2010 Annual Report



President’s Message
To Our Stockholders:

On behalf of AMB Financial Corp. (the Company), and its wholly owned subsidiary, American Savings, FSB (the
Bank), | am pleased to present our 2010 annual financial report. The board of directors, officers and employees are
optimistic regarding opportunities for the organization in the future.

In 2010 the Bank celebrated its 100-year anniversary of serving the communities of Northwest Indiana. The Bank
was formed in 1910 as the First Polish Building and Loan Association. The Bank’s humble beginnings in the
basement of a north Hammond church exemplify the purest example of community. The organization was formed out
of the concept of neighbor helping neighbor to achieve financial goals and often even dreams. Today we proudly
admit that the mission of the organization remains true to that original sense of community loyalty. We remain today a
part of this community, helping our neighbors achieve their financial goals and dreams through our financial strength
and stability.

2010 saw a continuation of the effects of one of the worst economic crises, commonly referred to as the Great
Recession, in recent history. A variety of factors such as continued high unemployment, declines in real estate value
and overall lack of consumer spending contributed to a listlessness in the local economy. Despite many of these
hurdles that continue to plague the profits and stability of the banking industry today, the Company managed to
produce $395,000 in net income as compared with the prior year’s loss of $1.6 million.

Interest income for the Company declined $237,000 as compared to the previous year from $8.4 million in 2009 to
$8.2 million in 2010. The decline in interest income was primarily attributed to a decline in loans receivable and the
impact of lower short and long-term interest rates. At the same time, this decline was offset by a $1.2 million
reduction in interest expense from $4.4 million in 2009 to $3.2 million in 2010.

The need to add additional provisions for loan losses declined significantly from $2.4 million in 2009 to $631,000 in
2010. This difference of $1.8 million in reserving activity had a materially positive impact on net interest income after
provision for loan losses, which increased 175.5% from $1.6 million in 2009 to $4.3 million in 2010.

Deposits in the Bank increased by 3.2% from $143.3 million in 2009 to $147.9 million in 2010. The increased
deposits and a 3.4% decline in loans receivable from $138.0 million in 2009 to $133.4 million in 2010 were used to
pay off $10.6 million in high rate borrowings from the Federal Home Loan Bank of Indianapolis (FHLBI). The
repayment of FHLBI borrowings contributed to a $387,000 reduction in interest expense in 2010. Overall, total assets
declined 3.3% from $187.5 million in 2009 to $181.3 million in 2010.

The Bank continues to remain well capitalized by regulatory standards. The tier | (core) capital and risk-based capital
ratios were 9.12% and 14.64% respectively at December 31, 2010. Maintaining strong capital levels continues to be a
priority for management.

Total nonperforming assets declined 32.7% or $3.4 million between December 31, 2009 and December 31, 2010.
Nonperforming loans declined 27.4% during the period from $6.8 million in 2009 to $4.9 million in 2010. Real estate
owned declined 42.5% during the period from $3.6 million in 2009 to $2.1 million at December 31, 2010.

Our financial performance and stock performance are available on our website at http://www.ambfinancial.com. | urge
you to visit our site to view this information and utilize its other services.

The entire staff of the Bank and the Company appreciates your commitment and support, and we look forward to a

long and profitable relationship.

Sincerely,

5

Michael Mellon
President / CEO



SELECTED CONSOLIDATED FINANCIAL INFORMATION
(Dollars in thousands)

SELECTED FINANCIAL DATA:

Total assets

Loans receivable, net

Investment securities and interest-bearing deposits

Mortgage-backed securities

Trading securities

Deposits

Borrowed funds

Guaranteed preferred beneficial interest in
junior subordinated debt

Preferred Stock

Stockholders’ equity including preferred stock

SELECTED FINANCIAL RATIOS AND OTHER DATA:

Return on average assets (1)
Return on average stockholders’ equity (2)
Return on average common equity (3)
Average stockholders’ equity to
average assets
Stockholders’ equity to total assets
Interest rate spread during the period
Net interest margin
Operating expenses to average assets
Efficiency ratio (4)
Non-performing assets to total assets
Allowance for loan losses to non-
performing loans
Allowance for loan losses to loans
receivable, net (5)
Ratio of average interest-earning
assets to average interest-bearing liabilities
Number of full service offices

(1) Net income (loss) divided by average total assets.

