbeiin substantial compliance with the terms
of the loan, but the processing of loan paymenisadly received or the renewal of the loan hasaeaurred for administrative reasons. At
December 31, 2007 and 2006, we had no loans ircétégory.

At December 31, 2007, we had nonaccrual loans &fi$tillion, an increase of $2.8 million from Dedeen 31, 2006. Increases in nonaccrual
loans occurred in multifamily real estate loans.Q®&illion), commercial loans ($332,000), constimetand land loans ($988,000) and
commercial leases ($65,000). Decreases in nonddoeres occurred in nonresidential real estatedq&i.6 million) and one- to four-family
residential loans ($16,000). At December 31, 20@7accrued interest on nonaccrual loans has beegnized. The increase in nonaccrual
multifamily loans was due in substantial part to placing on non-accrual status a $2.7 million Itizat is secured by an apartment building
located in a northern Chicago suburb. We placedoidu@ on non-accrual status because the borroveexd the investment property cash flow to
make equity investor distributions rather than tkenscheduled loan payments that were due on orébBlecember 31, 2007. We subsequt
entered into a forbearance agreement with the bvenothat is expected to restore the loan to atstatus by the end of the first quarter of
2008. The same borrowers have a second loan thatised by a similarly-situated apartment buildimgt remained on accrual status as of
December 31, 2007. At December 31, 2007, the grossaccrued interest totaled $470,000.
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Real estate acquired as a result of foreclosubg aieed in lieu of foreclosure is classified ad estate owned (“REO”) until such time as it is
sold. When real estate is acquired through forecesor by deed in lieu of foreclosure, it is redent at its fair value, less estimated costs of
disposal. If the fair value of the property is I&san the loan balance, the difference is chargaihat the allowance for loan losses. At
December 31, 2007, we had REO consisting of a tmnfur- family residential property with a fairlue of $252,000 and two nonresidential
real estate properties with a fair value of $568;@2 December 31, 2006 we had no REO. The follguale below sets forth the amounts and
categories of our nonperforming loans and nonperifoy assets at the dates indicated.

At December 31,
2007 2006 2005 2004 2003
(Dollars in thousands)

Nonaccrual loans

One- to four-family residentia $ 2,19¢ $2,21: $1,48¢ $1,72¢ $2,79¢
Multi-family mortgage 4,18¢ 1,16 A77 1,22¢ —
Nonresidential real esta 2,82 4,37¢ 2,46¢ 2,09t 3,61¢
Construction and lan 98¢ — — — 34t
Commercial loan 1,751 1,41¢ 1,15¢ 1,25¢ 36¢€
Commercial lease 112 47 13¢ 221 —
Consume 2 5 — — —
Total nonperforming loar 12,05¢ 9,22¢ 5,72: 6,52/ 7,12(
Real estate owne:
One- to four-family residentia 252 — 158 — 74¢
Nonresidential real esta 56¢ — — — —
Land — — — — 88t
Total real estate owne 82( — 152 — 1,63¢
Total nonperforming asse $12,87¢ $9,22¢ $5,87¢ $6,52/ $8,75¢
Ratios:
Nonperforming loans to total loa 0.95% 0.6% 0.46% 0.5% 0.66%
Nonperforming assets to total ass 0.87 0.57 0.3¢ 0.44 0.6C

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 assetsagset is considered substandard if it is inadefyuprotected by the current net worth and
paying capacity of the obligor or the collateradded, if any. Substandard assets include thosaathdzed by the distinct possibility that we
will sustain some loss if the deficiencies are cwtected. Assets classified as doubtful havefahh® weaknesses inherent in assets classified
substandard with the added characteristic thalvibeknesses present also make collection or ligoidat full, on the basis of currently existi
facts, conditions and values, highly questionabkianprobable. Assets classified as loss are tbossidered uncollectible and of such little
value that their continuance as assets is not wiata

On the basis of our review of our assets at Dece®be2007, classified assets consisted of subatdraksets of $27.4 million and doubtful
assets of $562,000, and we had no loans classifi¢olss assets. The classified assets total ircb@l® million of nonperforming loans.
Included in substandard assets are $16.7 millidoafs to healthcare providers. As of Decembe280y, we had not taken any chawgfés on
loans to healthcare providers, but we establishgakaific loan loss reserve allowance in the amo@i259,000 for loans to one healthcare
provider with an aggregate principal balance oB%6illion. As of December 31, 2007, we had $9.8iomil of assets designated as special
mention, which includes $9.2 million of loans taaltecare providers.
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Allowance for Loan Losses

We establish provisions for loan losses, whichciig@rged to operations in order to maintain thenadloce for loan losses at a level we consider
necessary to absorb probable incurred credit ldashe loan portfolio. In determining the leveltbk allowance for loan losses, we consider
past and current loss experience, evaluationsabestate collateral, current economic conditimeime and type of lending, adverse situat
that may affect a borrower’s ability to repay an@ad the levels of nonperforming and other cles$ifbans. The amount of the allowance is
based on estimates and the ultimate losses mayfreamnysuch estimates as more information becomasadole or later events change. We
assess the allowance for loan losses on a quabtesig and make provisions for loan losses in daleraintain the allowance.

We provide for loan losses based on the allowanethod. Accordingly, all loan losses are chargetthéorelated allowance and all recoveries
are credited to it. Additions to the allowance Ifzan losses are provided by charges to income basedrious factors which, in our judgment,
deserve current recognition in estimating probaiderred losses. We regularly review the loan pdiifand make provisions for loan losses in
order to maintain the allowance for loan losseadoordance with accounting principles generallyepted in the United States of America.
allowance for loan losses consists of two companent

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

» general allowances for loan losses for each lopa based on historical loan loss experience; ajutdents to historical los
experience (general allowances), maintained torconeertainties that affect our estimate of probabturred losses for each loan

type.

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

We evaluate the allowance for loan losses based tippcombined total of the specific and generatponents. Generally, when the loan
portfolio increases, absent other factors, thenalttce for loan loss methodology results in a higlatlar amount of estimated probable
incurred losses than would be the case withouiritrease. Conversely, when the loan portfolio deses, absent other factors, the allowance
for loan loss methodology generally results invadodollar amount of estimated probable losses Wauld be the case without the decrease.

We regularly review our loan portfolio to determinbether any loans require classification in acaom with applicable regulations. When
classify loans as either substandard or doubtfalraview the collateral and future cash flow progets to determine if a specific reserve is
necessary. The allowance for loan losses repreaemisnts that have been established to recogrémered losses in the loan portfolio that are
both probable and reasonably estimable at thealdtes financial statements. When we classify pgobloans as loss, we charge-off such
amount. While we use the best information availablmake evaluations, future adjustments to ttenahce may be necessary if conditions
differ substantially from the information used imking the evaluations. Our determination as taileclassification of our loans and the
amount of our loss allowances are subject to relgwur regulatory agencies, which can require Weatstablish additional loss allowances.
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The following table sets forth activity in our alance for loan losses for the years indicated.

At or For the Years Ended December 31,

2007 2006 2005 2004 2003
(Dollars in thousands)
Balance at beginning of ye $10,62: $11,51¢ $11,01¢ $12,03¢ $12,46:
Chargeoffs:
One- to four-family residentia (20 — — — (29
Multi-family mortgage — — — — —
Nonresidential real esta — — — (1,127 —
Construction and lan — — — — —
Commercial loan (237) (94¢€) (49) (218) (36¢)
Commercial lease — — — — —
Consume (58) (26) (66) (48) (36)
Total charg-offs (305) (972 (115) (1,399 (433)
Recoveries
One- to four-family residentia — — — 68 26
Multi-family mortgage — — — — —
Nonresidential real esta — — — — 275(1)
Construction and lan — — — — —
Commercial loan 14 — 88 311 27¢
Commercial lease — — — — —
Consume 23 4 4 21 6
Total recoverie! 37 4 92 40C 58¢
Net (charg-offs) recoverie: (26¢) (96¢) (23) (993 152
Allowance of acquired bar — 212 — — —
Provision (credit) for loan loss: 697 (13€) 51¢ (22) (579)
Balance at end of ye: $11,05! $10,62: $11,51¢ $11,01¢ $12,03¢
Ratios:
Net charg-offs (recoveries) to average loans outstan 0.02% 0.07% 0.00% 0.0% (0.01)%
Allowance for loan losses to nonperforming loi 91.6¢ 115.1¢ 201.1¢ 168.9( 169.0:
Allowance for loan losses to total loa 0.87 0.7¢ 0.9z 1.0C 1.17

(1) Recoveries relate to loans previously charged pffbccess Bancshart

Net Charge-offs and Recoveries

Net charg-offs decreased by $700,000 to $268,000 for the geded December 31, 2007, from $968,000 for tlae gaded December 31,
2006. Total charge-offs decreased by $667,000 &5 $80 for the year ended December 31, 2007, fren2 $00 for the year ended
December 31, 2006. Total recoveries in 2007 ineeéy $33,000 to $37,000, compared to $4,000 5200

Net charg-offs increased by $945,000 to $968,000 for the yeded December 31, 2006, from $23,000 for the geded December 31, 20(
Total charge-offs increased by $857,000 to $972f60the year ended December 31, 2006, from $106{@0the year ended December 31,
2005. Total recoveries in 2006 decreased by $88@fi@pared to 2005.

We recorded a provision for loan losses of $697j6@D07, compared to a credit for loan lossesl@6H000 in 2006 and a provision for loan
losses of $518,000 in 2005.
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Allocation of Allowance for Loan Losses

The following table sets forth our allowance foamoosses allocated by loan category. The allowésrdean losses allocated to each category
is not necessarily indicative of future lossesny particular category and does not restrict treeafghe allowance to absorb losses in other
categories.

At December 31,

2007 2006 2005
Percent of Percent of Percent of
Loans in Eact Loans in Eacl Loans in Eacl
Allowance for Loan Balance: Category to Allowance for Loan Balance: Category to Allowance for Loan Balance: Category to
Loan Losses by Category  Total Loans Loan Losses by Category  Total Loans Loan Losses by Category  Total Loans

(Dollars in thousands)
One- to foul-family

residential $ 1,82: $ 345,24! 27.3% $ 1,85t $ 397,54 29.71% $ 1,416 $ 404,19¢ 32.6%
Multi-family
mortgage 2,20¢ 291,39! 23.0% 1,90¢ 297,13: 22.2( 2,10z 280,23¢ 22.62
Nonresidential ree
estate 3,05t 325,88! 25.8( 2,84¢ 320,72¢ 23.9i 3,42: 275,41¢ 22.2:
Construction ani
land 937 64,48: 5.1C 1,12( 85,22: 6.37 1,21( 80,70¢ 6.52
Commercial loan 1,72¢ 83,23 6.5¢ 1,667 89,34¢ 6.6¢ 2,362 68,98¢ 5.5¢
Commercial lease 1,17¢ 144,84 11.45 1,112 139,16 10.4C 71€ 121,89¢ 9.84
Consume 45 3,50¢ 0.2¢ 40 4,04t 0.3C 17 2,02z 0.1€
Other (1) 85 4,54¢ 0.3€ 74 4,95¢ 0.37 104 5,21¢ 0.4z
Unallocatec — — — — — — 16C — —
Total $ 11,057 $1,263,13 100.0% $ 10,62 $1,338,14. 100.00% $ 11,51« $1,238,68: 100.0(%
At December 31,
2004 2003
Percent of Percent of
Loans in Eact Loans in Eact
Allowance for Loan Balance: Category to Allowance for Loan Balance: Category to
Loan Losses by Category  Total Loans Loan Losses by Category  Total Loans

(Dollars in thousands)
One- to four-family

residential $ 1,28¢ $ 362,70: 329% $ 1,32 $ 350,27! 32.5/%
Multi-family

mortgage 1,95(C 241,71: 21.97 1,797 240,73 22.3¢
Nonresidential ree

estate 3,30« 277,38( 25.2: 4,31: 270,12¢ 25.0¢
Construction and

land 89¢ 59,36¢ 5.4C 97¢ 64,40: 5.9¢
Commercial loan 2,73¢€ 63,727 5.7¢ 2,90¢ 67,95( 6.31
Commercial lease 542 86,36: 7.8t 36& 72,96: 6.7€
Consume 18 2,75¢ 0.2t 26 3,50z 0.32
Other (1) 121 6,04 0.5t 16¢€ 6,621 0.62
Unallocatec 15¢ — — 161 — —

Total $ 11,01¢ $1,100,05. 100.0% $ 12,03: $1,076,57 100.0(%

(1) Includes municipal loan:
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Investment Securities

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

At December 31, 2007, our debt securities consistedortgage-backed pass-through securities issusdonsored by Fannie Mae, Freddie
Mac or Ginnie Mae, collateralized mortgage obligasi (“CMOs”) and real estate mortgage investmentlois (“REMICs”) guaranteed by
Fannie Mae, Freddie Mac or Ginnie Mae, SBA guakmhtean participation certificates, and municipadwities. Our equity securities
consisted almost entirely of shares of two floatiatg preferred stocks issued by Freddie Mac, @munent-sponsored enterprise and one
Freddie Mac fixed-rate preferred stock. All sedasitwere classified as available for sale purstaB8FAS No. 115 as of December 31, 2007,
2006 and 2005.

We hold the FHLBC common stock to qualify for memdbgp in the Federal Home Loan Bank System anctteligible to borrow funds under
the FHLBC’s advance program. The aggregate cosfaindalue of our FHLBC common stock as of Deceriis 2007 was $15.6 million
based on its par value. There is no market folbiltBC common stock. Due to our receipt of stockidiwds and a reduction of our
outstanding FHLBC advances, we owned shares of FHt@mmon stock at December 31, 2007 with a parevddat was $8.4 million more
than we were required to own, to maintain our mawstip, in the Federal Home Loan Bank System arizbteligible to obtain advances
(“excess” or “voluntary” capital stock). During 200the FHLBC undertook limited redemptions of excesvoluntary capital stock. We
redeemed $9.6 million of excess or voluntary FHL&ital stock in 2006.

On October 10, 2007, the FHLBC entered into a cosis&l cease and desist order with the Federal Hg#shance Board. Under the terms of
the order, capital stock repurchases and redengptiocluding redemptions upon membership withdrasvadther termination, are prohibited
unless the FHLBC receives the prior approval ofDirector of the Office of Supervision of the Fealddousing Finance Board (the
“Director”). The order also provides that dividethelclarations are subject to the prior written apptof the Director and that the FHLBC must
submit a Capital Structure Plan to the Federal ihguSinance Board. Since that time, the FHLBC hawanced that it would not pay a
dividend in the fourth quarter of 2007, and thas kngaged in merger discussions with the Fedtsale Loan Bank of Dallas but has not yet
entered into a merger agreement.

37



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

At December 31,
2007 2006 2005
Amortized

Amortized Amortized
Cost Fair Value Cost Fair Value Cost Fair Value
(Dollars in thousands)

Investment Securities:

Municipal securitie: $ 221C $ 2272 $ 266( $ 2,711 $ 3,088 $ 3,14f
SBA guaranteed loan participation certifica 59t 592 62€ 623 1,85¢ 1,85:
Equity securities
Freddie Mac 38,278  31,22¢ 38,27 43,11 65,60( 67,37t
Fannie Mae — — — — 18,36( 19,79¢
Other debt securitie — — 45,74¢ 45,72 — —
Total investment securities availa-for-sale 41,08( 34,08¢ 87,30¢ 92,16¢ 88,90« 92,16¢

Mortgage-Backed Securities:
Pas-through securities

Fannie Mage 34,53t  34,52: 14,50¢ 14,63( 146,430 143,09
Freddie Mac 3,63: 3,641 3,961 3,971 10,18: 10,00¢
Ginnie Mac 1,13¢ 1,11¢ 1,23¢ 1,20z 1,34¢ 1,321
CMOs and REMIC: 3,64¢ 3,68: 5,841 5,88 1,61f 1,64
Total mortgag-backed securities availal-for-sale 42,95¢  42,96( 25,557 25,68¢ 159,57¢ 156,07(
Total securities availak-for-sale $84,03¢ $77,04¢ $112,86. $117,850 $248,48! $248,23!

We determine the fair value of our investment siéiesrin accordance with the guidance set fortSBHAS No. 115 “Accounting for Certain
Investments in Debt and Equity Securities,” and SH¥o. 107, “Disclosures about Fair Value of Finahtistruments.” Pursuant to this
guidance, we determine fair value based on the nreasnt quoted market price, if available, for $leeurity as of the applicable balance sheet
date. If a quoted market price for a specific siggis not currently available, we estimate the failue based on the quoted market price of
another security with similar characteristics, athd 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 valuatiommtégues 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 tefido our other comprehensive income and the oelt balue of our investment securities.
Similarly, if we determine that a security is otltlean-temporarily impaired under Securities andiaxge Commission Codification of Staff
Accounting Bulletins, Topic 5: “Miscellaneous Acating — Item M, Other Than Temporary ImpairmenCeafrtain Investments in Debt and
Equity Securities”, we use the fair value of thews@y to determine the amount of the impairmessland the adjusted cost basis for the
security.

The only securities in our investment portfoliotthad significant declines in fair value at Decemb® 2007 were our Freddie Mac preferred
stocks. The adjusted cost basis for these secuviths $38.3 million at December 31, 2007, and flagivalue at that date was $31.2 million,
based on quoted market prices for these securitiesquoted market prices for these securities baea volatile in recent months on gener
low trading volumes. We evaluated these secuffitieBnpairment at December 31, 2007 and conclutiatithe declines were primarily
attributable to changes in market volatility andrked interest rates rather than credit quality thieo issuer-specific factors. Since the Company
has the ability and intent at December 31, 2007ptd these investments until a recovery occursthadarrying cost of these securities is
projected to recover as market interest rates ahangd or the securities approach maturity, the Gomlid not consider the declines in fair
value to be other-than-temporary impairments. A beinof factors or combinations of factors couldszaus to conclude, in one or more future
reporting periods, that an existing unrealized omsstitutes an impairment that is other than tenamyowith respect to these securities. Bésk
Factors, We Could Record Future Losses on Our hglsliof Freddie Mac Preferred StoNo significant unrealized losses existed at
December 31, 2006 with respect to our marketable
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equity securities, including our Freddie Mac flogtrate preferred stocks.
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Portfolio Maturities and Yields. The composition and maturities of the investmentgées portfolio and the mortgage-backed se@siti
portfolio at December 31, 2007 are summarized énfefiowing table. Maturities are based on thelfcentractual payment dates, and do not
reflect the impact of prepayments or early redeamgtithat may occur. Municipal securities yieldséhawet 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 Amortized
Average Average Average Average Average
Cost Yield Cost Yield Cost Yield Cost Yield Cost Yield Fair Value

(Dollars in thousands)

Mortgage-Backed

Securities:
Pass-through
securities
Fannie Mae $ — — % $ — — % $ 1,637 5.21% $32,89¢ 4.91% $34,53¢ 4.95% $34,52:
Freddie Mac 15 6.5C 7 6.2 78¢€ 6.3¢ 2,82: 5.7¢ 3,63: 5.9¢ 3,641
Ginnie Mae — — — — — — 1,13¢ 5.0¢€ 1,13¢ 5.0¢€ 1,114
CMOs anc
REMICs — — 951 4.6 56 5.4F 2,642 5.3¢ 3,64¢ 5.14 3,68:
Total 15 6.5C 95¢ 4.64 2,481 5.5¢ 39,50z 5.01 42,95¢ 5.0 42,96(
Investment Securities:
Municipal securitie 47% 4.2C 1,38t 4.37 35C 4.5: — — 2,21C 4.3¢€ 2,27:
SBA guaranteed
loan
participation
certificates — — — — 12€ 5.7¢ 46¢ 5.4¢ 59t 5.52 59z
Equity securitie: — — — — — — 38,27t 4.9¢ 38,27t 4.9¢ 31,22t
Total 47E 4.2C 1,38t 4.37 47€ 4.47 38,74« 4.9¢ 41,08( 4.95 34,08¢
Total securities availak-
for-sale $ 49C 4.27% $ 2,34¢ 4.48% $ 2,957 5.4€% $78,24¢ 5.0(% $84,03¢ 4.9% $77,04¢
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Sources of Funds

Deposits At December 31, 2007, our deposits totaled $1.0Mdrb Interest-bearing deposits totaled $962.1lion and noninterest-bearing
demand deposits totaled $111.6 million. NOW, saviagd money market deposits totaled $654.5 milliobhecember 31, 2007. Demand
deposits at December 31, 2007 included $5.0 milliinternal checking accounts, such as bank cashiecks and money orders and $3.5
million in title insurance escrow funds. At DecemBé&, 2007, we had a total of $307.6 million intdeates of deposit, of which $269.5
million had maturities of one year or less. Althbuge have a significant portion of our depositshierter-term certificates of deposit, we
monitor activity on these accounts and, based stoffical experience and our current pricing stratege believe we will retain a significant
portion of these accounts upon maturity.