At December 31,

| 2000 | 2009 | 2008 | 2007 | 2006
181,286 187,540 180,092 174,754 182,282
133,411 138,044 150,834 148,025 150,701
17,997 16,5583 3913 3849 10,433
5182 5859 3,609 858 1252
- - ; 307 339
147,900 143,346 129213 118,882 124,858
12,381 22987 30883 35913 34318
3,000 3,000 3,000 3000 5000
3,745 3,708 ; . -
15068 14,878 12,950 13453 14,661

At or for the Year Ended December 31,

2010 2009 2008 2007 2006
021% -087% -0.16% 0.03% 0.37%
2.64 -10.38 -2.12 0.34 4.48
1.73 -14.56 -2.12 0.34 4.48
8.05 8.40 7.36 8.01 8.28
8.31 7.93 7.19 7.70 8.04
3.15 2.52 2.60 2.31 2.69
3.08 2.46 2.47 2.29 2.69
2.71 2.76 2.59 2.61 2.63
80.76 107.23 101.17 97.42 82.52
3.88 5.58 3.76 1.91 2.06
38.11 34.20 16.02 28.46 25.65
1.39 1.66 0.56 0.50 0.45
.96x .98x .96x .99x 1.00x
4 4 4 3 3

(2) Net income (loss) divided by average total stockholders’ equity.
(3) Net income (loss) available to common shareholders divided by average

common stockholders’ equity.

(4) Non-interest expense divided by net-interest income plus non-interest income
except for gains and losses on investments available for sale and other assets.

(5) Loans include net loans, excluding the allowance for loan losses.



SELECTED CONSOLIDATED FINANCIAL INFORMATION (cont.)
(Dollars in thousands except per share data)

For the Year Ended December 31,
| 2010 | 2009 | 2008 | 2007 | 2006 |

SELECTED OPERATING DATA:

Total interest income $8,162  $8,399 $9.452 $10,037$10,027
Total interest expense 3,215 4407 5,599 6,442 5,807
Net interest income 4,947 3,992 3,853 3,595 4,220
Provision for loan losses 631 2425 535 133 248
Net interest income after provision for loan losses 4,316 1,567 3,318 3462 3972

Non-interest income:

Fees and service charges 885 912 1,069 978 1,139
Rental income 214 91 108 148 139
Gain on sale of securities - - 24 - -
Unrealized (loss) gain on trading securities - - (36) (33) 10
Gain on sale of other assets - - 24 18 39
Gain (loss) on write-down and sale of other real estate owned 98 414) (131) (88) (79)
Loss from limited partnership 37 (36) (36) 45) 41
Gain (loss) income from real estate held for development (20) (33) 411) 34 51
Gain on sale of loans 15 112 - 18 -
Increase in cash surrender value of life insurance 126 135 131 126 123
Other 22 30 32 23 23

Total non interest income 1.303 797 774 1,161 1,404

Non interest expense:

Compensation and benefits 2,265 2,147 2,114 2,256 2,327
Advertising 143 162 201 165 250
Office occupancy and equipment expenses 570 695 549 438 428
Data processing 577 487 445 504 476
Federal deposit insurance premiums 256 311 104 16 16
Professional fees 293 409 376 401 306
Other 944 924 853 853 806

Total non-interest expense 5.048 5,135 4,642 4,633 4,609
Income (loss) before income taxes 571 (2,771) (550) (10) 767
Income tax provision (benefit) 176  (1.151) 270 (58) 119
Net income (loss) 395  (1,620) (280) 48 648
Preferred stock dividend 200 159 0 0 0
Net income (loss) available to common shareholders 195 1,779  (280) 48 648
Basic earnings (loss) per common share $20 ($1.81) ($0.29) $0.05 $0.64
Diluted earnings (loss) per common share $20 ($1.81) ($0.29) $0.05 $0.64



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

General. AMB Financial Corp. (the "Company") is the savings and loan holding company for American Savings FSB,
(the "Bank"), a federally chartered savings bank. Collectively, the Company and the Bank are referred to herein as
the "Company."

The Company's primary market area consists of the northwest portion of Lake County, Indiana. Business is conducted
from our main office at 8230 Hohman Avenue, Munster, Indiana, as well as our three full-service banking offices
located in Dyer, Hammond, and Schererville, Indiana. The Bank is a community-oriented savings institution whose
business primarily consists of accepting deposits from customers within its market area and investing those funds in
mortgage loans secured by one-to four-family residences. To a lesser extent, funds are invested in non-residential
real estate, home equity, multi-family, construction, consumer, commercial business and other loans. The Company
also invests in accounts receivable, mortgage-backed and other investment securities and leases.

The Company's results of operations are primarily dependent on net interest income, which is the difference between
the interest income on its interest-earning assets, such as loans and securities, and the interest expense on its
interest-bearing liabilities, such as deposits and borrowings and to a lesser degree, non-interest income and non-
interest expense. Net interest income depends upon the volume of interest-earning assets and interest-bearing
liabilities and the interest rate earned or paid on them, respectively. When the Company’s non performing assets
increase, our volume of interest earning assets declines, thus adversely impacting net interest income. Non-interest
income primarily consists of fees on deposits and loan products, increase in cash surrender value of life insurance,
rental income, income or losses from real estate owned operations, and securities gains or losses. The Company's
non-interest expenses primarily consist of employee compensation and benefits, occupancy and equipment
expenses, data processing service fees, federal deposit insurance premiums, and other operating expenses.

The Company's results of operations are also affected by general economic conditions, the monetary and fiscal
policies of Federal agencies and the policies of agencies that regulate financial institutions, all of which are in great
flux as a result of today’s economic and banking environment. Future changes in applicable laws, regulations or
government policies, which are likely, may have a material impact on the Company. Lending activities are influenced
by the demand for real estate loans and other types of loans, competition among lenders, the general level of real
estate values, the level of interest rates and the availability of funds. Deposit flows and costs of funds are influenced
by prevailing market interest rates (including rates on non-deposit investment alternatives), account maturities, and
the levels of personal income and savings in the Company's market area.

Status as Non-Reporting Company. We are not subject to the reporting requirements of Section 13 of the
Securities Exchange Act of 1934 and accordingly this report has not been prepared in accordance with applicable
Securities Exchange Commission rules. This report is intended to cover the year ended December 31, 2010 and
should not be read to cover any other periods.

Forward-Looking Statements. The Company and the Bank may from time to time make written or oral “forward-
looking statements.” These forward-looking statements may be included in this Annual Report, which are made in
good faith by us. These forward-looking statements include statements about our beliefs, plans, objectives, goals,
expectations, anticipations, estimates and intentions, that are subject to significant risks and uncertainties, and are
subject to change based on various factors, some of which are beyond our control. The words “may,” “could,”
“should,” “would,” “believe,” “anticipate,” “estimate,” “expect,” “intend,” “plan” and similar expressions are intended to
identify forward-looking statements. The following factors, among others, could cause our financial performance to
differ materially from the plans, objectives, expectations, estimates and intentions expressed in the forward-looking
statements:

¢ the current condition of the United States economy in general and in our local economy (including unemployment)
in which we conduct operations;

o the effects of, and changes in, trade, monetary and fiscal policies and laws, including interest rate policies of the
Federal Reserve Board and the United States Treasury (“UST”");

e our ability to manage and reduce our non-performing assets;

e our ability to repay our holding company debt, including our $3 million of trust preferred stock and $2 million of
holding company notes, when due;

o the impact of new laws and regulations resulting from the recent economic crisis on financial institutions, the
lending market and our regulatory agencies;

e the impact of current and future restrictions and requirements on institutions like us which have accepted funds
from the UST under its Capital Purchase Program (“CPP”);



e the impact of new regulators resulting from the pending change in the regulation of the Company and the Bank
from the Office of Thrift Supervision to the Federal Reserve System and the Office of the Comptroller of the
Currency;

o future deposit premium levels which may continue to rise;

¢ the impact of the possible receivership or nationalization of other banking institutions;

o future loan underwriting and consumer protection requirements including those issued by the Consumer Financial
Protection Bureau;

¢ inflation, interest rate, market and monetary fluctuations and its impact on our interest rate sensitive balance
sheet;

e the decline in loan demand and real estate values within our local market;

e our ability to redeem our $3.7 million of preferred stock and $184,000 of warrant preferred stock issued to the
UST under its CPP before the dividend on the preferred stock increases to 9% on January 30, 2014;

o the future financial strength, dividend level and activities of the FHLB of Indianapolis in which we own stock and
from which we borrow money;

o the impact of any new government foreclosure relief and loan modification programs;

e the timely development of and acceptance of our new products and services and the perceived overall value of

these products and services by users, including the features, pricing and quality thereof compared to competitors’

products and services;

the willingness of users to substitute our products and services for products and services of our competitors;

our ability to reinvest our cash flows in today’s very low interest rate environment;

our success in gaining regulatory approval of our products and services, when required;

the impact of changes in financial services’ laws and regulations (including laws concerning taxes, banking,

securities and insurance);

the impact of technological changes;

competition from other financial service providers in the Company’s market area;

the success of our new executives in managing our business operations;

the success of our loan restructuring and work out arrangements;

our ability to accurately estimate the value of our assets and the appropriate level of our allowance for loan

losses;

e our ability to lease space in our branch facilities when vacancies occur;

e our ability to support the additional overhead expense resulting from our recent branch expansion; and

o future changes in consumer spending and saving habits.