Our deposits are obtained predominantly from tleasiin which our branch offices are located. Wy @el our favorable locations, customer
service, competitive pricing, our Internet Branciu aelated deposit services such as cash managémetttact and retain these deposits. W
we accept certificates of deposit in excess of IWDfor which we may provide preferential rates, generally do not solicit such deposits
because they are more difficult to retain than amgosits. At December 31, 2007, we had a totéPdd million of brokered certificates of

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

Years Ended December 31,

2007 2006 2005
Weighted Weighted Weighted
Average Average Average Average Average Average
Balance Percent Rate Balance Percent Rate Balance Percent Rate

(Dollars in thousands)
Demand deposit:

Retail $ 29,93t 2.74% — % $ 33,02( 3.0% — % $ 2351 2.1% — %
Commercial 86,62(  7.91 — 90,59:  8.24 — 85,43t 7.6 —
Total demand deposi 116,55t 10.6¢ — 123,61 11.2¢ — 108,94 9.7Z —
NOW deposits 282,67( 25.8: 2.4: 241,37¢ 21.9¢ 1.71 268,40 23.9¢ 0.8t
Savings deposil 106,87(  9.7¢ 0.7¢ 123,410 11.2: 0.8: 128,86 11.4¢ 0.7¢
Money market deposi 260,25¢ 23.77 4.2t 252,10¢ 22.9¢ 4.0C 223,33:  19.97 2.8¢4
Certificates of depos 328,37. 30.0¢ 4.4¢ 359,11¢ 32.6¢ 4.1C 391,88 34.9¢ 2.7¢
Total deposit: $1,094,72: 100.0% $1,099,63: 100.0(% $1,121,43! 100.0(%

The following table sets forth certificates of dejhdoy time remaining until maturity at December 3007.

Maturity
3 Monthsor Over3to€ Over6to 1z Over 12
Less Months Months Months Total
(Dollars in thousands)
Certificates of deposit less than $100,( $ 74,95( $60,01: $ 70,67( $32,38] $238,01:
Certificates of deposit of $100,000 or m 26,08¢ 22,50: 15,22¢ 5,78¢ 69,60
Total of certificates of depos $101,03¢ $82,51t $ 85,89¢ $38,16f $307,61°
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Borrowings. Our borrowings consist primarily of Federal Holrean Bank advances and repurchase agreementsollwifig table sets fort
information concerning balances and interest ratesur borrowings at the dates and for the periodisated.

At or For the Years Ended December 31,

2007 2006 2005
(Dollars in thousands)
Balance at end of ye: $ 96,43 $138,14¢ $191,38¢
Average balance during ye 104,78: 183,28t 229,35!
Maximum outstanding at any month € 139,36¢ 241,04¢ 274,31:
Weighted average interest rate at end of 4.71% 4.3(% 3.7%
Average interest rate during ye 4.64% 4.11% 3.5&%

At December 31, 2007, we had the ability to boreowadditional $206.9 million under our credit fék with the FHLBC. Furthermore, we
had unpledged securities that could be used toostipprrowings in excess of $25.0 million.

At December 31, 2007, we had available pre-appravednight federal funds borrowing capacity of $6aiillion. At December 31, 2007,
there were no outstanding federal funds borrowidg®ecember 31, 2007, we also had a line of cradiilable with the Federal Reserve Bi
of Chicago for $3.1 million. At December 31, 208¥ere was no outstanding balance on the line afittre

Comparison of Operating Results For the Years Ende®ecember 31, 2007, 2006 and 2005
Net Income

Comparison of Year 2007 to 2006Ve recorded net income of $7.2 million for the yeaded December 31, 2007, compared to net income of
$10.0 million for the year ended December 31, 200 principal factors affecting the change ininebme from year to year included a $2.9
million, or 5.2%, decrease in our net interest mepan $833,000 increase in our provision for llmsses, a $861,000, or 8.2%, decrease in
noninterest income, and a $112,000, or 0.2%, iser@anoninterest expense; These reductions tariaaeere offset by a $1.9 million, or
38.6%, decrease in income tax expense. Our opgnasults for 2007 were unfavorably impacted byeatpx charge of $1.2 million, which
reflected our proportionate share of Visa’'s estedditigation obligations. The charge was recordedause the Bank, like other Visa USA
members, is obligated to share expenses resutting d¢ertain Visa litigation, proportionately witts iownership interests in Visa USA. If Visa
USA'’s initial public offering is completed as plath our proportionate share of the proceeds oifitial offering is expected to offset or
exceed the amount of this charge. Our operatingtsefor 2007 also included $5.1 million in expesiger equity-based compensation and
benefits, compared to $5.4 million for 2006. Oumé@ags per share of common stock for year endec®éer 31, 2007 was $0.35 per share.
Earnings per share for the year ended Decemb&0®85, was $0.45.

Comparison of Year 2006 to 2003Ve recorded net income of $10.0 million for theryeaded December 31, 2006, compared to net incdi
$11.1 million for the year ended December 31, 20Ut principal factors affecting the change ininebme from year to year included a $5.2
million, or 10.1%, increase in our net interestome; a $1.8 million, or 21.3%, increase in nonies¢income; and a $654,000 decrease in our
provision for loan losses. These increases wesebly an $8.2 million, or 18.5%, increase in ntenest expense; and a $548,000, or 12.8%,
increase in income tax expense. Our net incomthéfull year 2006 and for the last six months @2 was favorably affected by the
completion of our mutual-to-stock conversion onel@8, 2005, and reflected increased interest incmdereduced interest expense on
borrowings resulting from our deployment of the peiceeds from the subscription offering undertakeronnection with the mutual-to-stock
conversion, which totaled $220.7 million (excluditng $19.6 million in stock purchased by our ES@®)ncrease average interest-earning
assets and reduce average borrowings and wholdsadesits. Our operating results for 2006 includgd $nillion in expenses for equity-based
compensation and benefits, compared to $717,0000005, relating to equity-based awards that weréentiuring the third and fourth quarters
of 2006 pursuant to the Equity Incentive Plan that
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our stockholders approved in June of 2006, andiiaddi expenses arising from our first full yeamadiking contributions to the ESOP that we
established in connection with our mutual-to-stockversion in June of 2005. Our 2005 net incomealss negatively affected by a $388,000
yield adjustment amortization expense,-tax, relating to our restructuring of $170.0 naitliof Federal Home Loan Bank borrowings in July
2003. There was no remaining yield adjustment agaiibn expense recorded during 2006. Our earrpegshare of common stock for year
ended December 31, 2006 was $0.45 per share. Barpér share for the year ended December 31, 286%@:29 and only includes the net
income for the period for which common shares veeristanding which was from the completion of ourtualrtostock conversion on June :
2005 through December 31, 2005.

Net Interest Income

Comparison of Year 2007 to 200@Net interest income decreased by $2.9 million,.8%4 to $53.6 million for the year ended Decemlier 3
2007, from $56.6 million for the year ended Decen8ie 2006. Our net interest rate spread increbgdive basis points to 2.94% for the year
ended December 31, 2007, from 2.89% for the yede@mecember 31, 2006. Our net interest margireasad by 10 basis points to 3.78% for
the year ended December 31, 2007, from 3.68% &oyéar ended December 31, 2006. Our average itreagsng assets decreased $119.9
million to $1.418 billion in 2007, from $1.538 bdh in 2006, and our average interest-bearinglltéds decreased $76.4 million to $1.083
billion in 2007, from $1.159 billion in 2006.

Interest income decreased by $2.1 million, or 2.89492.0 million for the year ended December D72 from $94.1 million for the year
ended December 31, 2006. The decrease in int@exshie resulted primarily from a $119.9 million d=ase in total average interest-earning
assets to $1.418 billion for the year ended Decer@bg2007, from $1.538 billion for the year endetember 31, 2006. This decrease in total
average interest-earning assets was partiallytdffs@ 36 basis point increase in the average yielohterest earning assets to 6.48% for the
year ended December 31, 2007, from 6.12% for tae geded December 31, 20!

Interest income on loans increased by $2.1 millwr?.5%, to $85.6 million for the year ended Deben1, 2007, from $83.5 million for the
year ended December 31, 2006. The increase iresttgrcome on loans resulted primarily from a 13idpoint increase in the average yielc
loans to 6.60% for the year ended December 31,,Z087 6.43% for the year ended December 31, 2806 ,to higher market interest rates.
The increase in the average yield on loans wagafgroffset by a $2.3 million, or 0.2%, decreandhe average balance of loans outstandir
$1.297 billion for the year ended December 31, 26@m $1.300 billion for the year ended DecemhkrZ06.

Interest income on securities available-for-salerei@sed $4.1 million, or 44.9%, to $5.1 million fbe year ended December 31, 2007, from
$9.2 million for the year ended December 31, 200& decrease resulted primarily from a planned $lddillion decrease, or 57.4%, in the
average balance of securities available-for-sa8&9 million for the year ended December 31, 26@m $203.9 million for the year ended
December 31, 2006, based on our determinatioreitetiter half of 2006 that the flat or invertedlglieurve environment did not present
profitable opportunities for carrying such addidmvestments.

Dividend income on our FHLBC common stock decred&8b,000, or 50.4%, to $359,000 for the year erdlecember 31, 2007, from
$724,000 for the year ended December 31, 2006avVleage balance of these securities decreased byriion to $15.6 million for the year
ended December 31, 2007, due to the redemptioB.8frillion of these securities in 2006. The FHLBI@ not pay any dividends in the foul
quarter of 2007. As a result, the average annwéetid yield on our FHLBC common stock decrease?l 30% for the year ended
December 31, 2007, from 3.32% for the year endezeBéer 31, 2006.

Interest income on interest-bearing deposits iemofimancial institutions increased $261,000, 0638, to $937,000 for the year ended
December 31, 2007, from $676,000 for the year efumEmber 31, 2006. The average balance of thesest-bearing deposits increased by
$5.5 million to $18.2 million for the year endedd2enber 31, 2007. The average yield on our intdyeating deposits decreased to 5.14% for
the year ended December 31, 2007, from 5.32% toydar ended December 31, 2006.
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Interest expense increased by $815,000, or 2.2%38® million for the year ended December 31, 26@m $37.5 million for the year ended
December 31, 2006. The increase was due to inatéaszest expense on deposits, which was partidibet by decreased interest expense on
borrowings.

Interest expense on deposits increased by $3.Bmithr 11.6%, to $33.4 million for the year end@ecember 31, 2007, from $30.0 million for
the year ended December 31, 2006. The increasgerest expense on deposits was primarily due3t lzasis point increase in the average
rates paid on deposits, and a $2.1 million, or .28t increase in the average balance of depdsiesaverage balances of money market
deposits increased $8.1 million, or 3.2%, and NOAp/asits increased $41.3 million, or 17.1%, forytkar ended December 31, 2007,
respectively. The average balances of savings atsaecreased $16.5 million, or 13.4%, and theageebalances of certificates of deposit
decreased $30.7 million, or 8.6%, respectively tlieryear ended December 31, 2007. The averagedeatd wholesale certificates of deposit
decreased $18.8 million, or 67.1%, due to our deci® reduce these types of deposits. The averagteof deposits was 3.42% for the year
ended December 31, 2007, compared to 3.07% foraheended December 31, 2006. The average rat@vorgs accounts decreased five b
points to 0.78% from 0.83%, but all other categonéinterest-bearing deposit accounts showed &se®in average rates paid for 2007
compared to 2006. On a year over year basis, theage cost of money market accounts increased <5 jpaints to 4.25%, from 4.00%, the
average cost of NOW accounts increased 71 basisspoi 2.42%, from 1.71%, and the average costufficates of deposit increased 38 basis
points to 4.48%, from 4.10%.

Interest expense on borrowings decreased by $2lidmr 35.5%, to $4.9 million for the year endedcember 31, 2007, from $7.5 million
for the year ended December 31, 2006. This decrgasealue in principal part to a $78.5 million, @.8%, decrease in the average balance of
borrowings resulting from our decision to repay $6@illion in maturing FHLB of Chicago advances.iFtecrease in the average balance of
borrowings was partially offset by a 53 basis paictease in the average cost of such borrowings84% for the year ended December 31,
2007, from 4.11% for the year ended December 30620

Comparison of Year 2006 to 200et interest income increased by $5.2 million, @r1%, to $56.6 million for the year ended Decengier
2006, from $51.4 million for the year ended Decengie 2005. Our net interest rate spread decreaséd basis points to 2.89% for the year
ended December 31, 2006, from 3.04% for 2005. Hueadse resulted primarily from the flattening anerting of the yield curve that has
occurred, and increasing competition in the Chidagioking market for loans and deposits. Notwithditagn these market conditions and the
resulting decrease in our net interest rate sp@adhet interest margin increased by 24 basistp®in3.68% for 2006, from 3.44% for 2005,
due to our deployment of the $220.7 million in pedceeds of our subscription offering to retirertetebt and reduce borrowings and whole
deposits, and our replacement of a significantiperdf the short-term securities and interest-lmgadeposits in which the offering proceeds
were initially invested with higher yielding loanss expected, our acquisition of University NatibBank on April 5, 2006, helped to mitigate
the adverse impact that these market conditionshaalir net interest margin. In addition, our ageriterest earning assets increased $42.2
million to $1.538 billion in 2006, from $1.496 hdh in 2005, and our average interest-bearinglligds decreased $82.5 million to $1.159
billion in 2006, from $1.242 billion in 2005, priipally as a result of our deployment of the netgeeds of our subscription offering. Our net
interest income for the year ended December 315,266luded approximately $450,000 in net intessead that we earned on the investment
of approximately $167.1 million in subscription erdeceipts that we subsequently refunded to depesihose subscription orders could not
be filled.

Interest income increased by $13.9 million, or %,.80 $94.1 million for the year ended December28D6, from $80.2 million for the year
ended December 31, 2005. The increase in intaresirie resulted primarily from a 76 basis pointéase in the average yield on interest
earning assets to 6.12% for the year ended DeceBih@006, from 5.36% for the year ended DecemlbeRB05, and from a $42.2 million
increase in total average interest-earning ass&t$.638 billion for the year ended December 30628rom $1.496 billion for the year ended
December 31, 2005.

Interest income on loans increased by $16.9 milloyr25.3%, to $83.5 million for the year ended &wber 31, 2006, from $66.6 million for
the year ended December 31, 2005. The increasgerest income on loans resulted primarily fromidB&sis point increase in the average
yield on loans to 6.43% for the year ended DecerBheR006, from 5.89% for the year ended DecembeP305, due to higher market inter
rates, and from a $168.2
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million, or 14.9%, increase in the average balasfdeans outstanding to $1.300 billion for the yeaded December 31, 2006, from $1.131
billion for the year ended December 31, 2005.

Interest income on securities available-for-salerel@sed $2.4 million, or 21.1%, to $9.2 million tbe 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 31,6206®m $315.4 million for the year ended
December 31, 2005. This decrease in average balaimaze 2005 reflected the impact of holding anésting approximately $436.8 million of
subscription order receipts in short-term governnagency securities until the subscription offenvgs completed on June 23, 2005.
Thereafter, funds representing accepted subsaniptiders were paid to the Company, and funds deisubscribers for unfilled subscription
orders were refunded. By the end of the third gquasrt 2005, substantially all of the subscriptioder refunds had been paid. We also decided
to reduce our portfolio of investment securitieaitable-for-sale during 2006 as the flat or inverygeld curve did not present profitable
opportunities for carrying such additional investitse Partially offsetting the decrease in averaglarites was an 81 basis point increase in the
yield on securities availal-for-sale to 4.50% for the year ended DecembePB06, from 3.69% for the year ended December 305 2flue to
increases in the coupon rates for certain secsiritie

Dividend income on our FHLBC stock decreased $433,0r 40.1%, to $724,000 for the year ended Deeer@b, 2006, from $1.2 million for
the year ended December 31, 2005. The averageckatdithese securities decreased by $3.1 millig2t8 million for the year ended
December 31, 2006, due to the redemption of $9lBmof these securities in 2006. The FHLBC aleduced its dividend rate from 5.5% as
of the first quarter of 2005 to 3.10% as of therfowuarter of 2006. As a result, the average énitlyield on our FHLBC stock decreased to
3.32% for the year ended December 31, 2006, fr@&8%.for the year ended December 31, 2005.

Interest income on interest-bearing deposit aceotinat we owned decreased $70,000, or 9.4%, to,$80F6or the year ended December 31,
2006, from $746,000 for the year ended Decembe2@15. The average balance of these interest-lupdeposits decreased by $11.5 million
to $12.7 million for the year ended December 3D&@he average yield on our interésiaring deposits increased to 5.32% for the yeded
December 31, 2006, from 3.08% for the year endezkBder 31, 2005.

Interest expense increased by $8.7 million, or @0).® $37.5 million for the year ended December28D6, from $28.8 million for the year
ended December 31, 2005. The increase was printAréyto increased interest expense on depositshwias partially offset by decreased
interest expense on borrowings.

Interest expense on deposits increased by $9.lbbmithr 45.4%, to $30.0 million for the year endaescember 31, 2006, from $20.6 million for
the year ended December 31, 2005. The increasgeirest expense on deposits was primarily duelt®abasis point increase in the average
rates paid on deposits, which was partially offset $36.5 million, or 3.6%, decrease in the avelz@ance of deposits. The average balances
of money market deposits increased $28.8 millior,209% for the year ended December 31, 2006. Vamge balances of savings accounts,
NOW deposits and certificates of deposit decre&&esl million, or 4.2%, $27.0 million, or 10.1%, af@2.8 million, or 8.4%, respectively, f
the year ended December 31, 2006. The averagefcdeposits was 3.07% for the year ended Decemhe2@®6, compared to 2.03% for the
year ended December 31, 2005. All categories efés-bearing deposit accounts showed increases in geeages paid for 2006 compared to
2005. The average cost of certificates of depasiteased 131 basis points to 4.10% for the yede@December 31, 2006, from 2.79% for
year ended December 31, 2005. The average coltather interes-bearing deposit accounts also increased for taegeded December 31,
2006, with the most significant increase occursiith respect to money market accounts. The averageof money market accounts incree
116 basis points to 4.00% for the year ended Deeeib, 2006, from 2.84% for the year ended Decer@beP005.

Interest expense on borrowings decreased by $60200@.2%, to $7.5 million for the year ended Dmber 31, 2006, from $8.2 million for t
year ended December 31, 2005. This decrease waa ga€ to a $46.1 million, or 20.1%, decreasthmaverage balance of borrowin
which was offset by a 53 basis point increase énatherage cost of such borrowings to 4.11% foy#se ended December 31, 2006, from
3.58% for the year ended December 31, 2005. Thedse in average borrowings is due in part to saraf a portion of the net proceeds of
sale of investment securities to repay wholesateolongs. Interest expense for the year ended Dbeedil, 2005 also included $388,000 in
yield adjustment amortization expense relatinditogrepayment penalty that we incurres
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restructuring our Federal Home Loan Bank borrowiimgduly of 2003, while there was no yield adjustinexpense recorded in 2006 in
connection with the restructuring as final amotimawas completed in 2005.
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The following table sets forth average balance tshewerage yields and costs, and certain otherrirdtion for the periods indicated. No tax-
equivalent yield adjustments were made, as theteffethese adjustments would not be material. Agerbalances are daily average balances.
Nonaccrual loans were included in the computaticeverage balances, but have been reflected itatiie as loans carrying a zero yield. -
yields set forth below include the effect of deéelfees and expenses, discounts and premiums,gagrelccounting adjustments and Fec
Home Loan Bank advance prepayment penalties teatraortized or accreted to interest income or esg@en

Years Ended December 31,

2007 2006 2005
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 $1,297,29'  $85,60: 6.6(% $1,299,59° $83,50: 6.42% $1,131,37. $66,61¢ 5.8%
Securities availab-for-sale 86,94¢ 5,05¢ 5.82 203,90( 9,18¢ 4.5C 315,37¢ 11,64( 3.6¢
Stock in FHLB 15,59¢ 35¢ 2.3C 21,811 724 3.3 24,87( 1,20¢ 4.8¢
Other 18,24¢ 937 5.14 12,718 67€ 5.32 24,21¢ 74€ 3.0¢

Total interes-earning asset  1,418,08! 91,95: 6.4¢ 1,538,02: 94,08¢ 6.1z 1,495,84. 80,21: 5.3¢€
Noninteres-earning asse! 114,66¢ 102,22( 88,831

Total asset $1,532,75! $1,640,24. $1,584,67!
Interest-bearing liabilities:
Savings deposil $ 106,87( 832 0.7¢ $ 12341 1,01¢ 0.8 $ 128,86 1,00¢ 0.7¢
Money market deposi 260,25t 11,07: 4.2t 252,10¢ 10,09¢ 4.0C 223,33: 6,35( 2.84
NOW deposit: 282,67( 6,831 242 241,37¢ 4,12¢ 1.71 268,40: 2,29( 0.8t
Certificates of depos 328,37: 14,70 4.4¢ 359,11¢ 14,71« 4.1C 391,88: 10,95¢ 2.7¢

Total deposit: 978,16° 33,44¢ 3.4z 976,01¢ 29,957 3.07 1,012,48: 20,59¢ 2.02
Borrowings 104,78. 4,85¢ 4.64 183,28t 7,532 4.11 229,35! 8,204 3.5¢

Total interest-bearing

liabilities 1,082,94 38,30« 3.5¢4 1,159,30! 37,48¢ 3.2¢ 1,241,84. 28,80: 2.32

Noninteres-bearing deposit 116,55t 123,61 108,94
Noninteres-bearing liabilities 21,83 25,11( 20,25}

Total liabilities 1,221,33! 1,308,02! 1,371,04
Equity 311,42( 332,21 213,63:

Total liabilities and equit ~ $1,532,75! $1,640,24. $1,584,67!
Net interest incom $53,64¢ $56,59" $51,41(
Net interest rate spread ( 2.9%% 2.8%% 3.0%
Net interes-earning assets (: $ 335,13¢ $ 378,71t $ 253,99¢
Net interest margin (¢ 3.7¢% 3.6&% 3.44%
Ratio of intere«-earning assets

interes-bearing liabilities 130.9%% 132.6% 120.4%%

(1) Netinterest rate spread represents the differbateeen the yield on average inte-earning assets and the cost of average in-
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 amountltdrrges in interest income and interest expengdomajor categories of our interestening
assets and interest-bearing liabilities. Informaimprovided for each category of interest-earr@ssgets and interest-bearing liabilities with
respect to changes attributable to changes in wl{ii@., changes in average balances multipliethéyrior-period average rate), and changes
attributable to rate (i.e., changes in averagematitiplied by prior-period average balances). porposes of this table, changes attributable to
both rate and volume that cannot be segregatedideareallocated proportionately to the change duwelume and the change due to rate.