The list of important factors stated above is not exclusive. We do not undertake to update any forward-looking
statement, whether written or oral, that may be made from time to time by or on behalf of the Company or the Bank.

Capital Purchase Program. On January 30, 2009, the Company sold and the United States Department of the
Treasury (the “UST”) purchased (a) 3,674 shares of Company Fixed Rate Cumulative Perpetual Preferred Stock,
Series A, having a liquidation preference of $1,000 per share (the “Series A Preferred Shares”), and (b) a warrant (the
“Warrant”) to purchase up to 184 shares of Company Fixed Rate Cumulative Perpetual Preferred Stock, Series B,
having a liquidation preference of $1,000 per share (the “Series B Preferred Shares”).

The purchase price for the Series A Preferred Shares was $3,674,000 and the Warrant was exercised in a cashless
transaction for nominal consideration. At closing, the Company issued to the UST 3,674 Series A Preferred Shares
and 184 Series B Preferred Shares. Cumulative dividends on the Series A Preferred Shares accrue on the liquidation
preference at an annual rate of 5% per year for the first five years and at an annual rate of 9% thereafter. Cumulative
dividends on the Series B Preferred Shares accrue on the liquidation preference at an annual rate of 9%.

The CPP imposes substantial restrictions on the payment of dividends on the Company’s common stock and on the
Company’s ability to repurchase its common stock without UST approval. The Preferred Shares generally may not be
redeemed for at least three years. As a result, our ability to pay dividends, and/or make stock repurchases will be
subject to significant restrictions for at least three years. The CPP subjects the Company to executive compensation
limitations included in the Emergency Economic Stabilization Act of 2008.

While the Bank met the regulatory requirements for being well capitalized without participation in the CPP, the
Company firmly believes that, absent knowing the extent and depth of the current economic recession, it was prudent
to raise additional capital through the CPP. A summary of the CPP can be found on the UST’s website.

Operating Strategy. The Company's mission is to maintain its focus as an independent, community-oriented
financial institution focused on serving customers in its primary market area. The Board of Directors has sought to
accomplish this mission through an operating strategy designed to maintain capital in excess of regulatory



requirements, to manage, to the extent practical, the Company's loan delinquencies and vulnerability to changes in
interest rates. The key components of the Company's operating strategy are to: (i) focus its lending operations on the
origination of loans secured by one-to four-family residential real estate; (ii) supplement its one-to four-family
residential lending activities with non-residential, home equity, multi-family, construction, and business loans in our
market area; (iii) augment its lending activities with investments in purchased loans, leases, mortgage-backed and
other securities; (iv) emphasize adjustable-rate and/or short and medium duration assets when market conditions
permit; (v) build and maintain its regular savings, transaction, money market and club accounts; and (vi) increase, at a
managed pace, to the extent practicable, the volume of the Company's assets and liabilities.

New Federal Legislation. The recently enacted Dodd-Frank Act will significantly change the current bank regulatory
structure and affect the lending, investment, trading and operating activities of financial institutions and their holding
companies. The Dodd-Frank Act will eliminate our current primary federal regulator, the Office of Thrift Supervision,
and will require American Savings FSB to be regulated by the Office of the Comptroller of the Currency (the primary
federal regulator for national banks). The Dodd-Frank Act also authorizes the Board of Governors of the Federal
Reserve System to supervise and regulate all savings and loan holding companies like AMB Financial Corp., in
addition to bank holding companies which it currently regulates. As a result, the Federal Reserve Board’s current
regulations applicable to bank holding companies, including holding company capital requirements, will apply to
savings and loan holding companies like AMB Financial Corp., unless an exemption exists. These capital
requirements are substantially similar to the capital requirements currently applicable to American Savings FSB. The
Dodd-Frank Act also requires the Federal Reserve Board to set minimum capital levels for bank holding companies
that are as stringent as those required for the insured depository subsidiaries, and the components of Tier 1 capital
are restricted to capital instruments that are currently considered to be Tier 1 capital for insured depository institutions.
Bank holding companies with assets of less than $500 million are exempt from these capital requirements. Under the
Dodd-Frank Act, the proceeds of trust preferred securities are excluded from Tier 1 capital unless such securities
were issued prior to May 19, 2010 by bank or savings and loan holding companies with less than $15 billion of assets.
The legislation also establishes a floor for capital of insured depository institutions that cannot be lower than the
standards in effect today, and directs the federal banking regulators to implement new leverage and capital
requirements within 18 months that take into account off-balance sheet activities and other risks, including risks
relating to securitized products and derivatives.

The Dodd-Frank Act also creates a new Consumer Financial Protection Bureau with broad powers to supervise and
enforce consumer protection laws. The Consumer Financial Protection Bureau has broad rule-making authority for a
wide range of consumer protection laws that apply to all banks and savings institutions such as American Savings
FSB, including the authority to prohibit “unfair, deceptive or abusive” acts and practices. The Consumer Financial
Protection Bureau has examination and enforcement authority over all banks and savings institutions with more than
$10 billion in assets. Banks and savings institutions with $10 billion or less in assets will be examined by their
applicable bank regulators. The new legislation also weakens the federal preemption available for national banks and
federal savings associations, and gives state attorneys general the ability to enforce applicable federal consumer
protection laws.

The legislation also broadens the base for Federal Deposit Insurance Corporation insurance assessments.
Assessments will now be based on the average consolidated total assets less tangible equity capital of a financial
institution. The Dodd-Frank Act also permanently increases the maximum amount of deposit insurance for banks,
savings institutions and credit unions to $250,000 per depositor, retroactive to January 1, 2008, and non-interest
bearing transaction accounts have unlimited deposit insurance through December 31, 2012. Lastly, the Dodd-Frank
Act will increase stockholder influence over boards of directors by requiring companies to give stockholders a non-
binding vote on executive compensation and so-called “golden parachute” payments, and authorizing the Securities
and Exchange Commission to promulgate rules that would allow stockholders to nominate and solicit votes for their
own candidates using a company’s proxy materials. The legislation also directs the Federal Reserve Board to
promulgate rules prohibiting excessive compensation paid to bank holding company executives, regardless of
whether the company is publicly traded or not.

Financial Condition. The total assets of the Company were $181.3 million at December 31, 2010, a decrease of $6.2
million, or 3.3%, from $187.5 million at December 31, 2009. The decrease in assets was primarily the result of
decreases in loans receivable and real estate owned.

Cash and cash equivalents, primarily interest bearing deposits, totaled $17.5 million at December 31, 2010, as
compared to $18.4 million at December 31, 2009. Interest bearing deposits can fluctuate significantly on a day-to-day
basis due to cash demands, customer deposit levels, loan activity and future expected cash flows. We may maintain
interest-bearing deposits at relatively high levels, as a part of our effort to manage interest rate risk during a period of
historically low interest rates. Investment securities, available for sale, totaled $300,000 at December 31, 2010. There
were no investment securities, available for sale, at December 31, 2009.



Mortgage-backed securities decreased $677,000 to $5.2 million at December 31, 2010, from $5.9 million at December
31, 2009. The decrease was the result of repayments of $2.1 million, offset in part by purchases totaling $1.5 million.
Purchases consisted of Fannie Mae and Freddie Mac, fixed rate, pass through securities. At December 31, 2010, the
Company had an unrealized gain on available for sale mortgage-backed securities of $134,000 compared to a
$142,000 unrealized gain at December 31, 2009.

Net loans receivable decreased $4.6 million, or 3.4%, to $133.4 million at December 31, 2010, from $138.0 million at
December 31, 2009. Loan originations and purchases totaled $40.4 million during the year ended December 31,
2010, as compared to $47.8 million during the prior year period. Included in the 2010 total were $1.2 million of loans
originated for sale and subsequently sold into the secondary market, as compared to $7.3 million of sold loans in the
prior year period. These historically low fixed rate mortgage loans were sold in an effort to reduce interest rate risk.
Offsetting the originations and purchases were amortization, prepayments, and sales of loans totaling $43.5 million
and $54.0 million for the years ended December 31, 2010 and 2009, respectively.

The determination of the allowance for loan losses involves material estimates that are susceptible to significant
change in the near term. The allowance for loan losses is maintained at a level adequate to provide for losses through
charges to operating expense. The allowance is based upon past loss experience and other factors, which, in
management's judgment, deserve current recognition in estimating losses. Such other factors considered by
management include growth and composition of the loan portfolio, the relationship of the allowance for losses to
outstanding loans and adverse economic conditions. To determine the appropriate level for the allowance for loan
losses, management applies historical loss percentages to performing residential real estate, nonresidential real
estate, consumer, and commercial business loan balances. In addition, nonperforming loans are evaluated for current
collateral deficiencies. Management establishes reserves within the allowance for loan losses for loans that have
collateral deficiencies. By applying the historical loss factors to the current loan balances and identifying the required
collateral deficiency reserves for the period, management records loan loss provisions, which establishes the
appropriate level for the allowance for loan losses.