Years Ended December 31,

2007 vs. 200! 2006 vs. 200!
Increase (Decrease) Du Total Increase (Decrease) Du Total
to Increase to Increase
Volume Rate (Decrease Volume Rate (Decrease

(Dollars in thousands)
Interest-earning assets

Loans $ (149 $ 2247 $ 2,09¢ $10468 $ 6,41¢ $16,88¢
Securities availab-for-sale (6,28E) 2,157 (4,12%) (4,67%) 2,217 (2,45€)
Stock in FHLB (17€) (189 (365) (135) (349 (4849
Other 28t (24) 261 (45€) 38€ (70)
Total interes-earning asse! (6,329 4,191 (2,137 5,201 8,67: 13,874
Interest-bearing liabilities:
Savings deposil (131) (55) (18¢€) (44) 58 14
Money market deposi 333 643 97€ 89¢ 2,84¢ 3,74¢
NOW deposits 792 1,917 2,70¢ (252) 2,09( 1,83¢
Certificates of depos (1,316 1,30¢ (10 (981) 4,742 3,761
Borrowings (3,549 87C (2,679 (1,789 1,117 (672)
Total interes-bearing liabilities (3,86¢€) 4,681 81F (2,16¢) 10,85t 8,68
Change in net interest incor $ (2459 $ (490 $(2,94f $ 7,36¢ $ (2,187 $ 5,18

Provision for Loan Losses

We establish provisions for loan losses, whichciuig@rged to operations in order to maintain thenadlace for loan losses at a level we consider
necessary to absorb probable incurred credit laashe loan portfolio. In determining the levelthe allowance for loan losses, we consider
past and current loss experience, evaluationsabestate collateral, current economic conditimeiime and type of lending, adverse situat
that may affect a borrower’s ability to repay an@and the levels of nonperforming and other cles$ifbans. The amount of the allowance is
based on estimates and the ultimate losses mayfneemysuch estimates as more information becomasadle or later events change. We
assess the allowance for loan losses on a quabtesig and make provisions for loan losses in dalaraintain the allowance.

Comparison of Year 2007 to 2008Ve recorded a provision for loan losses of $697fo@@he year ended December 31, 2007, comparad to
credit for loan losses of $136,000 for the yeareehDecember 31, 2006. The provision for loan lossesrded for 2007 reflected increased
specific reserves against certain loans, and @0825)et increase in the general loan loss reséina¢sve establish pursuant to SFAS No. 5
based on changes to the economic factors utilizedii model. The portion of the allowance for ldasses that we allocate to impaired loans
pursuant to SFAS No. 114 increased $404,000 to,$806t December 31, 2007, from $402,000 at Deceithe2006. We increased specific
reserves primarily due to our receipt of currergrajsals reflecting decreases in the value of ter&al estate collateral, combined with
ongoing business continuity concerns on severahterial credits. Net loan charge-offs for 2007 w&268,000, or 0.02% of average loans,
compared to $968,000, or 0.07% of average loar2)06.
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Nonperforming loans increased by $2.8 million t@ $1million at December 31, 2007, from $9.2 millanDecember 31, 2006. The incre

was due in substantial part to our placing on ncerigal status a $2.7 million loan that is secungat apartment building located in a northern
Chicago suburb. We placed the loan on aoorual status because the borrowers used thetimeesproperty cash flow to make equity inve:
distributions rather than to make scheduled loameats that were due on or before December 31,.20@7subsequently entered into a
forbearance agreement with the borrowers thatpeebed to restore the loan to accrual status bgnheof the first quarter of 2008. The same
borrowers have a second loan that is secured byitady-situated apartment building that remained on a¢ataéus as of December 31, 20
Our allowance for loan losses was $11.1 million)&7% of total loans, at December 31, 2007, coetgtr $10.6 million, or 0.79% of total
loans, at December 31, 2006. The allowance for losses represented 91.65% of nonperforming loeBeeember 31, 2007, and 115.13% of
nonperforming loans at December 31, 2006. To tis¢ dfeour knowledge, we have recorded all lossasate both probable and reasonable to
estimate for each reporting period.

Comparison of Year 2006 to 200%Ve 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 yeadled December 31, 2005. The credit for loan lossEwded for 2006 reflected lower spec
reserves against certain loans due to higher eddlaevels, and offset by net growth in total Isarfi $99.3 million during 2006. The portion of
the allowance for loan losses that we allocatenggaired loans pursuant to SFAS No. 114 decreasddndillion to $402,000 at December 31,
2006 from $1.8 million at December 31, 2005. Reci@geof $576,000 specific reserves were primarilg tb our receipt of current appraisals
reflecting increases in the value of certain nasidkential real estate securing loans to two hezdtle borrowers. The loans to these borrowers
are also partially secured by additional collateradluding home equity and other personal asseid,in the case of one of the borrowers, by
marketable securities. Fluctuations in the spec#ferves attributable to loans to these borrogleosild be expected to occur in the future due
to possible changes in the market value of thextenthl, and any declines in their market valueaoesult in future provisions for additional
specific reserves. Of the $1.4 million decreasegerves allocated pursuant to SFAS No. 114, weageleaoff $836,000, which included a
$693,000 charge-off of a fully reserved commerltiah due to the conclusion of legal proceedings.aétuired this loan in our acquisition of
Success Bancshares in 2001 and have been maigtajmécific reserves against it since we closedabatisition. Net loan charge-offs for
2006 were $968,000, or 0.07% of average loans credpga $23,000, or 0.00% of average loans, in 2B@5performing loans increased by
$3.5 million to $9.2 million at December 31, 208®m $5.7 million at December 31, 2005. The alloeafor loan losses was $10.6 million,
0.79% of total loans, at December 31, 2006, contharé11.5 million, or 0.93% of total loans, at Betber 31, 2005. The allowance for loan
losses represented 115.13% of nonperforming loebgeember 31, 2006, and 201.19% of nonperfornoagd at December 31, 2005. To the
best of our knowledge, we have recorded all lo#satsare both probable and reasonable to estiroatsath reporting period.

Noninterest Income

Years Ended December 31, Percent Change
2007 2006 2005 2007/2001 2006/200!
(Dollars in thousands)

Noninterest income:

Deposit fees and service chart $3,60¢ $ 4,19¢  $3,88¢ (14.9% 8.C%
Other fee incom 1,93¢ 1,91¢ 1,85z 1.2 3.8
Insurance commissions and annuities inct 1,007 1,321 84¢ (23.9) 55.¢
Gain on sale of loar 12¢€ 24¢€ 20€ (48.¢) 19.4
Gain on sales of securiti 39¢ 101 — 295.( N.M.
Gain on disposition of premises and equipn 9 39t 21 (97.7) N.M.
Loan servicing fee 811 93¢ 1,031 (13.5 (9.0
Amortization and impairment of servicing ass (39¢€) (44%) (50¢) (11.¢) 11.¢
Operations of real estate own a7 (45) 4 (62.2) N.M.
Earnings on Bank Owned Life Insurance (BO 58t — — N.M. —
Other 1,57¢ 1,88 1,328 (16.9) 42.¢€
Total noninterest incom $9,64¢  $10,50¢  $8,66° (8.2 21.2

N.M. = not meaningfu
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Comparison of Year 2007 to 200®ur noninterest income decreased by $861,000 ®r$ifllion for the year ended December 31, 2007mfro
$10.5 million for the year ended December 31, 20U6.experienced a $592,000, or 14.1%, decreasepiosit service charges and fees to $3.6
million, and a $23,000, or 1.2%, increase in ofkerincome to $1.9 million. Returned check and sofficient funds charges decreased
$401,000 in 2007, from $3.5 million in 2006, congxhto $3.1 million in 2007. The decrease can baglgrattributed to a $7.1 million
decrease in the average balance of non-intereshbedeposits. Income from insurance commissiomsamuities decreased by $314,000, or
23.8%, to $1.0 million for the year ended Decen8ier2007, compared to $1.3 million for 2006. Gainssales of loans decreased by
$120,000, or 48.8%, to $126,000 for 2007, from $2@6 for 2006, primarily because of lower loan salkimes in 2007. We recorded a
$399,000 gain on the redemption of MasterCard Bassmmon stock in 2007, compared to a $55,000 gaithe same common stock in
2006. We recorded no net gains on the sale of imart securities during 2007, compared to $46,80fains in 2006. We recognized $9,000
in net gains on the disposition of premises andpegent during 2007, compared to $395,000 in 20@&rLservicing fees decreased $127,000,
or 13.5%, to $811,000 for the year ended Decembge2@07, from $938,000 for 2006. Mortgage servigights amortization expense
decreased $52,000, or 11.6%, to $396,000 for the greded December 31, 2007, compared to $448,008dsame period in 2006. Net
expenses from real estate owned totaled $17,00Béoyear ended December 31, 2007, compared tO@2HH 2006. Non-interest income for
2007 included $585,000 in earnings on Bank-Ownéel Insurance that we purchased in June 2007, cadgamo such earnings in 2006.
Other income decreased $308,000, or 16.3%, tor$iillién for the year ended December 31, 2007, fé&kr® million for 2006, partially
attributable to a $92,000 net decrease in titlariasce agency commissions and fees earned by kahdiitte Services, a division of our
subsidiary, Financial Assurance Services.

Comparison of Year 2006 to 200%ur noninterest income increased by $1.8 millio16.5 million for the year ended December 31, 2006
from $8.7 million for the year ended December 310%2 Noninterest income for the year ended Dece®be2006 included approximately
$400,000 in noninterest income relating to the apens of the two former University National Baraciiities. We experienced a $310,000, or
8.0%, increase in deposit service charges andde®4.2 million, and a $64,000, or 3.5%, increasether fee income to $1.9 million, of which
$218,000 and $77,000, respectively, related toethvws facilities. Income from insurance commissiand annuities increased by $473,000, or
55.8%, to $1.3 million for the year ended Decen81r2006, compared to $848,000 for 2005, due teased activity resulting from the
availability of higher market interest rates orefixannuities and successful sales initiatives. $amsales of loans increased by $40,000, or
19.4%, to $246,000 for 2006, from $206,000 for 2Q@marily because of higher loan sale volumes.rééerded a $55,000 gain on the
redemption of MasterCard Class B common stock &&J0P0 in net gains on the sale of investment sgEsiduring 2006, while there were no
such gains in 2005. We recognized $395,000 in aietsgon the disposition of premises and equipmerind 2006 compared to $21,000
recognized in 2005. Loan servicing fees decrea88¢$0, or 9.0%, to $938,000 for the year endecebdeer 31, 2006, from $1.0 million for
2005. Mortgage servicing rights amortization exgedscreased $177,000, or 26.0% to $506,000 foygaeended December 31, 2006,
compared to $683,000 for the same period in 2005 r&torded a mortgage servicing rights valuatisemes recovery of $58,000 for the year
ended December 31, 2006, compared to a recoved¥y#H,000 for the same period in 2005. Net expefisasreal estate owned totaled
$45,000 for the year ended December 31, 2006, cadpa 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&%e in part to $106,000 in fees that we
recorded in connection with the sale of surplus$ estate, a recovery of $42,000 in connection wifirior fraud loss, and a $395,000, or 40.
net increase in title insurance agency commissamasfees earned by Financial Title Services, asiiniof our subsidiary, Financial Assurance
Services.
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Noninterest Expense

Years Ended December 31, Percent Change
2007 2006 2005 2007/2001 2006/200!
(Dollars in thousands)

Noninterest Expense:

Compensation and benef $32,27¢ $34,45¢ $28,22] (6.9% 22.1%
Office occupancy and equipme 5,94¢ 5,60z 5,05¢ 6.2 10.¢
Advertising and public relatior 1,412 1,19: 841 18.4 41.¢
Information technolog 3,241 3,341 2,96 (3.0 12.€
Supplies, telephone and post: 2,10¢ 2,10( 1,901 0.4 10.5
Amortization of intangible: 1,87¢ 1,87: 1,634 0.3 14.€
Visa litigation 1,24(C — — N.M. —
Other 4,37¢ 3,807 3,57¢ 14.¢ 6.4
Total noninterest expen: $52,48: $52,37(  $44,20¢ 0.2 18.F

N.M. = not meaningfu

Comparison of Year 2007 to 200&-or the year ended December 31, 2007, nonintexpsinse increased by $112,000, or 0.2%, to $52.5
million, from $52.4 million for the year ended Deuler 31, 2006. Compensation expense decreased byrfifon, or 6.3%, to $32.3 million
for the year ended December 31, 2007, from $34l5omfor the year ended December 31, 2006. Theedese can be partially attributed to a
decrease of 29 average full time equivalent em@ey&-TE”) from 450 FTE in 2006 to 421 FTE in 20@&Xpense relating to equity-based
compensation and benefits was $5.1 million in 2@@Mmpared to $5.4 million during 2006. Informattechnology expenses decreased by
$100,000, or 3.0%, to $3.2 million for 2007, comgzhto $3.3 million for 2006. Occupancy and equiphiecreased $347,000, or 6.2%, to $5.9
million for 2007 compared to $5.6 million for 20Q&jmarily due to a $94,000 increase in rental esgeand the write-off of $91,000 in
feasibility and design costs related to a possieodeling project and repair work performed aesaWbranches. Advertising and public
relations expenses increased $219,000, or 18.4b.#omillion. Supplies, telephone and postage espeincreased $9,000, or 0.4%, to $2.1
million, and intangible amortization expense insehby $6,000. Our noninterest expense for 20ddded a charge of $1.2 million, which
reflected our proportionate share of Visa’'s estedditigation obligations. The charge was recordedause the Bank, like other Visa USA
members, is obligated to share expenses, restiltngcertain indemnified Visa litigation, propontiately with its ownership interests in Visa
USA. If Visa USA'’s initial public offering is compted as planned, our proportionate share of theepids of the initial offering is expected to
offset or exceed the amount of this charge. Otkperses increased by $569,000, or 14.9%, in 20@Vtte increase included a $250,000 fi
loss that we recorded in connection with claims tira settled with the bankruptcy trustee and oankét bond carrier for defalcations
committed by a third party loan servicing company.

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 Deueer 31, 2005. The operations of the two formendrsity 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, 2®&@n $28.2 million for the year ended DecemberZI05. Expense relating to equity-
based compensation and benefits was $5.4 milli@dd6, compared to $717,000 during 2005, primatilg to equity-based awards that were
made pursuant to our Equity Incentive Plan andteuidil expenses arising from our first full yeamoéking contributions to our ESOP. In
addition, $925,000 of compensation expense relate@gneral merit increases, staff additions andritige programs, $319,000 represented
increased non-ESOP employee benefit costs, ingudéalth care expenses, payroll taxes and 4014k) gkpenses, and approximately
$496,000 of increased compensation and commissiated expense at Financial Assurance and itsialivi§inancial Title Services, partially
due to higher levels of insurance, annuity and titkurance agency activities. Except for meriteases, we generally target base compens
increases to compare to the consumer price indéorrhation technology expenses increased by $304M012.6%, to $3.3 million for 20086,
compared to $3.0 million for 2005, primarily duegigproximately $132,000 related to our need to taaira separate core banking data
processing system for the two former Universityidlzl Bank facilities pending the completion of t@nversion of that system into our core
banking data processing system in the third quaft2006 and for expenses paid to an outside ctargufor a Sarbanes-Oxley compliant
internal controls review, including the design amglementation of enhancements to our corporatlopaance management and reporting
systems. Occupancy and
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equipment increased $544,000, or 10.8%, to $5.6omilor 2006 compared to $5.1 million for 2005rpérily due to a $185,000 expense for
feasibility and design costs related to a possidenstruction of an existing branch office, torgased maintenance expenses, real estate taxe
and energy costs and to the operation of the twado University National Bank facilities. Advertigj and public relations expenses increased
$352,000, or 41.9% to $1.2 million. Of this amowagproximately $40,000 related to our first Anniieting of Stockholders in June of 20086,
including the preparation and mailing of proxy miiks and our annual report to our stockholdergxyisolicitation and other annual meeting
expenses, and approximately $52,000 of this inerealated to our acquisition of University NatioB&nk. The remainder of the increase in
advertising and public relations was principallyeda a cross-media campaign to increase retaisaradl business deposit relationships at
targeted branches. Supplies, telephone and poskpgmses increased $199,000, or 10.5%, to $2.bbmilDur acquisition of University
National Bank resulted in the recording of a cagpasit intangible of $3.3 million, and increased imtiangible amortization expense

$239,000 for the year ended December 31, 2006.r@ipenses increased by $229,000, or 6.4%, du& @@ adjustment to franchise taxes
payable to the State of lllinois due to the extenvhich our mutual-to-stock conversion increasedpaid-in capital, and to higher insurance,
legal and accounting and auditing costs.

Income Tax Expense

Comparison of Year 2007 to 200&-or the year ended December 31, 2007, we recondedne tax expense of $3.0 million, compared to $4.8
million for the year ended December 31, 2006. Tifectve tax rate for 2007 was 29.3% compared t&&2in 2006. Items that cause the
effective tax rate to be less than the statutaryase include the dividends received deductiopiaierred stock dividends received, income
earned on Bank-Owned Life Insurance and interesinre on municipal bonds and municipal loans, respay.

Comparison of Year 2006 to 200%-or the year ended December 31, 2006, we recondedne tax expense of $4.8 million, compared to $4.3
million for the year ended December 31, 2005. Tioeine tax expense for 2005 reflects $500,000 itbéanefits 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 tax
rate for 2006 was 32.5% compared to 27.9% in 2005.

Impact of Inflation and Changing Prices

The financial statements and related notes of iragany have been prepared in accordance with atinguprinciples 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 chaage the relative purchasing power of money oveetdue to inflation. The impact of inflation
is reflected in the increased cost of our operatitmlike industrial companies, our assets andliiigds are primarily monetary in nature. As a
result, changes in market interest rates haveaeagreanpact on performance than the effects o&tidh.

Management of Interest Rate Risk

Qualitative Analysis We believe that our most significant form of metrkisk is interest rate risk. Interest rate rigkults from timing
differences in the maturity or repricing of our etss liabilities and off balance sheet contradis.(forward loan commitments), the effect of
loan prepayments and deposit withdrawals, the rdiffee in the behavior of lending and funding ratesing from the use of different indices
and “yield curve risk” arising from changing rat#ationships across the spectrum of maturitiesdémstant or variable credit risk investments.
In addition to directly affecting net interest imse, changes in market interest rates can alsotdffe@amount of new loan originations, the
ability of borrowers to repay variable rate loathg, volume of loan prepayments and refinancingsctrrying value of investment securities
classified as available-for-sale and the flow anxl of deposits.

The general objective of our interest rate risk agament is to determine the appropriate levels#f given our business strategy and then
manage that risk in a manner that is consistet auit policy to reduce, to the extent possible edqgosure of our net interest income to
changes in market interest rates. Our Asset/Lighilianagement Committee (“ALCQO”), which consistsceftain members of senior
management, evaluates the interest
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rate risk inherent in certain assets and liabdijtieur operating environment and capital and lidqgicquirements, and modifies our lending,
investing and deposit gathering strategies accglylihe Board of Directors’ Asset/Liability Managent Committee then reviews the
ALCO'’s activities and strategies, the effect ofgastrategies on our net interest margin, andffeetehat changes in market interest rates
would have on the economic value of our loan armdistes portfolios as well as the intrinsic vakfeour deposits and borrowings, and reports
to the full Board of Directors.

We actively evaluate interest rate risk in conrttvith our lending, investing and deposit actestiln an effort to better manage interest-rate
risk, we have increased our focus on the origimatibadjustable-rate residential mortgage loansyaikas the origination of nonresidential
mortgage loans, adjustable rate construction laadscommercial loans. In addition, depending orketanterest rates and our capital and
liquidity position, we generally sell all or a piorn of our longer-term, fixed-rate residential Isansually on a servicing-retained basis. Further,
we primarily invest in shorter-duration securitiedhich generally have lower yields compared to Emigrm investments. Shortening the
average maturity of our interest-earning assetatngasing our investments in shorter-term loartssaturities, as well as loans with variable
rates of interest, helps to better match the nmtégarand interest rates of our assets and liadslithereby reducing the exposure of our net
interest income to changes in market interest r&ieally, we have classified all of our investmenttfolio as available-for-sale so as to
provide flexibility in liquidity management.

We utilize a combination of analyses to monitor Bask’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 scenariBYV is the discounted present value of
expected cash flows from assets, liabilities aricbafance sheet contracts. In calculating chang®fiV, we assume estimated loan
prepayment rates, reinvestment rates and depasiydates that seem most likely based on histoexpérience during prior interest rate
changes.

Our net interest income analysis utilizes the diat@ved from the dynamic GAP analysis, describddweand 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 anfditve apply consistent parallel yield curve sHiftsboth directions) to determine possi
changes in net interest income if the theoretigblycurve shifts occurred instantaneously. Negriest income analysis also adjusts the dyn
GAP repricing analysis based on changes in prepatyrates resulting from the parallel yield curvétsh

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

Quantitative Analysis The following table sets forth, as of DecemberZ107, the estimated changes in the Bank’s NPVnahdhterest
income that would result from the designated irtstagous parallel shift in the U.S. Treasury yialdve. Computations of prospective effect
hypothetical interest rate changes are based ormws assumptions including relative levels of retikterest rates, loan prepayments and
deposit decay, and should not be relied upon asdtide of actual results.
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NPV Net Interest Income

Estimated Increase (Decrease Estimated Increase (Decrease) il
in NPV Net Interest Estimated Net Interest Income
Estimated
Change in Interest Rates (basis points NPV Amount Percent Income Amount Percent

(Dollars in thousands
+300 $273,25¢  $(13,46¢) (4.70% $ 43,06. $ (6,080 (12.3)%
+200 278,05,  (8,67) (3.02) 45,35( (3,799 (7.77)
+100 282,27,  (4,45) (1.55) 47,32¢ (1,812 (3.69)

0 286,72 — — 49,14 — —

-100 288,12( 1,39¢ 0.4¢ 50,94t 1,80¢ 3.67
-200 287,65: 92¢ 0.3z 52,34 3,20( 6.51
-300 284,74: (2,989 (0.69) 52,91% 3,77¢ 7.6¢€

The table set forth above indicates that at Dece®bge2007, in the event of an immediate 200 basist decrease in interest rates, the Bank
would be expected to experience a 0.32% increals¥®Wiand a $3.2 million increase in net interesbime. In the event of an immediate 200
basis point increase in interest rates, the Bankdvioe expected to experience a 3.02% decreasPhawd a $3.8 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 locapetitive factors, which could reduce the actualactpon NPV and net interest income, if
any.

Certain shortcomings are inherent in the methodolaged in the above interest rate risk measuremitudeling changes in NPV and net
interest income requires that we make certain agsans that may or may not reflect the manner ifciactual yields and costs respond to
changes in market interest rates. The NPV andhtetteist income table presented above assumesi¢hadinposition of our interest-rate
sensitive assets and liabilities existing at thgito@ing of a period remains constant over the pebieing measured and, accordingly, the data
does not reflect any actions that we may underitakesponse to changes in interest rates, suchagyes in rates paid on certain deposit
accounts based on local competitive factors. Thie talso assumes that a particular change in Bitesites is reflected uniformly across the
yield curve regardless of the duration to matusityhe repricing characteristics of specific assets liabilities. Accordingly, although the NF
and net interest income table provides an indicadioour sensitivity to interest rate changes padicular point in time, such measurements
not intended to and do not provide a precise fatechthe effect of changes in market interestsrate our net interest income and will differ
from actual results.

Liquidity Management

Liquidity Management— Bank. The overall objective of our liquidity managemento ensure the availability of sufficient casimdis to meet
all financial commitments and to take advantagmeéstment opportunities. We manage liquidity idearto meet deposit withdrawals on
demand or at contractual maturity, to repay bornpsias they mature, and to fund new loans and timeggs 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 securities and shomt-iavestments, and the proceeds from the salesaafland securities. The scheduled
amortization of loans and securities, as well as@eds from borrowings, are predictable sourcésrafs. Other funding sources, however,
such as deposit inflows, mortgage prepayments arthage loan sales are greatly influenced by manketest 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 Statemétis primary investing activities are the originatfor investment or sale of one- to four-
family residential mortgage loans, the originationinvestment of multi-family mortgage, nonresitlahreal estate, commercial leases,
construction, commercial and other loans, and threhase of investment securities and mortgage-loes&eurities. During the years ended
December 31, 2007, 2006 and 2005, our loans otiginfr sale totaled $26.6 million, $23.9 millionda$20.8 million, respectively. During tl
years ended December 31, 2007, 2006 and 2005¢ans briginated for investment totaled $752.8 omil]i$659.9 million and $493.5 millio
respectively. Purchases of loans totaled $3.9
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million, $34.5 million and $113.9 million for theewrs ended December 31, 2007, 2006 and 2005, teghecPurchases of securities available-
for-sale totaled $1.446 billion, $95.1 million a$#i0.657 billion for the years ended December 3072Q006 and 2005, respectively. The
significantly high level of purchases in 2007 a2 reflects the impact of investing in short-tetiscounts notes.

These activities were funded primarily by principgbayments on loans and securities, and the §&ars and securities. During the years
ended December 31, 2007, 2006 and 2005, princpalyments on loans totaled $807.7 million, $614il6am and $442.5 million,

respectively. During the years ended December @17,22006 and 2005, principal repayments on séesidivailable-for-sale totaled $5.9
million, $30.0 million and $45.8 million, respeatly. During the years ended December 31, 2007, 20062005, proceeds from maturities on
securities available-for-sale totaled $1.492 hil)i51.8 million and $10.657 billion, respectiveBuring the years ended December 31, 2007,
2006 and 2005, the proceeds from the sale of ltraked $26.9 million, $24.7 million and $26.1 rih, respectively. In addition, during the
years ended December 31, 2007 and 2005 we seedrii23.4 million and $24.2 million of conformingjastablerate residential mortgage
loans, respectively. During the year ended Decer@ibeR006, the proceeds from the sale of secudtiasiable-for-sale totaled $230.0 million
and from the redemption of Federal Home Loan B&rBhicago stock totaled $9.8 million.

Loan origination commitments totaled $17.6 millanDecember 31, 2007, and consisted of $13.6 mibidfixed-rate loans and $4.0 million
of adjustable-rate loans. Unused lines of credit standby letters of credit granted to customene¥218.8 million and $4.1 million,
respectively, at December 31, 2007. At DecembeRB@7, commitments to sell mortgages totaled $2liom

Deposit flows are generally affected by the leviaharket interest rates, the interest rates andratbnditions on deposit products offered by
our banking competitors, and other factors. Weretdleposit outflows of $56.0 million, $41.8 miticand $47.8 million for the years ended
December 31, 2007, 2006 and 2005, respectivelyirfgs during recent periods, we have not activelppeted for higher cost deposit
accounts, including certificates of deposit, chongsnstead to fund loan growth from the repaymémre- to four-family residential mortgage
loans. With the completion of our subscription dfig during June of 2005, we specifically alloweeé tevel of wholesale certificates of dep
to decline as we deployed these proceeds ovehtireterm. Certificates of deposit that are scheddb mature in one year or less from
December 31, 2007 totaled $269.5 million. Basechygr@r experience and our current pricing strategy believe that a significant portion of
these deposits will remain with us.

We anticipate that we will have sufficient fundsaéable to meet current loan commitments and lofasredit and maturing certificates of
deposit that are not reinvested with us. We gelyerainain fully invested and utilize additional soes of funds through FHLBC advances, of
which $81.5 million were outstanding at DecemberZI07. At December 31, 2007 we had the abilitdorow an additional $206.9 million
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, 2007 we ladilable pre-approved overnight federal fundsdwing lines of $65.0 million and a line
of credit available with the Federal Reserve Bah&luicago of $3.1 million. At December 31, 20071 was no outstanding balance on these
credit lines.

We minimize the funds required to originate onefotar-family residential mortgage loans in two wayge sell in the secondary market
virtually all of our eligible fixed-rate one- to fio-family residential mortgage loans. From timeitoe, we also securitize the conforming
adjustable-rate one- to four-family residential tgage loans that we originate and hold the seearitie receive in exchange. During 2007, we
securitized $23.5 million of such loans. The raaglimortgage-backed securities that we retain orbalance sheet can be sold more readily to
meet our liquidity or interest rate management seBécause the securities carry a lower risk-wetiggnt the underlying loans, the
securitizations also lower our regulatory capieguirements.

Liquidity Management- Company. The liquidity needs of the Company on an uncddatgd basis consist primarily of operating expsnse
dividends to stockholders and stock repurchases pfimary sources of liquidity for the Company emtty are $44.2 million of cash and cash
equivalents and periodic cash dividends from thekBa
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During 2007, there were $47.5 million of dividergisd to the Company by the Bank. Under the rules®fOTS, the Bank is not permitted to
pay dividends on its capital stock to the Compéisysole stockholder, if the dividend would redtise Bank’s stockholder’s equity below the
amount of the liquidation account established innaxtion with the mutual-to-stock conversion. TrenB may pay dividends without the
approval of the OTS so long as the Bank meetpitticable regulatory capital requirements before after the payment of the dividends and
its total dividends do not exceed its net incomdédte over the calendar year plus retained netriscaver the preceding two years. The OTS
has discretion to prohibit permissible capital misttions on general safety and soundness groumisnaist be given 30 days advance notice of
all capital distributions from the Bank to the Caang, including dividends. At January 1, 2008, temBhad the ability to pay dividends of
$2.0 million to the Company without the prior apygabof the OTS.

During 2007, we used $34.0 million to repurchas®a$ of our common stock and paid $6.5 millionastcdividends to stockholders funded
by existing cash and cash equivalents held by tragany.

As of December 31, 2007, we were not aware of amopk trends, events or uncertainties that haveeremsonably likely to have a material
impact on our liquidity. As of December 31, 200% khad no other material commitments for capitakexfitures.

Capital Management

Capital Management — Bank The overall objectives of our capital managenagatto ensure the availability of sufficient capitasupport
loan, deposit and other asset and liability grosgbortunities and to maintain capital to absorlotegeen losses or writedowns that are
inherent in the business risks associated witherbmking industry. We seek to balance the neelifver capital levels to address such
unforeseen risks and the goal to achieve an adegetatrn on the capital invested by our stockhalder

The Bank is subject to regulatory capital requirete@dministered by the federal banking agenciaitufé to meet minimum capital
requirements can initiate certain mandatory, arssipdy additional discretionary, actions by regaoiatthat, if undertaken, could have a direct
material effect on the Bank's financial statemeldteder capital adequacy guidelines and the regyldtamework for prompt corrective action,
the Bank must meet specific capital guidelines itmatblve quantitative measures of the Bank's askatslities, and certain off-balance-sheet
items as calculated under regulatory accountingtipes. The Bank's capital amounts and classifioadre also subject to qualitative judgme
by regulators about components, risk weightingd, @her factors.

The prompt corrective action regulations provide felassifications, including well capitalized, gdately capitalized, undercapitalized,
significantly undercapitalized, and critically umdapitalized, although these terms are not useep@sent overall financial condition.
Adequately capitalized institutions require regoitgtapproval to accept brokered deposits. If urajgitalized, a financial institution’s capital
distributions are limited, as is asset growth axjpbasion, and plans for capital restoration areired.

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

Minimum Minimum Required to
Required for Be Well Capitalized
Capital Under Prompt
Adequacy Corrective Action
Actual Ratio Purposes Provisions
December 31, 200
Total capital (to ris-weighted asset: 16.5%% 8.0(% 10.0(%
Tier 1 (core) capital (to risweighted asset: 15.7¢ 4.0C 6.0C
Tier 1 (core) capital (to adjusted total ass 13.9¢ 4.0C 5.0C
December 31, 200
Total capital (to ris-weighted asset: 20.09% 8.0(% 10.0(%
Tier 1 (core) capital (to ri-weighted asset: 19.2¢ 4.0C 6.0C
Tier 1 (core) capital (to adjusted total ass 15.0¢ 4.0C 5.0C

56



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

As of December 31, 2007 and 2006, the Office offT Bupervision categorized the Bank as well cdiziéa under the regulatory framework
for prompt corrective action. There are no condgior events since those notifications that managéivelieves have changed the institution's
category.

Capital Management — CompanyOn June 23, 2005, the Company completed its mitaustock conversion and sold 24,466,250 shares of
common stock in a subscription offering at $10.80ghare and raised $240.3 million (net of offedxgenses). The Company contributed
$120.9 million of the net proceeds to the Bankdpf $30 million of term debt, loaned $19.6 mitito our ESOP and retained the remaining
proceeds of approximately $72 million. As a resiiithis offering, the Company has capital levelsstantially above that required to support
the current size and risk profile of the Compang &s subsidiary, the Bank.

Total stockholders’ equity totaled $291.1 milliodnecember 31, 2007, compared to $326.0 milliobedtember 31, 2006. The decrease on
total stockholders’ equity was primarily due to oepurchase of 2,077,923 shares of our common stoak aggregate cost of $34.0 million,
the declaration and payment of cash dividendsitgt&6.5 million, and a $7.2 million decrease icw@woulated other comprehensive income.
These changes were partially offset by our 2007noetme of $7.2 million and a $5.6 million increassulting from the vesting of stock-based
compensation and ESOP shares earned.

The OTS has no specific quantitative capital retijuhes for savings and loan holding companies dmeeit. consolidated or unconsolidated b

to which the Company must comply. There are sewagaital measurements that the OTS uses to evahmtdequacy of a savings and loan
holding company’s capital. One measurement isahgible capital ratio. The tangible capital ratloe(ratio of tangible capital to tangible total
assets (stockholdersyuity less goodwill and intangible assets dividgdotal assets less goodwill and intangible a¥stisthe Company on
consolidated basis measures the percentage oflmtated tangible equity capital supporting our aditkated tangible total assets. The tangible
equity ratio was 17.95% at December 31, 2007, coatpi 18.58% at December 31, 2006.

As stated in our Prospectus dated April 15, 2008 strategy for utilizing the capital raised in thifering encompasses several components,
including debt reduction, funding our ESOP, finaugcacquisitions, paying dividends to stockholdezpurchasing shares of our common stock
and for other general corporate purposes.

Our Board of Directors has authorized the repurettdsip to 3,605,384 shares of the Company’s comshaek. The authorization permits
shares to be repurchased in open market or negptiitnsactions, and pursuant to any trading plannhay be adopted in accordance with
Rule 10b5-1 of the Securities and Exchange Comaoris3ihe authorization may be utilized at managemeligcretion, subject to the

limitations set forth in Rule 10b-18 of the Sedadtand Exchange Commission and other applicabhd fequirements, such as price and other
internal limitations established by the CompanytaRi of Directors. On September 28, 2007 the Bo&irectors again extended the
expiration date of the Comparsyshare repurchase authorization until March 30828s of December 31, 2007, we had repurchasesb 202
shares of common stock at an aggregate cost o2 $illion under this authorization. For additiomaormation, see “Part II. Item 5. Market

for Registrant’'s Common Equity, Related Stockholetters and Issuer Purchases of Equity Securliepurchases of Our Equity Securities.”

Off-Balance Sheet Arrangements and Aggregate Contrdual Obligations

Commitments As a financial services provider, we routinelg arparty to various financial instruments with-loélance-sheet risks, such as
commitments to extend credit, standby letters eflitr unused lines of credit and commitments tbleahs. While these contractual obligatic
represent our future cash requirements, a signifipartion of commitments to extend credit may expvithout being drawn upon. Such
commitments are subject to the same credit poliiesapproval process accorded to loans made Altheugh we consider commitments to
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extend credit in determining our allowance for ld@sses, at December 31, 2007, we had made nospyovor losses on commitments to
extend credit, and had no specific or general alove for losses on such commitments, as we havadbi$torical loss experience with
commitments to extend credit and we believed tbatnobable and reasonably estimable losses weeeenhin our portfolio as a result of our
commitments to extend credit. For additional infation, see Note 15, “Loan Commitments and OtheatRd|Activities,” to our Consolidated
Financial Statements.
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Contractual Obligations. In the ordinary course of our operations, we emi® certain contractual obligations. Such obiigias include

operating leases for premises and equipment.

The following table summarizes our significant fixend determinable contractual obligations andrdtireding needs by payment date at
December 31, 2007. The payment amounts represesg imounts due to the recipient and do not incugeunamortized premiums or

discounts or other similar carrying amount adjusttee

Payments Due by Perioc

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

Certificates of depos $269,45. $ 37,17: $ 991 $ — $307,61°
Borrowings 59,43: 37,00( — — 96,43:
Standby letters of crec 3,71¢ 381 40 — 4,14(
Operating lease 573 743 703 7,58: 9,60z

Total $333,17. $ 7529 $ 1,73¢ $ 7,58 $417,79:
Commitments to extend cres $236,42¢ $ — $ — $ — $236,42t
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKE T RISK

For information regarding market risk see Item Mahagement’s Discussion and Analysis of Financmditions 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 resgmadbr establishing and maintaining effective intd control over financial reporting.

Management evaluates the effectiveness of intearatol over financial reporting and tests forasbillity 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 circumvertedverridden and misstatements due to error aidfraay occur and not be detected. Also,
because of changes in conditions, internal coefifectiveness may vary over time. Accordingly, eaareffective system of internal control
will provide only reasonable assurance with respeéinancial statement preparation.

The Company’s internal control over financial rejpay is a process designed to provide reasonablaasce regarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantteagicounting principles generally accepted
in the United States of America. The Company’srimaécontrol over financial reporting includes thgmlicies and procedures that (i) pertain
to the maintenance of records that, in reasonaigldaccurately and fairly reflect the transacti@nd dispositions of the assets of the
Company; (i) provide reasonable assurance thas#aietions are recorded as necessary to permitrat&paof financial statements in
accordance with accounting principles generallyeptad in the United States of America, and thagipgs and expenditures of the Company
are being made only in accordance with authorinatimf management and directors of the Company(ianhdrovide reasonable assurance
regarding prevention or timely detection of unauitted acquisition, use, or disposition of the Compa assets that could have a material
effect on the financial statements.

Management assessed the Company’s internal cavteolfinancial reporting as of December 31, 20@#eguired by Section 404 of the
Sarbanes-Oxley Act of 2002, based on the criterigffective internal control over financial repog described in the “Internal Control-
Integrated Framework,” adopted by the CommitteSmdnsoring Organizations of the Treadway Commis€dSO). Based on this
assessment, management concludes that, as of Dec8imt2007, the Company’s internal control oveaficial reporting is effective.

The Company'’s independent registered public acaogifirm has issued their report on the effectivenef the Compang’internal control ovi
financial reporting. That report follows under tmeading, Report of Independent Registered PublmAwsting Firm.

/s/ F. Morgan Gasic /s/ Paul A. Cloutie
F. Morgan Gasio Paul A. Cloutiel
Chairman of the Board, Chief Executive Officer &résiden 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 (ther@any) as of December 31, 2007
2006, and the related statements of income, changgsckholders’ equity and comprehensive incolossj, and cash flows for each of the
years in the thre-year period ended December 31, 2007. We also &adited the Company’s internal control over finahcgporting as of
December 31, 2007, based on criteria establishédeémal Control— Integrated Framework issued by the Committee ohSgring
Organizations of the Treadway Commission (COS®¢ Company’s management is responsible for theraadial statements, for maintaining
effective internal control over financial reportjrand for its assessment of the effectivenesstefnal control over financial reporting, included
in the accompanying Management’s Report on Inte@aaltrol Over Financial Reporting. Our responsipils to express an opinion on these
financial statements and an opinion on the Compsimgérnal control over financial reporting basedoarr audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those standards
require that we plan and perform the audits toiobtasonable assurance about whether the finastei@ments are free of material
misstatement and whether effective internal coravelr financial reporting was maintained in all evél respects. Our audits of the 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 ovemaltdial statement presentation. Our a

of internal control over financial reporting incled obtaining an understanding of internal contx@rdinancial reporting, assessing the risk

a material weakness exists, and testing and euadutite design, and operating effectiveness ofmatiecontrol based on the assessed risk. Our
audits also included performing such other proceslais we considered necessary in the circumstaiMeebelieve that our audits provide a
reasonable basis for our opinions.

A company's internal control over financial repogtis a process designed to provide reasonablesasuregarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyesaktepted accounting principles. A
company's internal control over financial reportingludes those policies and procedures that (dapeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettiiansactions and dispositions of the assetseoédmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@awih generally accepted accounting
principles, and that receipts and expendituree®itbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company's assets that could hawvaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of any
evaluation of effectiveness to future periods agjext to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, the financial statements referr@dlbove present fairly, in all material respedis, financial position of BankFinancial
Corporation as of December 31, 2007 and 2006, lendetsults of its operations and its cash flows#wh of the years in the three-year period
ended December 31, 2007 in conformity with accaunfirinciples generally accepted in the Unitedetatf America. Also in our opinion, the
Company maintained, in all material respects, éffednternal control over financial reporting asDecember 31, 2007, based on criteria
established imnternal Control—Integrated Framework issued by @mmmittee of Sponsoring Organizations of the TneadCommission
(COS0).