The allowance for loan losses totaled $1.9 million at December 31, 2010, a decrease of $445,000 from the $2.3
million allowance at December 31, 2009. The Bank’s allowance for loan losses to net loans receivable was 1.39% at
December 31, 2010, compared to 1.66% at December 31, 2009. Impacted by the current economic crisis, high
unemployment in our market area is causing weakness in loan quality, creating additional pressure on commercial
loans, consumer loans, and credit card portfolios and also impacting the performance of residential mortgage loans.
Collateral values also have continued to decline from their pre 2004 — 2007 historical levels.

Management believes that the allowance for loan losses is adequate at December 31, 2010. While management uses
available information to recognize losses on loans, future additions to the allowance may be necessary based on
changes in information and economic conditions. In addition, various regulatory agencies, as an integral part of their
examination process, periodically review the Bank's allowance for losses. Such agencies may require the Bank to
recognize additions to the allowance based on their judgments about information available to them at the time of their
examination.

Non-performing loans totaled $4.9 million, or 3.61% of total loans receivable at December 31, 2010, compared to $6.8
million, or 4.82% of total loans receivable at December 31, 2009. The decrease in non-performing loans during the
current year was impacted by two single family loans returning to a performing status totaling $718,000 and the partial
charge-offs related to two non-performing loans totaling $762,000. The first partial charge-off totaling $400,000 was
related to a $1.1 million participation interest in a real estate development loan for the construction of nine residential
condominium units located in Chicago, lllinois. The units are partially completed, however, a lack of sales resulted in
the borrower experiencing cash flow difficulties. The balance of $647,000 at December 31, 2010, represents the
current fair value of the Company’s fifty percent participation interest in the development, which is in foreclosure. The
second partial charge-off totaling $361,000 was related to a $1.2 million real estate participation loan secured by a
water park hotel located in Dundee, Michigan. The borrower is also experiencing cash flow difficulties due to
economic conditions in Michigan resulting in the inability to maintain debt service coverage. The Company, in
conjunction with other loan participants, restructured the loan agreement in 2010 and actively monitors the credit.
Operating cash flows have been insufficient to support any debt service since the restructure. The balance of
$806,000 at December 31, 2010, represents the current fair value of the Company'’s six percent participation interest
in the property.

In addition to the two participation loans discussed above, non-performing loans at December 31, 2010, consisted of
twenty-six single family mortgage loans totaling $3.0 million, of which seven loans totaling $678,000 are located out of
the Bank’s general lending area, one multi-family residential loan totaling $261,000, three loans secured by
undeveloped lots totaling $174,000, two second mortgage line of credit loans totaling $40,000, two commercial non
mortgage loans totaling $25,000, three consumer loans totaling $24,000, and one credit card receivable totaling



$3,000. The ratio of allowance for loan losses to non-performing loans was 38.1% at December 31, 2010, compared
to 34.2% at December 31, 2009.

Included in the non-performing totals are troubled debt restructurings which consisted of three single family loans
totaling $550,000 and one multi-family loan totaling $261,000 which were restructured during 2009 and 2010 while in
a non-performing status. These loans have since returned to a past due status in excess of ninety days as of
December 31, 2010.

Troubled debt restructurings not included in the above non-performing totals consisted of four single-family loans
totaling $852,000 and one secured consumer loan totaling $27,000, which were restructured during 2009 while in a
non-performing status, but have subsequently been performing in accordance with their terms for at least six months
since modification.

Net real estate owned at December 31, 2010 totaled $2.1 million and includes eleven single family dwelling units
totaling $1.2 million, twenty-six single family vacant land parcels totaling $691,000 of which sixteen parcels totaling
$119,000 are located near Indianapolis, Indiana, and one nonresidential property totaling $203,000. All of the real
estate owned properties, with the exception of the land parcels near Indianapolis, are located within the Bank’s
general lending area. The real estate owned properties are valued at the lower of cost or management’s estimate of
net realizable value. During 2010, the Company recorded a gain on the sale of real estate owned of $207,000 and
recognized write-downs in the value of real estate in the amount of $108,000 to address the decline in property values
after the Company took ownership of the real estate. In view of the current weak real estate market, there can be no
assurance whether, when, and at what price the Company will be able to sell the current inventory of real estate
owned.

The Company’s investment in a limited partnership decreased $37,000 to $603,000 at December 31, 2010, from
$640,000 at December 31, 2009. The decline represents the Company’s share of the operating losses generated by
the partnership, which manages an investment in a low income housing apartment development.

Stock in the FHLB of Indianapolis decreased $165,200 to $1.8 million at December 31, 2010, from $2.0 million at
December 31, 2009. The decline represents a partial stock repurchase by the FHLB of Indianapolis. The Company is
required to hold stock in the FHLB of Indianapolis in order to obtain advances. The amount of FHLB stock required to
be held by the Company is determined by the amount of borrowed funds from the FHLB of Indianapolis.