Crowe Chizek and Company LLC

Oak Brook, lllinois
March 8, 2008
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BANKFINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
December 31, 2007 and 2006
(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, 2007, $11,051; and December 31, 2105622
Stock in Federal Home Loan Bank, at ¢

Premises and equipment, |
Accrued interest receivab
Goodwiill

Core deposit intangibl
Bank Owned Life Insuranc
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 slzargm®rized, none issued or outstanc

Common Stock, $0.01 par value, shares authoriZa@000,000; shares issued at December 31, 2007,

22,244,477 and at December 31, 2006, 24,304

Additional paic-in capital

Retained earnings, substantially restric
Unearned Employee Stock Ownership Plan sk
Accumulated other comprehensive income (It

Total stockholder equity
Total liabilities and stockholde’ equity

December 31

December 31

2007 2006

$ 2827¢ $ 38,28¢
66¢ 29,05
28,94¢ 67,33
77,04¢ 117,85
172 20¢
1,253,990  1,330,09.
15,59¢ 15,59¢
34,48; 35,00¢
7,09( 7,86¢
22,56¢ 22,57¢
7,76¢ 9,64¢

19,58¢ —
13,28( 7,02(
$1,480,54  $1,613,29:
1,073,65  1,129,58!
96,43: 138,14
7,48¢ 8,461
11,83¢ 11,08¢
1,189,40  1,287,28:
222 242
198,44¢ 227,74
113,80: 113,12
(17,126 (18,10%)
(4,210) 3,00¢
291,13 326,01
$1,480,54.  $1,613,29:

See accompanying notes to consolidated financistents.
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BANKFINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF INCOME
Years ended December 31, 2007, 2006, and 2005
(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 lossi

Net interest income afterprovision (credit) for loan losses

Noninterest incom
Deposit service charges and fi
Other fee incom
Insurance commissions and annuities inct
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
Earnings on BOL
Other

Total noninterest incom

Noninterest expens

Compensation and benef
Office occupancy and equipme
Advertising and public relatior
Information technolog
Supplies, telephone, and post:
Amortization of intangible:
Visa Litigation
Other

Total noninterest expen:

Income before income taxe
Income tax expens

Net income

Basic earnings per common sh
Diluted earnings per common shi

Weighted average common shares outstan
Diluted weighted average common shares outstar

2007 2006 2005

$ 85,60 $ 83,50 $ 66,61
5,05¢ 9,18¢ 11,64(
1,29¢ 1,40( 1,95¢
91,95: 94,08¢ 80,21
33,44t 29,95 20,59¢
4,85¢ 7,53: 8,20«
38,30 37,48¢ 28,80:
53,64 56,59 51,41(
697 (13€) 51¢
52,95; 56,73 50,809:
3,60¢ 4,19¢ 3,88¢
1,93¢ 1,91¢ 1,85;
1,007 1,321 84¢
12€ 24€ 20€

39¢ 101 —
9 39t 21
811 93¢ 1,031
(396) (448) (508)
(17) (45) 4

58E — —
1,57¢ 1,887 1,32:
9,64¢ 10,50¢ 8,66t
32,27¢ 34,45: 28,22
5,94¢ 5,607 5,05¢
1,412 1,19: 841
3,241 3,341 2,967
2,10¢ 2,10( 1,901
1,87¢ 1,87¢ 1,63¢

1,24( _ _
4,37¢ 3,807 3,57¢
52,48: 52,37( 44.20¢
10,11¢ 14,87: 15,35/
2,96% 4,82¢ 4,27¢
$  715F $  10,04¢ $ 1107
$ 0.3¢ $ 0.4E $ 0.2¢
$ 0.3 $ 0.45 $ 0.2¢
20,659,58 22,368,03 22,539,69
20,659,58 22,372,22 22,539,69

See accompanying notes to consolidated finanassients.



BANKFINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’' EQUITY AND
COMPREHENSIVE INCOME (LOSS)
Years ended December 31, 2007, 2006, and 2005
(In thousands)

Unearned Accumulated
Common Additional Erg%(()}ykee Com;c))rtgr?trensiw Comprehensive
Paid-in Retained Ownership
Stock Capital Earnings Plan Share: Income (Loss) Total Income (Loss)
Balance at December 31, 20C $ — $ — $9645 $ — $ (1,567 $ 94,88t
Comprehensive incorr
Net income — — 11,07: — — 11,07 $ 11,07
Change in other comprehensive income (loss), r
tax effects — — — — 1,42( 1,42( 1,42(
Total comprehensive incon $ 12,49
Net proceeds from common stock issi 245 240,00° — (19,579 — 220,67¢
ESOP shares earn — 22¢ — 48¢ — 717
Balance at December 31, 20C $ 245 $240,23" $107,52¢ $(19,089) $ (147) $328,77
Comprehensive incom:
Net income — — 10,04¢ — — 10,04¢ $  10,04¢
Change in other comprehensive income (loss), n
tax effects — — — — 3,15¢ 3,15¢ 3,15¢
Total comprehensive incon $  13,20:
Purchase and retirement of common stock (977
shares (20) (17,280 — — — (17,290
Nonvested stock awarc
Issuance of shares of restricted stock (816
shares 8 (8) — — — —
Stock-based compensation Expet — 4,03( — — — 4,03(
Cash dividends declared on common stock ($
per share — — (4,44¢) — — (4,44¢)
ESOP shares earn — 764 — 97¢ — 1,74:
Balance at December 31, 20C $ 24z $227,74: $113,12¢ $(18,10H $ 3,00¢ $326,01!
(Continued)
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BANKFINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY AND
COMPREHENSIVE INCOME (LOSS)
Years ended December 31, 2007, 2006, and 2005
(In thousands)
Unearned Accumulated
Employee Other
Common Additional Stock Comprehensive Comprehensive
Paid-in Retained Ownership
Stock Capital Earnings Plan Share! Income (Loss) Total Income (Loss)

Balance at December 31, 20C

Comprehensive income (los:
Net income

$ 242 $227,74. $113,12¢ $(18,109) $

— — 7,15¢ —

Change in other comprehensive income (loss), r

tax effects

Total comprehensive income (lo¢

Purchase and retirement of common stock

(2,077,923 share!
Nonvested stock awarc

(21) (33,939 — —

Issuance of shares of restricted stock (17

shares

Stoclk-based compensation Expet — 4,07t — —
Cash dividends declared on common stock ($

per share
ESOP shares earn

Balance at December 31, 20C

— — (6,48)) —
— 56¢ — 97¢

3,00¢  $326,01!
— 7,15¢%

(7,219 (7,219

—  (33,95)
— 4,07¢

— (6,48))
— 1,54¢

$ 222 $198,44¢ $113,80: $(17,12¢) $

(4,210 $291,13

$ 7,15¢

(7,216)
$ (63)

See accompanying notes to consolidated financisents.
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BANKFINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2007, 2006, and 2005
(In thousands)

2007 2006 2005

Cash flows from operating activities
Net income $ 7,15k $ 10,04¢ $ 11,07
Adjustments to reconcile to net income to net ¢
From operating activitie

Provision (credit) for loan lossi 697 (13€) 51¢€
ESOP shares earn 1,54¢ 1,74: 717
Stoclk-based compensation expel 4,07t 4,03( —
Depreciation and amortizatic 3,86: 3,441 3,561
Amortization of premiums and discounts on secwgiéiad loan: (319 3 26¢
Amortization of core deposit and other intangildsets 1,87¢ 1,88¢ 2,10¢
Amortization and impairment of servicing ass 39€ 44¢ 50¢€
Amortization of premium on early extinguishmentiebt — — 38¢
Net change in net deferred loan origination ¢ 33¢ 117 (44%)
Net loss on sale of real estate ow — 18 —
Net gain on sale of loar (12€) (24€) (20€)
Net gain on sale of securiti (399) (201) —
Net gain on disposition of premises and equipn 9 (395) (22)
Loans originated for sa (26,637 (23,889 (20,779
Proceeds from sale of loa 26,88¢ 24,71 26,13]
Federal Home Loan Bank of Chicago stock divide — — (1,209)
Net change in
Deferred income ta (43¢) 2,45¢ 633
Accrued interest receivab 77¢ (721) (1,179
BOLI Income (585) — —
Other asset (1,989 (2,287) (410
Accrued interest payable and other liabilit 623 (7,725 8,04¢
Net cash from operating activiti 17,73¢ 13,39¢ 29,71¢

Cash flows from investing activities
Securities availab-for-sale

Proceeds from sal¢ 39¢ 229,99( —
Proceeds from maturitie 1,492,37. 51,83¢ 10,656,89
Proceeds from principal repayme 5,86¢ 30,00: 45,82
Purchases of securiti (1,445,64) (95,08¢) (10,656,50)
Loans receivabl
Principal payments on loans receiva 807,68: 614,60« 442,48t
Purchases of loar (3,849 (34,45 (113,87
Originated for investmer (752,75)) (659,86 (493,519
Proceeds from redemption of stock in Federal HowanlLBank — 9,83¢ —
Investment BOLI (19,000 — —
Proceeds from sale of real estate ow — 114 —
Purchase of premises and equipment (2,115 (1,159 (2,299
Cash paid, net of cash and cash equivalents, msitgn — (13,369 —
Net cash from investing activiti 82,95¢ 132,45 (120,999
(Continued)
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BANKFINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31, 2007, 2006,

(In thousands)

and 2005

Cash flows from financing activities
Net change in deposi
Net change in advance payments by borrowers f@stard insuranc
Net change in borrowincg
Net proceeds from sale of common st
Repurchase and retirement of common s
Cash dividends paid on common st
Net cash from financing activitie
Net change in cash and cash equival

Beginning cash and cash equivale

Ending cash and cash equivalent

Supplemental disclosure
Interest paic
Income taxes pai
Loans transferred to other real es
Loans securitized to securiti
Due to broke

Supplemental Disclosures of Noncash Investing Atatiy- Acquisition

Noncash assets acquire
Investment securities available for s
Loans, ne
Premises and equipment, |
Goodwill, net
Other intangible assets, r
Other asset

Total noncash assets acqui

Liabilities assumec
Deposits
Accrued expenses and other liabilit
Total liabilities assume
Cash paid, net of cash and cash equivalents, misitign

2007 2006 2005
$ (55,95) $ (41,81) $(47,82)
(979) 24/ 89=
(41,71%) (53,240 (73,747
— — 220,67
(33,95 (17,290 —
(6,481) (4,446) —
(139,07 (116,549  100,01(
(38,38¢) 29,31 8,72¢
67,33 38,02¢ 29,20¢
$ 28,94¢ $ 67,337 $ 38,02
$ 38,50¢ $ 37,36¢ $ 28,247
3,49; 3,67( 3,20(
82C — 152
23,48: — 24,21
15¢ — —

$ — $ 8101 $ —
— 17,78: —

— 2,87¢ —

— 11,71« —

— 3,27: —

— 99¢ —

— 117,65 —

$ —  $10348 $ —
— 80€ —

— 104,29 —

$ — ¢ 1336 $ —

See accompanying notes to consolidated financissents.
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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

Basis of Presentatiol: BankFinancial Corporation, a Maryland corporatiwganized in 2004 (the “Company”), became the ovarfiall of the
issued and outstanding capital stock of BankFire@nEiS.B. (the “Bank”) on June 23, 2005, upondbesummation of a plan of conversion
and reorganization adopted by the predecessorrgptaimpanies for the Bank, BankFinancial MHC, [fiBankFinancial MHC") and
BankFinancial Corporation, a federal corporation.

Pursuant to the plan of conversion and reorgamimaBankFinancial MHC converted from the mutuahiasf ownership to the stock form of
ownership through a series of transactions thatitexted the separate corporate existences of BaakEial MHC and BankFinancial
Corporation, the federal corporation. BankFinan€iafporation, the Maryland corporation, then sclghB6,250 shares of common stock in a
subscription offering for $10.00 per share, andabee the sole stockholder of the Bank. For a furtliggussion of BankFinancial Corporation,
the Maryland corporation, and the operations ofEamancial MHC, BankFinancial Corporation, the femlecorporation, and the Bank for
certain periods prior to the consummation of thevession and reorganization, see the Company’speéntss as filed on April 29, 2005 with
the Securities and Exchange Commission pursudRtik® 424(b)(3) of the Rules and Regulations ofSkeurities Act of 1933 (File Number
333-119217).

BankFinancial Corporation, the Maryland corporatidid not engage in any business prior to the cmmsation of the conversion and
reorganization on June 23, 2005. Consequenth2@®09& consolidated financial statements reflecofherating results of BankFinancial MHC,
Inc., BankFinancial Corporation, the federal cogtiom, and their subsidiaries until June 23, 2@0] of BankFinancial Corporation, the
Maryland corporation, and its subsidiaries themrafthe words “Company,” “we” and “our” are thenefantended to refer to BankFinancial
MHC, BankFinancial Corporation, the federal corpiora, and their subsidiaries, including the Bankhwespect to matters and time periods
occurring on or before June 23, 2005, and to tef@ankFinancial Corporation, the Maryland corpimmatand its subsidiaries, including the
Bank, with respect to matters and time periods ooty thereafter.

Principles of Consolidatior: The consolidated financial statements includeatt@unts 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 Corporatiafictively, “the Company”). All
significant intercompany accounts and transactiene been eliminated.

Nature of Busines:: The Company’s revenues, operating income, aretaase primarily from the banking industry. Alltbe Company’s
banking operations are considered by managemdr &ggregated in one reportable operating segraefinéncial reporting purposes as
defined by SFAS No. 131,Disclosures about Segments of an Enterprise andt&elInformation’” Loan origination customers are mainly
located in the greater Chicago metropolitan areasdpplement loan originations, the Company purehasortgage 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 théed States of America
("“GAAP”), management makes estimates and assunmgpliased on available information. These estimatdsaasumptions affect the amounts
reported in the financial statements and the déseks provided, and future results could differe @Howance for loan losses, mortgage
servicing rights, impairment of securities and failue of financial instruments are particulariypet to change.

Interestbearing 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, depuaigit®ther financial institutions maturing in lettan 90 days, and daily federal
funds sold. Net cash flows are reported for custdoan and deposit transactions, interest beargppsits in other financial institutions,
borrowings, and advance payments by borrowersfag and insurance.

Securities: Debt securities are classified as available-de-svhen they might be sold before maturity. Eqeégurities with readily
determinable fair values are classified as avaldibt-sale. Securities available-for-sale are edrgt fair value, with unrealized holding gains
and losses reported in other comprehensive incoatenf tax. Interest income includes amortizatibpurchase premium or discount.
Premiums and discounts on securities are amortindtie level-yield method without anticipating pagments, except for mortgage-backed
securities where prepayments are anticipated. Gaiddosses on sales are based on the amortizedf¢he security sold. Declines in the fair
value of securities below their cost that are ecthan-temporary are reflected as realized lossedetermining if losses are other-than-
temporary, management considers: (1) the lengtimaf and extent that fair value has been less ¢bahor adjusted cost, as applicable (2) the
financial condition and near term prospects ofissaer, and (3) the Company’s ability and interthidtd 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 bas
the level of borrowings and other factors, and imagst in additional amounts. FHLB stock is carr@dost 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 saldaé secondary market are carried at the lowaggfegate cost or
estimated fair market value, as determined by antshg commitments from investors. Net unrealizesés, if any, are recorded as a valuation
allowance and charged to earnings.

Mortgage loans held for sale are generally solth wirvicing rights retained. The carrying valuenafrtgage loans sold is reduced by the fair
value of the servicing right. Gains and lossesalassof mortgage loans are based on the differeateeen the selling price and the carrying
value of the related loan sold.

Loans and Loan Income¢ Loans that management has the intent and ahilibwld for the foreseeable future or until matudt payoff are
reported at the principal balance outstandingph#te allowance for loan losses, premiums andadists on loans purchased, and net deferred
loan costs. Interest income on loans is recogriizéacome over the term of the loan based on theusnhof principal outstanding.

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

Interest income is reported on the interest me#ratliincludes amortization of net deferred loan Beebcosts over the contractual loan term,
adjusted for prepayments. Interest income is diticoed at the time the loan is 90 days delinquaiess the loan is wellecured and in proce

of collection. Past due status is based on the&ctuial terms of the loan. In all cases, loangtaeed on nonaccrual or charged off at an earlier
date if collection of principal or interest is caered doubtful.

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

Allowance for Loan Losse: The allowance for loan losses is a valuationvedloce for probable incurred credit losses. Loasdesre charged
against the allowance when management believasiitmlectibility of a loan balance is confirmed.l8equent recoveries, if any, are credited
to the allowance. Management estimates the alloevhatance required using past loan loss experi¢heajature and volume of the portfolio;
information about specific borrower situations; astimated collateral values, economic conditiamsl, other factors. Allocations of the
allowance may be made for specific loans, but titeeeallowance is available for any loan thatrianagement’s judgment, should be charged
off.

The allowance consists of specific and general @mepts. The specific component relates to loansafeaindividually classified as impaired
or loans otherwise classified as substandard dotfilduThe general component covers nonclassifiams and is based on historical loss
experience adjusted for current factors.

A loan is impaired when full payment under the léams is not expected. Commercial and commeredllestate loans are individually
evaluated for impairment. If a loan is impaireghcation of the allowance is allocated so that thenlis reported, net, at the present value of
estimated future cash flows using the loan’s existate or at the fair value of collateral if repant is expected solely from the collateral.
Large groups of smaller balance homogeneous Isaeh, as consumer and residential real estate laemspllectively evaluated for
impairment, and accordingly, they are not separatientified for impairment disclosures.

Mortgage Servicing Right: Mortgage servicing rights are recognized sephratben they are acquired through sales of loanssBles of
mortgage loans prior to January 1, 2007, a podidhe cost of the loan was allocated to the sergicdght based on relative fair values. The
Company adopted SFAS No. 156 on January 1, 20@roarsales of mortgage loans beginning in 200/&isi&g rights are initially recorded

fair value with the income statement effect recdritegains on sales of loans. Fair value is basegharket prices for comparable mortgage
servicing contracts, when available, or alterndyivis based on a valuation model that calculdtesresent value of estimated future net
servicing income. The valuation model incorporatesumptions that market participants would usesiimating future net servicing income,
such as the cost to service, the discount ratesubidial earnings rate, an inflation rate, aagjlincome, prepayment speeds and default rates
and losses. The Company compares the valuation|rimgugs and results to published industry datariter to validate the model results and
assumptions. All classes of servicing assets dsegjuently measured using the amortization methodharequires servicing rights to be
amortized into non-interest income in proportionaond over the period of, the estimated futureseeticing income of the underlying loans.

Servicing assets are evaluated for impairment baped the fair value of the rights as comparedatoying amount. Impairment is determined
by stratifying rights into groupings based on pmadwant risk characteristics, such as interest tage type and investor type. Impairment is
recognized through a valuation allowance for anviddal grouping, to the extent that fair valuddss than the carrying amount. If the
Company later determines that all or a portiorhefitnpairment no longer exists for a particularugiag, a reduction of the allowance may be
recorded as an increase to income. Changes intialuslowances are reported with amortization emplairment of servicing assets on the
income statement. The fair values of servicingtdgre subject to significant fluctuations as alltesf changes in estimated and actual
prepayment speeds and default rates and losses.

Servicing fee income which is reported on the inea@tatement as loan servicing fees is recordeféésrearned for servicing loans. The fees
are based on a contractual percentage of the ndistaprincipal; or a fixed amount per loan andr@erded as income when earned. Late
and ancillary fees related to loan servicing arennaterial.

Real Estate Owne: Real estate properties acquired in collection tifan are initially recorded at fair value at dsdion, establishing a new
cost basis. If fair value declines subsequent tedlosure, a valuation allowance is recorded thinoesgpense. Expenses, gains and losses on
disposition, and changes in the valuation allowaareereported in noninterest income.
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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)

Premises and Equipmer: Land is carried at cost. Premises and equipnrengtated at cost less accumulated depreciatioprediation is
included in noninterest expense and is computeti®straight-line method over the estimated udefes of the assets. Useful lives are
estimated to be 25 to 40 years for buildings angravements that extend the life of the originalding, 10 to 20 years for routine building
improvements, 5 to 15 years for furniture and eopdgpt, 2 to 5 years for computer hardware and sofh\aad no greater than 4 years on
automobiles. The cost of maintenance and repaglsdsged to expense as incurred and significamtinepre capitalized.

Goodwill and Other Intangible AssetsGoodwill results from business acquisitions agpresents the excess of the purchase price ovéithe
value of acquired tangible assets and liabilitied @entifiable intangible assets. Goodwill is assgl at least annually for impairment and any
such impairment will be recognized in the periogntified. There was no impairment to goodwill foetyears ended December 31, 2007, 2006
and 2005.

Other intangible assets consist of core deposhgible assets arising from whole bank acquisitidhgy are initially measured at fair value
and then are amortized on an accelerated methodtoie estimated useful lives.

Bank Owned Life Insurance: The Company has purchased life insurance polaesertain key executives. Bank owned life insueais
recorded at its cash surrender value (or the antbanhtan be realized). Upon adoption of EITF 08+ich is discussed further below,
Company owned life insurance is recorded at theusrnihhat can be realized under the insurance adratadhe balance sheet date, which is the
cash surrender value adjusted for other chargether amounts due that are probable at settlement.

In September 2006, the FASB Emerging Issues TasteHmalized Issue No. 06-Bccounting for Purchases of Life Insurance—Detenngin
the Amount That Could Be Realized in Accordance WASB Technical Bulletin No. 85-4 (AccountingRairchases of Life Insurance){lssue}.
This Issue requires that a policyholder considatractual terms of a life insurance policy in det&ing the amount that could be realized
under the insurance contract. It also requiresittibé contract provides for a greater surrenggue if all individual policies in a group are
surrendered at the same time, that the surrendiee ba determined based on the assumption thatig®lvill be surrendered on an individual
basis. Lastly, the Issue requires disclosure wheretare contractual restrictions on the Compaalyikity to surrender a policy.

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

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

Income Taxes: Income tax expense is the sum of the current yeame tax due or refundable and the change idelfierred tax assets and

liabilities. Deferred tax assets and liabilities #ne expected future tax consequences of tempdiffeyences between the carrying amounts
and tax basis of assets and liabilities, compus#aguenacted tax rates. A valuation allowanceeéded, reduces deferred tax assets to the
amount expected to be realized.

The Company adopted FASB Interpretation No. 48,0ating for Uncertainty in Income Taxes (“FIN 488s of January 1, 2007. A tax
position is recognized as a benefit only if itisdre likely than not" that the tax position woulel §ustained in a tax examination, presuming
that a tax examination will occur. The amount retped is the largest amount of tax benefit thatreater than 50% likely to be realized on
examination. For tax positions not meeting the "grldeely than not" test, no tax benefit is recordélde adoption had no material effect on the
Company’s financial statements. At December 31726@ Company had unrecognized tax benefits of $008

The Company and its subsidiary are subject to féderal income tax as well as income tax of theeStélllinois. The Company is no longer
subject to examination by these taxing authorfieeyears before 2004 for federal
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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)

income tax and 2003 for the State of lllinois. W@mpany does not expect the total amount of unrézed tax benefits to significantly
increase in the next twelve months.

The Company recognizes interest and/or penaltlaterbto income tax matters in income tax expeAs®ecember 31, 2007, the Company
had recorded a cumulative accrual of $20,000 puitsiaaFIN 48 for potential interest and penalties.

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

Employee Stock Ownership Plal'ESOP”) : The cost of shares issued to the ESOP, but natlipeated to participants, is shown as a
reduction of stockholders’ equity. Compensationesge is based on the market price of shares asthegommitted to be released to
participant accounts. Dividends on allocated ESkH#Pes reduce retained earnings; dividends on ued&B8OP shares reduce debt and ac
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 aradmmesl outstanding for this calculation unless umed. Dilutive earnings per common share
is net income divided by the weighted average nurobeommon shares outstanding during the periad file dilutive effect of restricted stc
shares and the additional potential shares isswaioler 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 probable and an ami@u range of loss can be reasonably estimatedaljlament does not believe that there
are such matters that will have a material effecthe financial statements.

Restrictions on Casl: Cash on hand or on deposit with the Federal Red®ank of $14.7 million and $11.8 million was r@&gd to meet
regulatory reserve and clearing requirements aebéer 31, 2007 and 2006, respectively. These baedaghe 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 sepamati Fair value estimates involve uncertainties matters of significant judgment regarding
interest rates, credit risk, prepayments, and ddwtors, especially in the absence of broad marketparticular items. Changes in assumpt
or in market conditions could significantly affébe estimates.

Comprehensive Income (Loss)Comprehensive income (loss) consists of net ircipss) and other comprehensive income (loss)etOth
comprehensive income (loss) includes unrealizedsgaind losses on securities available-for-saleghwaie also recognized as separate
components of stockholders’ equity.

Stock-based Compensationn 2006, the Company adopted Statement of Finaddabunting Standards (“SFAS”) No. 123(R), Shareduh
Payment following stockholder approval of the 2@fuity Incentive Plan. Accordingly, the Company hesorded stock-based employee
compensation cost using the fair value method.rReidune 27, 2006, there was no stock-based casafien plan.

Transfers of Financial AssetsTransfers of financial assets are accounted feakes, when control over the assets has been uaimed.

Control over transferred assets is deemed to rerslgred when the assets have been isolated f@@dmpany, the transferee obtains the
right (free of conditions that constrain it fronkitag advantage of that right) to pledge or exchahgetransferred assets, and the Company doe
not maintain effective control over the transferasdets through an agreement to repurchase themelikéir maturity.
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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)
Reclassifications: Certain reclassifications have been made in thog pear’s financial statements to conform to thierent years presentatior

Effect of Newly Issued But Not Yet Effective Accaing Standards:

In September 2006, the FASB issued Statement Nf.Feir Value MeasurementsThis Statement defines fair value, establishigaraework

for measuring fair value and expands disclosuresiafair value measurements. This Statement estadia fair value hierarchy about the
assumptions used to measure fair value and ckafisumptions about risk and the effect of a ot®tmni on the sale or use of an asset. The
standard is effective for fiscal years beginningrmalNovember 15, 2007. In February 2008, the FASRed Staff Position (“FSP”) 157-2,
Effective Date of FASB Statement No. 157. This F8Riys the effective date of FAS 157 for all noafinial assets and nonfinancial liabiliti
except those that are recognized or disclosedratdhie on a recurring basis (at least annuatiffjdcal years beginning after November 15,
2008, and interim periods within those fiscal yeditse Company is in the process of evaluating itiygaict of adoption in 2008 to determine the
impact on the Company’s consolidated financial fimsior results of operations.

In February 2007, the FASB issued Statement No, Tis® Fair Value Option for Financial Assets and Fioel Liabilities. The standard
provides companies with an option to report setefiteancial assets and liabilities at fair valuel @stablishes presentation and disclosure
requirements designed to facilitate comparisonaéeh companies that choose different measuremteibiuées for similar types of assets and
liabilities. The new standard is effective for tiempany on January 1, 2008. The Company did not #e fair value option for any financial
assets or financial liabilities as of January 1020

In September 2006, the FASB Emerging Issues TasteHmalized Issue No. 06-Accounting for Deferred Compensation and Postraeteat
Benefit Aspects of Endorsement -Dollar Life Insurance ArrangementsThis issue requires that a liability be recordecdng the service
period when a split-dollar life insurance agreeneamttinues after participants’ employment or retiemt. The required accrued liability will be
based on either the post-employment benefit coghfocontinuing life insurance or based on tharideath benefit depending on the
contractual terms of the underlying agreement. iffigact of adoption in 2008 did not have a matengdact on the Company’s consolidated
financial position or results of operations.

On November 5, 2007, the SEC issued Staff Accogrmlletin No. 109Written Loan Commitments Recorded at Fair Valuetilgh Earning
(“SAB 109"). Previously, SAB 105%pplication of Accounting Principles to Loan Comménts, stated that in measuring the fair value of a
derivative loan commitment, a company should nobiporate the expected net future cash flows reletehe associated servicing of the loan.
SAB 109 supersedes SAB 105 and indicates thatdbecéed net future cash flows related to the aasediservicing of the loan should be
included in measuring fair value for all writteralocommitments that are accounted for at fair vitloeugh earnings. SAB 105 also indicated
that internally-developed intangible assets shooltbe recorded as part of the fair value of avditie loan commitment, and SAB 109 retains
that view. SAB 109 is effective for derivative loaammitments issued or modified in fiscal quartegginning after December 15, 2007. The
impact of adoption in 2008 did not have a matengdact on the Company’s consolidated financial fiasior results of operations.

NOTE 2 — ACQUISITIONS

On April 5, 2006, the Company acquired Universigtidnal Bank, a privately held community bank wagiproximately $113 million in assets,
including $10.7 million in cash and cash equivadeand $104 million in deposits, and two bankinfices in the Hyde Park community in
Chicago, lllinois, for approximately $24 million tash pursuant to the terms of a Stock Purchaseefgznt with University Bancorporation
dated November 29,

73



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

NOTE 2 — ACQUISITIONS (continued)

2005. The Company believes that the acquisitiodrafersity National Bank will be beneficial as ikgands our presence in metropolitan
Chicago, compliments our existing branch networlt altows for the extension of our products and isesvinto these communities.
Immediately upon the completion of the stock pusehdJniversity National Bank was merged into thelB& he acquisition, which was
accounted for under the purchase method of acaaymésulted in goodwill of $11.7 million and amet intangible of $3.3 million. The core
deposit intangible will be amortized over its estted useful life. Goodwill will not be amortizedthnstead evaluated periodically for
impairment. The transaction was treated, for fddmmd state income tax purposes, as a purchasaieétdity National Bank’s assets pursuant
to applicable provisions of the Internal Revenu@&anaking the goodwill and core deposit intangéyising from the transaction tax-
deductible over a period of 15 years. Universityidieal Bank’s results of operations have been ietlin the Company’s results of operations
only since the effective date of the acquisitioneTcquisition was deemed to be an immaterial aitopni under GAAP, as such additional
disclosures have been omitted. The 2007 adjustofe$it3,000 to goodwill is the result of the finaktlement of the transition compensation
payments and applicable taxes.

74



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

NOTE 3 — EARNINGS PER SHARE

Amounts reported in earnings per share reflectiegsravailable to common stockholders for the gedivided by the weighted average
number of shares of common stock outstanding duhiagperiod, exclusive of unearned ESOP sharesiavelted restricted stock shares.
Stock options and restricted stock are regardgabeitial common stock and are considered in theedi earnings per share calculations tc
extent that they would have a dilutive effect iheerted to common stock. Earnings per share foytlae ended December 31, 2005 is
calculated based on the period of time from thepetion date of our mutual-to-stock conversion,el@B, 2005, through the period ended
December 31, 2005.

Year Ended December 31,

2007 2006 2005

Net income $ 7,15k $  10,04¢ $ 11,07:

Less: net income before convers — — 4,457

Net income available to common stockholc $ 7,15k $  10,04¢ $ 6,61¢€

Average common shares outstanc 23,037,71 24,468,29 24,466,25

Less: Unearned ESOP sha (1,765,35) (1,863,24) (1,926,55)
Unvested restricted stock sha (612,769 (237,019 —

Weighted average common shares outstan 20,659,58 22,368,03 22,539,69

Basic earnings per common shar $ 0.3 $ 0.4f $ 0.2¢

Year Ended December 31

2007 2006 2005

Net income $ 7,15t $  10,04¢ $ 11,07:

Less: net income before convers — — 4,451

Net income available to common stockholc $ 7,15¢ $  10,04¢ $ 6,61¢€

Weighted average common shares outstan 20,659,58 22,368,03 22,539,69
Add: net effect of dilutive stock options and unteekrestricted stoc — 4,19¢ —

Weighted average dilutive common shares outstar 20,659,58 22,372,22 22,539,69

Dilutive earnings per common share $ 0.3t $ 0.4f $ 0.2¢

Number of antidilutive stock options excluded fréme diluted earnings per she¢
calculation 1,597,401 1,301,001 N.A.
Weighted average exercise price of -dilutive option share $ 17.4C $ 17.6% N.A.

N.A. — not applicable
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NOTE 4 — SECURITIES

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

Gross Gross
Unrealized Unrealized

Fair Value Gains Losses
2007
Municipal $ 227 $ 62 $ —
Mortgage-backed securitie 39,271 132 (162)
Collateralized mortgage obligatio 3,68t 35 (@D}
SBA-guaranteed loan participation certifica 592 1 4
Equity securitie: 31,22¢ — (7,050
$ 77,04¢ $ 23C $ (7,217
2006
Municipal $ 2,711 % 52 $ (1)
Mortgage-backed securitie 19,80: 161 (69
Collateralized mortgage obligatio 5,881 41 (D)
SBA-guaranteed loan participation certifica 623 1 (6)
Corporate bonds and other securi 45,72 — (23
Equity securitie: 43,11: 4,831 —

$117,85! $ 5,09z $ (100

Mortgage-backed securities and collateralized nagregobligations consist of Federal Home Loan Maggg@orporation (“Freddie Mac”),
Federal National Mortgage Association (“Fannie Maaid Government National Mortgage Association (i Mae”)issues at December :
2007 and 2006. Equity securities consist of Fretithe preferred stock at December 31, 2007 and 28006f our investment securities
reflected in the preceding table were classified\aslable-for-sale.

The fair values of securities available-for-sal®atember 31, 2007 by contractual maturity are shioglow. Securities not due at a single
maturity date are shown separately. Expected ntasirnay differ from contractual maturities becabhseowers may have the right to call or
prepay obligations with or without call or prepayrhpenalties.

2007

Due in one year or le: $ 47¢
Due after one year through five ye 1,42¢
Due after five years through ten ye 372
2,272

Mortgage-backed securitie 39,27°
Collateralized mortgage obligatio 3,68t
SBA-guaranteed loan participation certifica 592
Equity securitie: 31,22¢
Total $77,04¢

Securities pledged at December 31, 2007 and 208@ learrying amount of $40.0 million and $36.9 iil| respectively, and were pledged to
secure certain depository relationships, advarmoes the FHLB of Chicago, and a line of credit wilie Federal Reserve Bank of Chicago.
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NOTE 4 — SECURITIES (continued)

Sale of securities available-for-sale were as Wadlo

2007 2006 2005
Proceed: $39¢  $229,99( $—
Gross gain: 39¢ 3,74¢ —
Gross losse — (3,645 —
Securities with unrealized losses at December @27 2nd 2006 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
2007
Municipal $ — $ — $ — $ — $ — $ —
Mortgage-backed securitie 25,46¢ 137 1,51: 25  26,97¢ 162
Collateralized mortgage obligatio — — 26¢ 1 26¢ 1
SBA-guaranteed loan participation certifica — — 137 4 137 4
Equity securitie: 31,22¢ 7,05( — — 31,22¢ 7,05(
Total temporarily impaire $56,69C $ 7,187 $ 1,91¢ $ 30 $58,60¢ $ 7,215
2006
Municipal $ — $ — $ 13¢ $ 1 $ 13¢ $ 1
Mortgage-backed securitie 2,25¢ 9 2,74( 60 4,994 69
Collateralized mortgage obligatio — — 42 1 42 1
SBA-guaranteed loan participation certifica 34k 1 144 5 48¢ 6
Corporate bonds and equity securi 45,72 23 — — 45,72 23
Total temporarily impaire: $48,32: $ 33 $ 3,068 $ 67 $51,387 $ 10C

Securities with significant declines in fair valaee evaluated on a quarterly basis to determinghghéhey should be considered other-than-
temporarily impaired under Securities and Excha@gmmission Codification Staff Accounting Bulletinppic 5: Miscellaneous Accounting —
Item M, Other Than Temporary Impairment of Certaimestments in Debt and Equity Securities, whiabvtes that if a marketable security

in an unrealized loss position, whether due to gdmearket conditions or industry or issuer spediéictors, the holder must assess whether the
impairment is other-than-temporary. The Companyde®loped a methodology for conducting periodipairment testing on marketable
equity securities with dividends that adjust peigally based on market interest rate indices (Feetithc preferred stocks included in equity
securities). A determination of the severity of timpairment and the continuous duration of the iimpant (generally as well as the continuous
duration of any impairment exceeding 5%) is made.

77



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

NOTE 4 — SECURITIES (continued)

The Company evaluated the securities in our investrportfolio that had significant declines in fagdue at December 31, 2007 and 2006, and
concluded that the declines were primarily attriéinlé to changes in interest rates rather thantayedlity or other issuer-specific factors. Since
the Company had the ability and intent at Decen3fie2007 and 2006, to hold these investments améktovery occurred or the securities
matured, and the carrying cost of these secumtéesprojected to recover as market interest rdtesge and or the securities approached
maturities, the Company did not consider the deglim fair value to be other-than-temporary impaints. At December 31, 2007, there were
unrealized losses aggregating $7.1 million on thezléfie Mac preferred stocks, but the Company caecldrom impairment testing that the
unrealized losses did not constitute an other-teamporary impairment and thus did not record angimmpent charge on these securities for the
year ended December 31, 2007. No unrealized lesdsted at December 32006 with respect to our marketable equity se@siti

NOTE 5 — LOANS RECEIVABLE
Loans receivable are as follows:

2007 2006
Secured by or- to four-family residential real esta $ 345,24! $ 397,54
Secured by mul-family mortgage loan 291,39 297,13:
Nonresidential real esta 325,88! 320,72¢
Construction and land loal 64,48 85,22:
Commercial loan 83,23: 89,34¢
Commercial lease 144,84: 139,16
Consumer loan 3,50¢ 4,04¢
Other loans (including municipe 4,544 4,95¢

Total loans 1,263,13; 1,338,14.
Loans in proces (16¢) 14¢
Net deferred loan origination cos 2,08¢ 2,42¢
Allowance for loan losse (11,05 (10,629)

Loans, ne $1,253,99°  $1,330,09:

As of December 31, 2007 and 2006, there were appaigly $213.2 million and $243.1 million, respeety, of loans purchased from other
financial institutions included in the amount o&its secured by one- to four-family residential esstste.

Activity in the allowance for loan losses is adduls:

2007 2006 2005
Beginning balanc $10,627 $11,51¢ $11,01¢
Allowance of acquired bar — 212 —

Provision (credit) for loan loss: 697 (13¢) 51€
Loans charged o (30%) (972) (115)
Recoveries 37 4 92
Ending balanci $11,05! $10,62: $11,51¢
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NOTE 5 — LOANS RECEIVABLE (continued)

Impaired loans were as follows:

2007 2006
Year-end loans with allocated allowance for loan los $ 6,590 $ 4,63¢
Year-end loans with no allocated allowance for loands 18,06( 17,48
Total $24,65( $22,12(
Amount of the allowance for loan losses alloc: $ 806 $ 40z
Average of impaired loans during the y: $22,09( $16,40¢

Cash basis interest income received on impairetslosas approximately $2.3 million, $1.4 million da$881,000 for the years ended
December 31, 2007, 2006, and 2005.

Nonperforming loans were as follow

2007 2006
Loans past due over 90 days still on acc $ — $ —
Nonaccrual loan 12,05¢ 9,22¢

Nonperforming loans and impaired loans are defulifdrently. Some loans may be included in botlegaties, whereas other loans may ¢
be included in one category.
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NOTE 6 — SECONDARY MORTGAGE MARKET ACTIVITIES

First mortgage loans serviced for others are nduded in the accompanying consolidated statenadritsancial condition. The unpaid
principal balances of these loans were approxim&292.7 million, $304.4 million, and $366.1 mili@t December 31, 2007, 2006, and 2005,
respectively. Custodial escrow balances maintaimednnection with the foregoing loan servicing e@pproximately $6.1 million, $7.0
million, and $7.7 million at December 31, 2007, @0@nd 2005, respectively.

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

2007 2006

Servicing rights

Beginning of yea $2,20¢  $2,52¢

Additions 34¢ 18¢

Amortized to expens (396) (500
Balance, end of ye: $2,161  $2,20¢
Valuation allowanct

Beginning of yea $ — $ 58

Additions expense 31 —

Reductions credited to exper (31) (58)
Balance, end of ye: $ — $ —
Carrying value of mortgage servicing rig| $2,161  $2,20¢
Fair value of mortgage servicing rigt $2,841  $3,021

The estimated fair value of mortgage servicingtsgh the present value of the expected future fiagls over the projected life of the loan.
Assumptions used in the present value calculatierbased on actual performance of the underlyingceg along with general market
consensus. The expected cash flow is the net anod@atitmortgage servicing income and expense itéthe expected cash flows are
discounted at an interest rate appropriate foatis®ciated risk given the current market conditi®gnificant assumptions are as follows:

2007 2006
Prepayment spee 30.22% 20.7%
Discount rate 12.0(% 12.0(%
Average servicing cost per lo. $59.0( $60.0(
Escrow float rate 3.28% 5.1€%
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NOTE 6 — SECONDARY MORTGAGE MARKET ACTIVITIES (cont inued)

Key economic assumptions used in measuring thevddile of the Company’s mortgage servicing riglst®December 31, 2007 and the effect
on the fair value of our mortgage servicing rigiésn adverse changes in those assumptions, adlaws:

Fair value of mortgage servicing rigt $2,841

Weighted average annual prepayment sj 30.22%
Decrease in fair value from 10% adverse che 12€
Decrease in fair value from 20% adverse ch: 242

Weightec-average annual discount ri 12.0(%
Decrease in fair value from 10% adverse chz 99
Decrease in fair value from 20% adverse ch: 191

These sensitivities are hypothetical and shoulddeel with caution. As the figures indicate, charigdair value based on variations in
individual assumptions generally cannot be usqatedict changes in fair value based upon furtheetians of the same assumptions. Also, in
the above table, the effect of a variation in aipalar assumption on the fair value of the retdiimgerest is calculated independently without
changing any other assumption. In reality, chamgese factor may result in changes in anotheofaethich might magnify or counteract the
sensitivities.

The weighted average amortization period is 33 manfhe estimated amortization expense for eatiheofiext five years is as follows:

2008 $454
2009 35¢€
2010 28¢
2011 22¢
2012 17¢

NOTE 7 — SECURITIZATIONS

The Company securitizes conforming adjustable neg&lential mortgage loans with Fannie Mae. The Qamy retains servicing

responsibilities for these securitizations. The @any receives annual servicing fees approximati@§ percent of the outstanding balance.
Fannie Mae has no recourse to the Company’s ofisetsfor failure of debtors to pay loans when dibe. Company receives securities in
exchange for loans in these transactions and recwrdjain or loss. During 2007, $23.5 million ojusstiable rate residential mortgage loans
were securitized and $24.2 million of adjustable r@sidential mortgage loans were securitizeddb2and the securities received in exchange
were classified as available-for-sale. There weréoans securitized during 2006.
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NOTE 8 — ACCRUED INTEREST RECEIVABLE
Accrued interest receivable is summarized as falow

2007 2006
Securities $ 214 $ 42¢
Loans receivabl 6,87¢ 7,44

$7,09C $7,86¢

12

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

2007 2006
Land and land improvemer $ 11,56¢ $ 11,51t
Buildings and improvemen 30,52 29,72¢
Furniture and equipme! 9,75k 9,05¢
Computer equipmet 12,04 11,62(

63,88¢ 61,92:

Accumulated depreciatic (29,409 (26,91

$ 34,48 $ 35,00¢

Depreciation of premises and equipment was $2.6omjl$2.2 million, and $2.5 million for the yeagaded December 31, 2007, 2006, and
2005, respectively.