Office properties and equipment totaled $9.2 million at December 31, 2010, as compared to $8.8 million at December
31, 2009. The Company incurred an additional $536,000 of construction build out costs for its office building located in
Schererville, Indiana, and $115,000 of construction build out costs for its office building located in Dyer, Indiana.
While the Bank utilizes a portion of each building as a full service branch office, the remainder of the buildings are
leased by non-affiliated entities.

The Company’s investment in real estate development consists of two vacant lots valued at $148,000, which are
currently listed for sale. During the year ended December 31, 2010, the Company recognized a loss of $20,000 due to
a market value decline related to the vacant lots.

Bank owned life insurance increased $126,000 to $4.1 million at December 31, 2010, as compared to $4.0 million at
December 31, 2009. The change represents the increase in the cash surrender value of the life insurance policies
purchased in connection with deferred compensation plans utilized by directors and officers of the Company.

Prepaid expenses and other assets increased $900,000 to $6.3 million at December 31, 2010, as compared to $5.4
million at December 31, 2009. The increase was primarily due to a $1.3 million increase in the Company’s purchased
accounts receivable program, which involves the purchase and subsequent management of accounts receivable of
credit-worthy business customers, offset in part by a $237,000 decline in prepaid FDIC insurance premiums.

Deposits increased $4.6 million, or 3.2%, to $147.9 million at December 31, 2010, from $143.3 million at December
31, 2009. The increase in deposits was due to a $5.1 million increase in certificates of deposit and a $1.3 million
increase in savings accounts offset by a $1.1 million decrease in demand deposits and NOW accounts (checking) and
a $700,000 decrease in money market accounts. At December 31, 2010, the Bank’s non-certificate accounts
(passbook, checking and money market accounts) comprised $54.2 million, or 36.7% of deposits, compared to $54.7
million, or 38.2% of deposits at December 31, 2009. Deposits at the Schererville branch office, which opened in
October 2008, totaled $10.1 million at December 31, 2010 as compared to $7.3 million at December 31, 2009.
Certificate and passbook deposits generally increased due to successful marketing efforts as well as the public’s
current preference towards FDIC insured products as compared to alternative investments, including equity markets,
given the stock market turmoil’s of recent years. Demand and money market deposits declined due to normal
fluctuations, which occur on a routine basis.



Borrowed money, which consisted primarily of FHLB of Indianapolis advances, decreased by $10.6 million, or 46.1%,
to $12.4 million at December 31, 2010, as compared to $23.0 million at December 31, 2009. The Company reduced
borrowings with excess liquidity generated from the aforementioned increase in deposit balances as well as
repayments from loans receivable. Borrowings from the FHLB of Indianapolis totaled $10.4 million at December 31,
2010, compared with $21.0 million at December 31, 2009. At December 31, 2010, the weighted average rate on the
FHLB of Indianapolis borrowings was 4.67%, compared to 4.49% at December 31, 2009. The weighted term to
maturity of the Company’s FHLB of Indianapolis borrowings at December 31, 2010 was 1.5 years.

Total stockholders’ equity of the Company increased by $190,000 to $15.1 million, or 8.31% of total assets, at
December 31, 2010, compared to $14.9 million, or 7.93% of total assets at December 31, 2009. The increase in
stockholders’ equity was the result of net income totaling $395,000, offset in part by preferred stock dividends paid to
the United States Treasury under the Capital Purchase Program totaling $200,000, as well as an unrealized market
value loss on available for sale securities during the year, net of tax, in the amount of $5,000. The number of common
shares outstanding at December 31, 2010 was 981,638 and the book value per common share (excluding book value
relating to preferred stock) outstanding was $11.54. The Bank’s tangible, core and risk-based capital percentages of
9.12%, 9.12% and 14.64%, respectively, at December 31, 2010 exceeded all regulatory requirements and categorize
the Bank as well capitalized under OTS guidelines.

It is not clear how serious an effect the current slowdown of the economy will have on the Company’s loan volume,
credit quality and deposit flows. However, management believes that the Company’s construction loans, non-owner
occupied loans, purchased loans, and consumer loans, as well as the real estate it owns, may be particularly sensitive
to adverse economic conditions.



Analysis of Net Interest Income. Net interest income represents the difference between interest earned on interest-
earning assets and interest paid on interest-bearing liabilities. Net interest income is affected by the relative amounts
of interest-earning assets and interest-bearing liabilities, and the interest rates earned or paid on them.