The Company leases certain branch facilities undacancelable operating lease agreements expininggh 2032. Rent expense, net of
sublease income, for facilities was $378,000, $284, and $208,000 in 2007, 2006, and 2005, resgdgtiexcluding taxes, insurance, and
maintenance. The projected minimum rental undestiexj leases, not including taxes, insurance, aaititenance, as of December 31, 2007 is
as follows:

2008 $ 572
2009 40¢€
2010 337
2011 341
2012 and thereafte 7,94¢
Total $9,60:

The Company has subleased some of these brantitifacind currently is entitled to receive inconfeapproximately:

2008 $ 96
2009 7
2010 6
Total $10¢
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NOTE 10 — CORE DEPOSIT INTANGIBLE
Core deposit intangible assets were as follows:

2007 2006
Gross Accumulated Gross Accumulated
Carrying Carrying
Amount Amortization Amount Amortization
Amortized intangible asse- core deposit intangible $18,61: $ 10,84: $18,61: $ 8,96/

Aggregate amortization expense was $1.9 million9 $dillion and $1.6 million for 2007, 2006, and Z)0espectively.

Estimated amortization expense for each of the fiextyears is as follows:

2008 $1,78¢
2009 1,69(
2010 1,59¢
2011 1,40¢
2012 252

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

2007 2006
Non-interes-bearing deman $ 111,65¢ $ 134,09
Interes-bearing NOW 306,51 274,39:
Money marke 250,68: 260,79¢
Savings 97,28( 114,85:
Certificates of depos 307,61° 345,45(

$1,073,651  $1,129,58!

Certificates of deposit of $100,000 or more wergragpimately $69.6 million and $94.8 million at yeamd 2007 and 2006, respectively.

Certificates of deposit include brokered accouits200 million, all internet certificates of depgsand $10.4 million, including $4.2 million of
internet certificates of deposit, at December 0 72and 2006, respectively.

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

2008 $269,45!
2009 28,10¢
2010 7,95¢
2011 1,11«
2012 991
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NOTE 11 — DEPOSITS (continued)

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

2007 2006 2005
Interes-bearing NOW $6,83¢ $4,128 $ 2,29(
Money market accoun 11,07 10,09¢ 6,35(
Savings 83: 1,01¢ 1,00t
Certificates of depos 14,70: 14,71« 10,95:

$33,44¢  $29,957  $20,59¢

NOTE 12 — BORROWINGS
Borrowed funds are summarized as follows:

December 31, 200° December 31, 200!
Weighted Weighted
Average Average
Contractual Contractual
Contractual Interest Rate
Range Rate Amount Rate Amount
Fixec-rate advance from FHLB du
Within 1 year 5.14% 5.14% 5.14% $10,00( 3.61% $ 95,00(
1to 2 year: 3.8 4.0¢€ 3.97 8,00( 5.14 10,00(
2 to 3 year: 3.91 6.44 6.0¢ 29,00( — —
3 to 4 year: — — — — 6.44 25,00(
Total fixed rate advance 3.84% 6.44% 5.52% 47,00( 4.27%  130,00(
Open Line advance, due on demi 3.9¢ 3.9¢€ 3.9¢ 34,50( — —
Total FHLB funds 3.8 6.44 4.8¢€ 81,50( 4.27 130,00(
Securities sold under agreements to repurc 3.84 3.84 3.84 14,93 4.82 8,14¢
Total borrowings 3.84% 6.44% 4.71% $96,43: 4.3(% $138,14¢

In July 2003, the Bank elected to pursue certalartz® sheet restructuring strategies as a resthedfistorically low interest rate environment.
The restructuring consisted of retiring $25.0 roilliof Federal Home Loan Bank (“FHLB") advances agulacing the other $145.0 million
with new FHLB advances with a weighted average oaugf 1.38% and a weighted average maturity of @dprately one year. The Company
incurred a net pre-tax prepayment penalty of $ifildon, recognized an immediate loss of $8.3 raillion the early extinguishment of debt,
and deferred the remaining prepayment penalty éoraance with Emerging Issues Task Force 9@Ehtor's Accounting for a Modification
or Exchange of Debt Instrument$he remaining portion of the prepayment penalag @mortized as a yield adjustment over the liftnef
refinanced borrowings. Certain of the Company’stweings would be subject to prepayment penaltiesishthey be repaid prior to maturity.
The prepayment penalty was completely amortizethd005.

The Company maintains a collateral pledge agreewswmring secured advances whereby the Compangdraed to at all times keep on he
free of all other pledges, liens, and encumbrarspes;ifically identified whole first mortgages angroved residential property not more than
90-days delinquent to secure advances from the FHL8hadago. All stock in the FHLB of Chicago is pledgas additional collateral for the
advances. At December 31, 2007, $207.0 million$9®13 million of first mortgage and multi-family mgage loans, respectively,
collateralized the advances. At December 31, 2@@7had the ability to borrow an additional $206 @iam under our credit facilities with the
FHLB of Chicago. Furthermore, we have unpledgedisees that could be used to support borrowingsxcess of $25.0 million.
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NOTE 12 —- BORROWINGS (continued)

At December 31, 2007 and 2006, the Company hadcéaipreapproved overnight federal funds borrowing and relpase agreement lines
$65 million. At December 31, 2007 and 2006, the @any also had a line of credit available with tleel€ral Reserve Bank of Chicago for ¢
million and $20.3 million, respectively. At Decenmi1, 2007 and 2006, there was no outstanding balan these lines.

NOTE 13 — INCOME TAXES
The income tax expense is as follows:

2007 2006 2005
Current $3,401 $2,36¢ $3,64¢
Deferred (43¢) 2,45¢ 633

Total income tax expen: $2,96  $4,82¢ $4,27¢

A reconciliation of the provision for income taxasmputed at the statutory federal corporate tax@884% to the income tax expense in the
consolidated statements of income follows:

2007 2006 2005
Provision computed at the statutory federal tag $3,44( $5,05¢ $5,21¢
State taxes and other, 1 97 32¢€ (272)
BOLI (29¢ — —

ESOP 194 26C 78
Dividends received deductic (569 (816) (747)

$2,96: $4,82¢ $4,27¢

Effective income tax rat 29.2%% 32.45% 27.81%

Retained earnings at December 31, 2007 and 200&meapproximately $14.9 million for which no defst federal income tax liability has
been recorded. This amount represents an allocatimtome to bad debt deductions for tax purpeadese.

85



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

NOTE 13 — INCOME TAXES (continued)

The net deferred tax asset is as follows:

2007 2006
Gross deferred tax assi
Allowance for loan losse $ 4,261 $ 4,121
Visa litigation reservi 47¢ —
Alternative minimum tax and capital loss carryfords 87¢€ 1,96(
Impairment of securities available for s 3,40z 3,42¢
Unrealized loss on securities availe-for-sale 2,77 —
Other 771 63€
12,56¢ 10,14
Gross deferred tax liabilitie
Net deferred loan origination co¢ (1,389 (1,635
FHLB stock dividend: (2,81¢) (1,829
Purchase accounting adjustme (2,497 (3,099
Accumulated depreciatic (227) (399
Mortgage servicing right (833) (857)
Unrealized gain on securities available for ¢ — (1,989
Goodwill (50¢) —
Other (360) (613
(7,632 (10,4096
Net deferred tax asset (liabilit $ 4,93« $ (265

At December 31, 2007, the Company included in defktax assets a $876,000 asset for capital losg@avards, which expires in 2011. The
alternative minimum tax credits were fully utilized2007. Based upon projections of future taxaideme, including capital gains,
management believes that it is more likely thanthat the deferred tax assets will be fully realizaed thus a valuation allowance is not
needed.

Unrecognized Tax Benefits
A reconciliation of the beginning and ending amoofntinrecognized tax benefits is as follows:

Balance at January 1, 20 $192
Additions based on tax positions related to theeniryeal 37
Additions for tax positions of prior yea 9
Reductions for tax positions of prior ye: (66)
Reductions due to the statute of limitatic (64)
Settlement: —
Balance at December 31, 20 $10¢€

86



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

NOTE 13 — INCOME TAXES (Continued)
The Company does not expect the total amount afaagnized tax benefits to significantly increaséecrease in the next twelve months.

The total amount of interest and penalties recoméke income statement for the year ended DeceBihe2007 was $25,000, and the amount
accrued for interest and penalties at Decembe2@®17 was $20,000.

The Company and its subsidiaries are subject tofddgral income tax as well as income tax of th&esof Illinois. The Company is no longer
subject to examination by these taxing authorfileyears before 2004 for federal income tax an@3@r the State of Illinois.

NOTE 14 — REGULATORY MATTERS

The Bank is subject to regulatory capital requirate@dministered by the federal banking agenciaidurfé to meet minimum capital
requirements can initiate certain mandatory—andiptsadditional discretionary-aetions by regulators that, if undertaken, couldeha direc
material effect on the Barkfinancial statements. Under capital adequacysjinies and the regulatory framework for prompt eoctive action
the Bank must meet specific capital guidelines ifnatlve quantitative measures of the Bank’s asdetsilities, and certain off-balance-sheet
items as calculated under regulatory accountingtjpess. The Banle capital amounts and classification are also stibjequalitative judgmen
by regulators about components, risk weightingd, @her factors.

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

Minimum Required to Be

Minimum Required for
Capital Adequacy

Well Capitalized Under
Prompt Corrective Action

Actual Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 200
Total capital (to ris-weighted asset: $213,45¢ 1659 $ 103,25¢ 8.0% $ 129,07: 10.0(%
Tier 1 (core) capital (to risweighted asset: 203,217 15.7¢ 51,63( 4.0C 77,44 6.0C
Tier 1 (core) capital (to adjusted total ass 203,217 13.9¢ 58,27¢  4.0C 72,841 5.0C
December 31, 200
Total capital (to ris-weighted asset: $247,25. 20.0¢% $ 98,47¢ 8.00% $ 123,09¢ 10.0(%
Tier 1 (core) capital (to ri-weighted asset: 237,030 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
The following is a reconciliation of the Bank’s éyuunder GAAP to regulatory capital.
2007 2006
GAAP equity $226,82¢ $268,43!
Disallowed intangible asse (27,82 (28,399
Unrealized (gain) loss on securities avail-for-sale 4,21( (3,008
Tier | capital 203,21 237,03
General regulatory loan loss reser 10,24¢ 10,22(
Total regulatory capite $213,45¢  $247,25!

As of December 31, 2007 and 2006, the most reaatiftaation from the Office of Thrift Supervisiorategorized the Bank as well capitalized
under the regulatory framework for prompt correetaction. There are no conditions or events sinaertotification that management believes
have changed the institution’s category.

Federal regulations require the Bank to comply w&itQualified 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 @laced on growth, branching, new
investment, FHLB advances, and dividends or thitition must convert to a commercial bank chaméanagement considers the QTL test to
have been met.

The Bank is subject to restrictions on the amotinividends it may declare without prior regulat@pproval. The Bank has obtained approval
for a $2.0 million dividend as of January 1, 2008.

NOTE 15 - EMPLOYEE BENEFIT PLANS

Employee Stock Ownership PIZESOP”). Employees are eligible to participate in the ES@&r attainment of age 21 and completion of one
year of service. In connection with the conversiod reorganization, the ESOP borrowed $19.6 milliom the Company, and used 1

proceeds of the loan to purchase 1,957,300 comimanes issued in the subscription offering at $1@&0share. The loan is secured by shares
purchased with the loan proceeds and will be repgithe ESOP with funds from the Bank’s discretign@ontributions 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,rB&f@P shares are allocated to participants baseelative compensation and expense is
recorded. Participants receive their earned staré®e end of employment.

Contributions to the ESOP during 2007 and 2006 #&r@ million each year. Expense related to the ES@t of dividends received on
unallocated ESOP shares, was $1.0 million, $1.4aniand $718,000 for the years ended Decembe2@®17, 2006 and 2005, respectively.

Shares held by the ESOP were as follows:

2007 2006

Allocated to participant 244,66 146,79
Distributed to participant (1,715 —

Unearnec 1,712,633 1,810,50:

Total ESOP share 1,955,58! 1,957,301

Fair value of unearned sha $ 27,09 $ 32,24

Profit Sharing Plan/401(k) PlarThe Company has a defined contribution plan (“prstfiaring plan”) covering all of its eligible emgkes.
Employees are eligible to participate in the prsfiaring plan after attainment of age 21 and cotigpl®f one year of service. The Company
matches employee contributions up to 5% of an eyags wages. The Company may also contribute aitiaclal amount annually at the
discretion of the Board of Directors. Contributidogaling $566,000, $728,000, and $791,000 wereenfadthe years ended 2007, 2006, and
2005, 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 Direaitbthke Company to grant a variety of cash- andtgdpased incentive awards, including
stock options, stock appreciation rights, restdcttock, performance shares and other incentivedsyt employees and directors aggregating
up to 3,425,275 shares of the Company’s commorksidee Company has adopted the requirements of S¥A3 23R Share-Based

Paymen.

The Human Resources Committee grants stock optiiopgrchase shares of the Company’s common stocértain employees and directors
of the Company. The exercise price for the stodioop is the fair market value of the common stookhe dates of the grants. The stock
options generally vest annually over three to fiear periods; vesting is subject to acceleratioreinain circumstances. The stock options will
expire if not exercised within five years from tih&te of grant.

The fair value of each option award is estimatethendate of grant using a closed form option \iduma(Black-Scholes) model that uses the
assumptions noted in the table below. The riskdfneerest rate was determined using the yield aféel 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 outstandingveassl determined by applying the simplified methedtkowed by SAB 107. The expected
volatility was determined using historical volatéis based on historical data for the NASDAQ Bamidelx because the Company lacked
sufficient history in its stock. Estimated forfais were assumed to be zero due to the lack afrluat experience for the Company.
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NOTE 16 — EQUITY INCENTIVE PLANS (continued)

The Company estimated the grant date fair valugptibns awarded in fiscal 2007 and 2006 using taelBScholes Optiofrricing model witt
the following assumptions:

2007 2006
Assumptions Assumptions
Risk-free interest rat 4.47% 4.6%%
Expected option life (year: 3.4z 3.57
Expected stock price volatilit 11.06% 11.2%
Current quarterly cash dividel $ 0.07 $ 0.0¢
Projected dividend growt 5.0(% 5.0(%
Weighted average fair value of options grantedrdyuyiear $ 0.85: $ 1.45¢

The Company recognized $498,000 and $413,000 ok<tased compensation expenses relating to théiggasf stock options for the year
ended December 31, 2007 and 2006, respectivelpf Becember 31, 2007, the Company had $1.2 mibhoiotal unrecognized compensation
cost related to unvested stock options. The castpgcted to be recognized over a weighted averaged of 1.5 years as follows:

2008 $45¢
2009 401
2010 36¢
2011 17
Weighted
Average
Remaining
Contractual Aggregate
Weighted A
Number of Average Term (in Intrinsic
Stock Options Shares Exercise Price years) value M)
Stock options outstanding at December 31, 2 1,301,001 17.6: 4.7 $ 234
Stock options grante 301,20( 15.8¢
Stock options exercise — —
Stock options forfeite: (4,800 (16.00)
Stock options outstanding at December 31, 2 1,597,40! 17.4C 3.8 $ —
Stock options exercisable at December 31, - 617,12( 17.4¢ 4.C $ —
Fully vested and expected to vi 1,597,401 17.4( 3.9 $ —

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

The Company grants shares of restricted stockrtaineemployees and directors of the Company. TWerds generally vest annually over
varying periods from three to five years and vegtinsubject to acceleration in certain circumséandhe cost of such awards will be accrued
ratably as compensation expense over such respgeiiods based on expected vesting dates. The @gmpcognized $3.6 million of
expenses relating to the grant of shares of réstristock during each of the years ended Decenthe20®7 and 2006. As of December 31,
2007 and 2006, the total unrecognized compensatistirelated to unvested shares of restricted stask$7.4 million and $10.8 million,
respectively. The cost is expected to be recognixed a weighted average period of 1.3 years folbmvs:

2008 $3,531
2009 2,151
2010 1,761
Weighted Weighted
Number of Average Fair Avegrage Algtgrirsgiite
Value at Term to Vesl
Restricted Stock Shares® Grant Date (in years) value ©)
Shares outstanding at December 31, Z — $ —
Shares grante 816,00( 17.6:
Shares veste (174,050 17.6:
Shares forfeite — —
Shares outstanding at December 31, Z 641,95( $ 17.6: 2.2 $11,43:
Shares grante 17,45( 15.4]
Shares veste (224,25() 17.6:
Shares forfeite — —
Shares outstanding at December 31, Z 435,15( $ 17.5i 1.8 $ 6,88¢

(2) The end of period balances consist only of unvesiedes
(3) Restricted stock aggregate intrinsic value esents the number of shares of restricted stockphied by the market price of the common
stock underlying the outstanding shares on the stadern.

91



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

NOTE 17 — LOAN COMMITMENTS AND OTHER OFF-BALANCE SH EET ACTIVITIES

The Company is party to various financial instrutsemith off-balance-sheet risk. The Company usesdHinancial instruments in the normal
course of business to meet the financing needastbmers and to effectively manage exposure todsteate risk. These financial instruments
include commitments to extend credit, standby ietté credit, unused lines of credit, and committaea sell loans. When viewed in terms of
the maximum exposure, those instruments may inydbvearying degrees, elements of credit and istenate risk in excess of the amount
recognized in the consolidated statements of filsduecondition. Credit risk is the possibility thatcounterparty to a financial instrument will be
unable to perform its contractual obligations. tag rate risk is the possibility that, due to aesiin economic conditions, the Company’s net
interest income will be adversely affected.

The following is a summary of the contractual otiowal amount of each significant class of off-male-sheet financial instruments
outstanding. The Company’s exposure to creditilosise event of nonperformance by the counterpgartgommitments to extend credit,
standby letters of credit, and unused lines ofitisdepresented by the contractual notional amofithese instruments.

The contractual or notional amounts are as follows:

2007 2006

Financial instruments wherein contractual amouegsesent credit ris
Commitments to extend cret $ 17,60¢ $ 22,84¢
Standby letters of crec 4,14( 3,46¢
Unused lines of cred 218,82( 233,22¢
Commitments to sell mortgag 2,79¢ 2,83¢

Commitments to extend credit are generally madgéoiods of 60 days or less. The fixed-rate loamsroitment totaled $13.6 million with
interest rates ranging from 5.25% to 6.875% andurites ranging from 1 to 30 years.

Since many of the commitments are expected to exgithout being drawn upon, the total commitmenbanis do not necessarily represent
future cash requirements. The Company evaluatésaestomer’s creditworthiness on a case-by-case.bEtse amount of collateral obtained,
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 mfgde-family residential real estate.

Pursuant to the bylaws of Visa USA, the Comparghbiggated to indemnify Visa, Inc. for certain liéition losses. On October 3, 2007, a Loss
Sharing Agreement became effective which reaffirmmedCompany’s obligation to indemnify Visa, Inor potential future settlement of
certain litigation. The Company’s indemnificatiobligation is limited to its proportionate equitytémest in Visa USA. During 2007, Visa
announced that it had recognized liabilities fastyable settlements for two of the covered suite® Chmpany has accrued its proportionate
share of these anticipated settlements. In addititmCompany has recognized a guarantee lialfdlitthe other covered suits. As of
December 31, 2007, the Company’s estimated liglitated to its obligation to indemnify Visa fanwered litigation was $1.24 million.
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NOTE 18 — FAIR VALUES OF FINANCIAL INSTRUMENTS
The carrying amount and estimated fair value ddrficial instruments is as follows:

2007 2006
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial assetl
Cash and cash equivale $ 28,94¢ $ 28,94¢ $ 67,337 $ 67,331
Securities 77,04¢ 77,04¢ 117,85: 117,85:
Loans hel-for-sale 175 1732 29¢ 29¢
Loans receivable, net of allowance for loan los 1,253,99! 1,262,62 1,330,09: 1,330,77!
FHLB stock 15,59¢ 15,59¢ 15,59¢ 15,59¢
Accrued interest receivab 7,09( 7,09(C 7,86¢ 7,86¢
Mortgage servicing right 2,161 2,841 2,20¢ 3,021
Financial liabilities
Non-interes-bearing demand depos $ (111,559 $(111,55) $(134,09) $ (134,09)
NOW and money market depos (557,199 (557,199 (535,18) (535,18)
Savings (97,280 (97,280 (114,85) (114,85)
Certificates of depos (307,61) (309,52) (345,45() (346,48))
Borrowings (96,439 (98,40¢) (138,149 (138,809
Accrued interest payab (980) (980) (1,189 (1,189

For purposes of the above, the following assumptisare used:

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

Securities: The estimated fair values of securities are baseguoted market prices when they are currentiylable. If a quoted market price
for a specific security is not currently availalille Company estimates the fair value based ogubted market price of another security with
similar characteristics, adjusted to reflect ohbjedly measurable differences such as coupon raeseset dates. In the absence of current
guoted market prices for the same or a similarrigcthe Company uses other valuation techniqoetetermine fair value, such as obtaining
broker-dealer valuations or estimating fair valasdxd on valuation modeling. Significant judgmeribi®lved in determining fair value in the
absence of current quoted market prices.

Loans: The estimated fair value for loans has been deterd by calculating the present value of futurghchlows based on the current rate
Company would charge for similar loans with simitaaturities, applied for an estimated time periatildhe loan is assumed to be repriced or
repaid. The estimated fair values of loans heldstde are based on quoted market prices.

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

Deposit Liabilities: The estimated fair value for certificate depobkis been determined by calculating the preseoewal future cash flows
based on estimates of rates the Company would paych deposits, applied for the time period ungiturity. The estimated fair values of
non-interest-bearing demand, NOW, money market santhgs deposits are assumed to approximatedfieiring values as management
establishes rates on these deposits at a leveappadximates the local market area. Additionalgse deposits can be withdrawn on demand.
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NOTE 18 — FAIR VALUES OF FINANCIAL INSTRUMENTS (continued)

Borrowings: The estimated fair values of advances from theB-Hnd note payable are based on current marles fat similar financing.
The estimated fair value of securities sold un@dgea@aments to repurchase is assumed to equal itsrcavalue due to the short-term nature of
the liability.

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

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

While the above estimates are based on managengadisent of the most appropriate factors, as eftthlance sheet date, there is no
assurance that the estimated fair values would hega realized if the assets were disposed ofediiahilities settled at that date, since market
values may differ depending on the various circamaes. The estimated fair values would also nayappubsequent dates.

In addition, other assets and liabilities thatrawefinancial instruments, such as premises angewnt, are not included in the above
disclosures.

NOTE 19- OTHER COMPREHENSIVE INCOME (LOSS)
Other comprehensive income (loss) components datédetaxes were as follows:

2007 2006 2005
Unrealized holding gains (losses) on securitiesla@va-for-sale $(11,979 $5,237 $2,35¢
Tax effect 4,99« (2,020) (93E)
Unrealized holding gains (losses) on securitieslava-for-sale, net of ta (6,98E) 3,21 1,42(
Less reclassification adjustments for net gainegaized in incoms (399) (101) —
Tax effect 16€ 39 —
Less reclassification adjustments for net gainsgaized in income, net of te (233) (62) —
Other comprehensive income (lo: $ (7,218 $ 3,158 $1,42(
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NOTE 20 — COMPANY ONLY CONDENSED FINANCIAL INFORMAT ION

Condensed financial information of BankFinanciar@wation as of December 31, 2007, 2006 and 200&.fs:

Condensed Statements of Financial Condition

ASSETS

Cash in subsidiar

Loan receivable from ESC
Investment in subsidiat
Other asset

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Accrued expenses and other liabilit
Total stockholder equity

Total liabilities and stockholde’ equity

2007

2006

$ 44,23. $ 36,80t
18,34! 18,87(
226,82° 268,43
1,92¢ 1,90
$291,32( $326,01!
191 —
291,13°  326,01!
$291,32( $326,01!
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NOTE 20 — COMPANY ONLY CONDENSED FINANCIAL INFORMAT ION (continued)

Condensed Statements of Income

2007 2006 2005
Interest incom $ 1,321 $ 135 $ 717
Dividends from subsidiar 47,50( 10,50( —
Other expens 1,86¢ 1,52¢ 377
Income before income tax and undistributed subsidicome 46,957 10,32¢ 34C
Income tax expense (benel (209) (66) 12¢
Income before equity in undistributed subsidiargoime 47,16¢ 10,39 21z
Equity in undistributed subsidiary income (exceiss$rithutions) (40,01)) (346€) 10,86:
Net income $ 7,15F $10,04¢ $11,07:
Condensed Statements of Cash Flows
2007 2006 2005
Cash flows from operating activities
Net income $ 7,158 $10,04¢ $ 11,07¢
Adjustments
Equity in undistributed subsidiary incor 40,01 34¢€ (10,86))
Change in other asse (22) 387 (2,2372)
Change in accrued expenses and other liabi 191 (1,11 1,111
Net cash from operating activities 47,33¢ 9,66¢ (909
Cash flows from investing activities
Cash paid in acquisitic — (23,949 —
Principal payments received on ESOP | 52¢ 49t 20¢
Capital contribution to subsidiary ba — — (147,859
Net cash from investing activities 52¢ (23,449 (147,65)
Cash flows from financing activities
Repurchase and retirement of common s (33,959 (17,290 —
Cash dividends paid on common stt (6,481) (4,44¢) —
Net proceeds from sale of common st — — 220,67¢
Net cash from financing activities (40,439 (21,736 220,67¢
Net change in cash and cash equival 7,42 (35,516 72,11¢
Beginning cash and cash equivale 36,80t 72,32 202
Ending cash and cash equivalent $4423. $36,80f $ 72,32
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NOTE 21 — SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

Year Ended December 31, 200

First Second Third Fourth

Quarter Quarter Quarter Quarter
Interest Income $23,79: $23,11: $23,12: $21,92¢
Interest Expens 9,76% 9,76( 9,89¢ 8,88(
Net interest incom 14,02¢ 13,35 13,22F 13,04¢
Provision (credit) for loan loss: 581 (3549) 46C 10
Net interest incom 13,447 13,70¢ 12,76 13,03t
Non interest incom 2,042 2,32 2,771 2,50z
Non interest expens 13,12 12,66¢ 12,38: 14,311
Income before income tax 2,367 3,36¢ 3,15¢ 1,22¢
Income tax expens 71€ 1,02¢ 922 297
Net Income $ 1651 $233 $2237 $ 92¢
Basic earnings per common sh $ 00¢ $ 011 $ 011 $ 0.0f
Diluted earnings per common shi $ 00¢ $ 011 $ 011 $ 0.0t

Year Ended December 31, 200

First Second Third Fourth

Quarter Quarter Quarter Quarter
Interest Income $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¢ 12,45] 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 $3,14C $290¢ $ 2,798 $ 1,20%
Basic earnings per common sh $ 014 $ 01 $ 0.1z $ 0.0¢
Diluted earnings per common shi $ 014 $ 01z $ 0.1z $ 0.0¢

We had net income of $929,000 for the fourth quart007. Our operating results for the fourth @aof 2007 included a pre-tax charge of
$1.2 million, which reflected our proportionate shaf Visas estimated litigation obligations. The charge vex®rded because BankFinanc
like other Visa USA members, is obligated to shaqeenses, resulting from certain indemnified Vitgdtion, proportionately with its
ownership interests in Visa USA.

Our operating results for the fourth quarter of 2@tcluded a $1.2 million pre-tax expense for egbésed compensation and benefits,
compared to a $3.5 million amount recorded in theth quarter of 2006. These expenses relate istantial part to the vesting of equitgsec
awards that were made in 2006 pursuant to the Etnientive Plan that our stockholders approved,tarexpenses arising from the ESOP
we established in connection with our mutual-taektoonversion in June of 2005.
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NOTE 22 - MUTUAL TO STOCK CONVERSION

On June 23, 2005, the Company completed the canwefrom a mutual holding company form of organiaatto the stock form of
organization and sold 24,466,250 shares of comruak @t $10.00 per share in a subscription offetingligible account holders, the
Company’s tax-qualified employee benefit plans pdeimental eligible account holders and other membéthe Company.

At the time of conversion, the Company establishdiquidation account in an amount equal to itswmetth as of December 31, 2004. The
liquidation account represents a calculated amfmurthe purposes described below, and it doesemesent actual funds included in the
consolidated financial statements of the Compaig. liguidation account will be maintained for thenkfit of eligible depositors who continue
to maintain their accounts at the Company aftewewsion. The liquidation account will be reducedwaatly to the extent that eligible
depositors have reduced their qualifying depoSitdhsequent increases will not restore an eligibé®@ant holder’s interest in the liquidation
account. In the unlikely event of a complete liguidn, each eligible depositor will be entitledrézeive a distribution from the liquidation
account in an amount proportionate to the currdjusted qualifying balances for the accounts hettordingly, retained earnings of the
Company are deemed to be restricted up to the talafthe liquidation account.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

Not Applicable

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

Under the supervision and with the participatiomof management, including our Principal Execu@fécer and Principal Financial Officer,
we evaluated the effectiveness of the design aedatipn of our disclosure controls and proceduassléfined in Rule 13a-15(e) and 1Bsle)
under the Exchange Act) as of the end of the figeal (the “Evaluation Date”Based upon that evaluation, the Principal Execu@iffecer anc
Principal Financial Officer concluded that, asted Evaluation Date, our disclosure controls anadgadares were effective in timely alerting
them to the material information relating to us gar consolidated subsidiaries) required to beuihet! 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 effectiveeagsur internal control over financial reportiagd the attestation report thereon issued by
our independent registered public accounting firmmset forth under “Report of Management on Inte@untrol Over Financial Reportingind
“Report of Independent Registered Public Accountirgn on Internal Control Over Financial Reportingider “Item 8. Financial Statements
and Supplementary Data.”

(c) Changes in internal control

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

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

ITEM9B. OTHER INFORMATION
Not Applicable.
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PART llI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

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

Section 16(a) Beneficial Ownership Reporting Compdince. The information concerning compliance with thpading requirements of
Section 16(a) of the Securities Exchange Act of4188 our directors, officers and 10 percent stotddus 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 FKiah®fficers that applies to our principal exegatofficer, 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, 2006. We have also adopted a CdBesiiess Conduct, pursuant to
Nasdaq requirements, that applies generally talvactors, officers, and employes

ITEM 11. EXECUTIVE COMPENSATION

The information concerning compensation requiredhiyitem will be filed with the Securities anddiange Commission by amendment to
this Form 10-K, not later than 120 days after theé ef our fiscal year.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information concerning security ownership atai@ 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 theé ef our fiscal year.

Securities Authorized for Issuance under Equity Corpensation Plan

The following table sets forth information regamlithe securities that were authorized for issuamcker our 2006 Equity Incentive Plan as of
December 31, 2007:

(Column A) (Column B) (Column C)
Number of
Securities
Number of Remaining
Securities to be Available for Future
Issued Upon Weighted-Average Issuance under 200
Exercise of Exercise Price of Equity Incentive
Outstanding Outstanding Plan (Excluding
Options, Warrants Options, Warrants Securities Reflectec
Plan Category and Rights and Rights in Column (A))
Equity compensation plans approved by stockhol 2,032,55! $ 17.4C 994,52!
Equity compensation plans not approved by stocldre — — —
Total 2,032,55I 17.4(C 994,52!

Column (A) represents stock options and restristedk outstanding under the Company’s 2006 Equitemtive Plan. Future equity awards
under the 2006 Equity Incentive Plan may take @mnfof stock options, stock appreciation rightsfgenance unit awards, restricted stock,
restricted performance stock, restricted stocks,isiibck awards or cash. Column (B) representa/éighted-average exercise price of the
outstanding stock options only; the outstandingricted stock awards are not included in this daliton. Column (C) represents the maximum
aggregate number of future equity awards that eamé&de under the 2006 Equity Incentive Plan aseaebhber 31, 2007.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information concerning certain relationshipd eglated transactions required by this will bediwith the Securities and Exchange
Commission by amendment to this Form 10-K, notrldten 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 after the ef our fiscal year.

PART IV

ITEM 15.  EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(2)(1) Financial Statemen

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

(A) Report of Independent Registered Accounting F

(B) Consolidated Statements of Financial Cond—at December 31, 2007 and 2C

©) Consolidated Statements of Operations for the yeraded December 31, 2007, 2006 and ~

(D) Consolidated Statements of Changes in Stockh¢ Equity for the years ended December 31, 2007, 20@6200=
(E) Consolidated Statements of Cash Flows for the yeradled December 31, 2007, 2006 and 2

(F) Notes to Consolidated Financial Stateme

(8)(2) FEinancial Statement Schedu

None.
(@)(3) Exhibits
The documents set forth below are filed herewitinoorporated herein by reference to the locatiaticated.

Exhibit Location
3.1 Articles of Incorporation of BankFinancial Corpaoat Exhibit 3.1 to the Registration Statement on Forth @& the
Company (file no. 333-119217), originally filed withe Securities
and Exchange Commission on September 23,

3.2 Bylaws of BankFinancial Corporatic Exhibit 3.2 to the Registration Statement on Fo-1 of the
Company (file no. 333-119217), originally filed withe Securities
and Exchange Commission on September 23,

3.% Articles of Amendment to Charter of BankFinancialr@@oration Exhibit 3.3 to the Registration Statement on Forh @& the
Company (file no. 333-119217), originally filed Withe Securities
and Exchange Commission on September 23,
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3.4

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.11

10.1Z

10.15

10.14

Restated Bylaws of BankFinancial Corporation

Form of Common Stock Certificate of BankFinanciak@ration

Employee Stock Ownership Pl

Deferred Compensation Plan

Employment Agreement with F. Morgan Gas

Employment Agreement with James J. Brennan

Employment Agreement with Paul A. Clout

Employment Agreement with Robert J. O’'Shaughnessy

Employment Agreement with Christa N. Calabrese

Form of Employment Agreement with F. Morgan Ga:

Form of Employment Agreement with Senior Executdfficers

Form of Employment Agreement for Named Executivédefs

Form of Incentive Stock Option Award Terms
2006 BankFinancial Corporation Equity IncentiverF

Form of Performance Based Incentive Stock OptiorasnTerms
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Exhibit 3.4 to the Annual Report on Form 10K of tbempany
(file no. 0001193125-07-054748), filed with the Geties and
Exchange Commission on March 15, 20

Exhibit 4 to the Registration Statement on Form &-the
Company (file no. 333-119217), originally filed withe Securities
and Exchange Commission on September 23,

Exhibit 10.1 to the Registration Statement on F8-1 of the
Company (file no. 333-119217), originally filed Withe Securities
and Exchange Commission on September 23,

Exhibit 10.2 to the Registration Statement on F&qh of the
Company (file no. 333-119217), originally filed Withe Securities
and Exchange Commission on September 23,

Exhibit 10.3 to the Registration Statement on F&8-1 of the
Company (file no. 333-119217), originally filed Withe Securities
and Exchange Commission on September 23,

Exhibit 10.4 to the Registration Statement on F&uh of the
Company (file no. 333-119217), originally filed withe Securities
and Exchange Commission on September 23, .

Exhibit 10.5 to the Registration Statement on F8-1 of the
Company (file no. 333-119217), originally filed withe Securities
and Exchange Commission on September 23,

Exhibit 10.6 to the Registration Statement on F&qh of the
Company (file no. 333-119217), originally filed Withe Securities
and Exchange Commission on September 23,

Exhibit 10.7 to the Registration Statement on F&qh of the
Company (file no. 333-119217), originally filed Withe Securities
and Exchange Commission on September 23,

Exhibit 10.10 to the Registration Statement on F&-1 of the
Company (file no. 333-119217), originally filed withe Securities
and Exchange Commission on September 23,

Exhibit 10.11 to the Registration Statement on F8rh of the
Company (file no. 333-119217), originally filed withe Securities
and Exchange Commission on September 23,

Exhibit 10.14 to the Registration Statement on F&-1 of the
Company (file no. 333-119217), originally filed withe Securities
and Exchange Commission on September 23,

Exhibit 10.1 to the Report on Form 8-K of the Comypéiled with
the Securities and Exchange Commission on Septebl2806

Appendix C to the Definitive Form 14A filed withelSecuritie:
and Exchange Commission on May 25, 2006 (File N6-51331)

Exhibit 10.2 to the Report on Forn-K of the Company filed witl
the Securities and Exchan



10.1¢

10.1€

10.17

10.1€

10.1¢

10.2C

14

21

23

311

31.2

32

Form of Non-Qualified Stock Option Award Terms

Form of Performance Based Non-Qualified Stock Qp#avard
Terms

Form of Restricted Stock Unit Award Agreem:

Form of Performance Based Restricted Stock Awanceé&men
Form of Restricted Stock Award Agreement

Form of Stock Appreciation Rights Agreement

Code of Ethics for Senior Financial Office

Subsidiaries of Registrant

Consent of Crowe Chizek and Company L

Certification of Chief Executive Officer pursuant$ection 302 ¢
the Sarban«Oxley Act of 2002

Certification of Chief Financial Officer pursuat $ection 302 ¢
the Sarban«Oxley Act of 2002

Certification of Chief Executive Officer and Chieihancial Office
pursuant to Section 906 of the Sarbi-Oxley Act of 2002*

Commission on September 5, 2(

Exhibit 10.3 to the Report on Form 8-K of the Compéiled with
the Securities and Exchange Commission on Septeb 2806

Exhibit 10.4 to the Report on Form 8-K of the Comypéiled with
the Securities and Exchange Commission on Septeb 2806

Exhibit 10.5 to the Report on Forn-K of the Company filed witl
the Securities and Exchange Commission on Septebl2806

Exhibit 10.6 to the Report on Forn-K of the Company filed witl
the Securities and Exchange Commission on Septemi906

Exhibit 10.7 to the Report on Form 8-K of the Compéiled with
the Securities and Exchange Commission on Septemi906

Exhibit 10.8 to the Report on Form 8-K of the Compéiled with
the Securities and Exchange Commission on Septemi906

Exhibit 14 to the Annual Report on Form-K of the Compan
(file no. 0001193125-06-064000), filed with the Geiies and
Exchange Commission on March 27, 2(

Exhibit 21 to the Registration Statement on Forth &-the
Company (file no. 333-119217), originally filed withe Securities
and Exchange Commission on September 23,

Filed herewitr

Filed herewitr

Filed herewitr

Furnished herewit

* A signed original of this written statement reqdif®y Section 906 has been provided to the Compadyl be retained by the Compa
and furnished to the Securities and Exchange Cosioni®r its staff upon reque:
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regyidthas duly caused this report tc
signed on its behalf by the undersigned, theredatp authorized.

Date: March 12, 2008

BANKFINANCIAL CORPORATION

By: /s/ F. Morgan Gasior

F. Morgan Gasio

Chairman of the Board, Chief Executive Officer drésiden

(Duly Authorized Representativ

Pursuant to the requirements of the Securities &xgh of 1934, this report has been signed belothéjollowing persons on behalf of

the Registrant and in the capacities and on thesdatlicated.

Signatures

/s/ F. Morgan Gasic

F. Morgan Gasio

/s/ Paul A. Cloutie

Paul A. Cloutiel

/s/ Cassandra J. Fran

Cassandra J. Franc

/s/ John M. Hausmar

John M. Hausman

/s/ Sherwin R. Koopmar

Sherwin R. Koopman

/s/ Joseph A. Schudt

Joseph A. Schuc

/sl Terry R. Wells

Terry R. Wells

/s/ Glen R. Wherfel

Glen R. Wherfe

Title
Chairman of the Board, Chief Executive
Officer and Presider
(Principal Executive Officer

Executive Vice President and Chief Finan
Officer

(Principal Financial and Accounting Office
Director

Director

Director

Director

Director

Director
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Date

March 12, 200

March 12, 200

March 12, 200

March 12, 200

March 12, 200

March 12, 200

March 12, 200

March 12, 200



Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inrRbgistration Statement on Form S-8 (Number 333732) of BankFinancial
Corporation, of our report dated March 8, 2008hwéspect to the consolidated financial statemeihBankFinancial Corporation and the
effectiveness of the Company’s internal controlrdirgancial reporting, which report appesin this Annual Report on Form 10-K of
BankFinancial Corporation for the year ended Deaam3ii, 2007.

Crowe Chizek and Company LLC

Oak Brook, lllinois
March 8, 2008



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 notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand 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 maintainiisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules

13&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b) Designed such internal control over financial réjpgr or caused such internal control over finah@aorting to be designed unc
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentdsineport our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation;

d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registré's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refmahcial information; ant

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

Date: March 12, 2008 /s/ F. Morgan Gasic

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 Acf 2002

[, Paul A. Cloutier, 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 notaiorny untrue statement of a material fact or amgttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand 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 maintainiisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules

13&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b) Designed such internal control over financial réjpgr or caused such internal control over finah@aorting to be designed unc
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentdsineport our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation;

d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registré's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5.  The registrant’s other certifying officer antldve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refmahcial information; ant

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

Date: March 12, 2008 /s/ Paul A. Cloutie

Paul A. Cloutiel
Executive Vice President and
Chief Financial Office



Exhibit 32

Certification of Chief Executive Officer and Chief Financial Officer
Pursuant to Section 906 of the Sarbanes-Oxley Acf 2002

F. Morgan Gasior, Chairman of the Board, Chief kiwe Officer and President of BankFinancial Cogimm, a Maryland corporation
(the “Company”) and Paul A. Cloutier, Executive ¥iresident and Chief Financial Officer of the Camp each certify in his capacity as an
officer of the Company that he has reviewed theuahreport on Form 10-K for the year ended Decertie2007 (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 Exchahgeof 1934; anc
2. the information contained in the Report fairly mets, in all material respects, the financial ctadiand results of operations of 1

Company.
Date: March 12, 200 /s/ F. Morgan Gasic
F. Morgan Gasior
Chairman of the Board, Chief Executive Officer
and Presider
Date: March 12, 200 /s/ Paul A. Cloutie

Paul A. Cloutier
Executive Vice President and Chief Financial
Officer

A signed original of this written statement reqdil®y Section 906 has been provided to the Compadyéll be retained by the
Company and furnished to the Securities and Exah&ammission or its staff upon reque