The following table presents, for the periods indicated, the total dollar amounts of interest income from average
interest-earning assets and the resultant yields, as well as the interest expense on average interest-bearing liabilities,
expressed both in dollars and rates. No tax equivalent adjustments were made. All average balances were calculated
using average daily balances and include non-accruing loans.

ANALYSIS OF NET INTEREST INCOME TABLE

For the Year Ended December 31,
(Dollars in thousands)

2010 | 2009 | 2008
Average  Interest Average  Interest Average  Interest
Outstanding Earned/ Yield/ Outstanding Earned/ Yield/ Outstanding Earned/ Yield/
Balance Paid Rate Balance Paid Rate Balance Paid Rate
Assets:
Interest-Earning Assets
Loans receivable (1) 135,933 7,903 5.81% 143,875 8,137 5.66% 149,034 9,177 6.16%
Mortgage-backed securities 5,658 189 3.34% 4,790 190 3.97% 1,853 85 4.59%
Investment securities 2 - 0.00% 372 20 542% 1,080 59 5.46%
Interest-bearing deposits 17,304 35 0.20% 11,290 5 0.04% 2,043 37 1.81%
FHLB stock 1,945 35 1.81% 1,965 47 2.37% 1,928 94  4.88%
Total interest-earning assets 160,842 8,162 5.07% 162,292 8,399 5.18% 155,938 9,452 6.06%
Non-interest earning assets 25,271 23,446 23,279
Total assets 186,113 185,738 179,217
Liabilities and Stockholders Equity:
Interest-Bearing Liabilities
Passbook accounts 18,639 51 0.28% 17,299 74 0.43% 17,199 174 1.01%
Demand and NOW accounts 37,864 225 0.60% 32,671 297 091% 26,927 425 1.58%
Certificate accounts 91,463 1,880 2.05% 87,071 2,590 2.97% 79,399 3,148 3.96%
Total deposits 147,966 2,156 1.46% 137,041 2961 2.16% 123,525 3,747 3.03%
Borrowings 16,347 862 5.28% 25,844 1,249 4.83% 35218 1,649 4.68%
Junior subordinated debentures 3,000 197 6.55% 3,000 197 6.55% 3,000 203 6.77%
Total interest-bearing liabilities 167,313 3,215 1.92% 165,885 4,407 2.66% 161,743 5,599 3.46%
Non-interest liabilities 3,825 4,244 4,279
Total liabilities 171,138 170,129 166,022
Stockholders equity 14,975 15,609 13,195
Total liabilities and stockholders equity 186,113 185,738 179,217
Net interest income /
net interest rate spread 4,947 3.15% 3,992 2.52% 3,853 2.60%
Net interest-earning assets /
net interest margin (6,471) 3.08% (3,593) 2.46% (5,805) 2.47%
Ratio of interest-earning assets
to interest bearing liabilities .96x .98x .96x

(1) Calculated net of loans in process, deferred yield adjustments and allowance for loan losses.
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The table below presents the extent to which changes in interest rates and changes in the volume of interest-earning
assets and interest bearing liabilities have affected the Company’s interest income and interest expense during the
period indicated. Information is provided in each category with respect to (i) changes attributable to changes in rate
(changes in rate multiplied by prior volume), (ii) changes attributable to changes in volume (changes in volume
multiplied by prior rate), (iii) changes attributable to the combined impact of volume and rate (changes in the rate
multiplied by the changes in the volume), and (iv) the net change. The changes attributable to the combined impact
of volume and rate have been allocated proportionately to the changes due to volume and the changes due to rate.

For the Year Ended December 31,

2010 Compared to 2009 2009 Compared to 2008
Increase (Decrease) Due to Increase (Decrease) Due to
Rate/ Rate/
Rate Volume  Volume Net Rate Volume Volume Net
(Dollars in thousands) (Dollars in thousands)

Interest-earning assets:
Loans receivable, net $ 227 (448) (13) (234) (748) (318) 26 (1,040)
Mortgage-backed securities (30) 34 (®)] (D) (11 134 (18) 105
Investment securities - (20) - (20) (D) 39) 1 (39)
Interest-bearing deposits 17 3 10 30 (36) 167 (163) (32)
FHLB Stock (12) - - (12) (48) 2 (1) 47)

Totals $ 202 (431) (8) (237) (844) (54) (155) (1,053)
Interest-bearing liabilities:
Passbook accounts $ 27) 6 2) (23) (100) 1 €))] (100)
Demand and Now accounts (102) 47 17) (72) (180) 90 (38) (128)
Certificate accounts (800) 131 41) (710) (786) 304 (76) (558)
Borrowed funds 115 (460) 42) (387) 53 (439) (14) (400)
Junior subordinated debt - - - - (6) - - (6)

Totals $ Bl14) (276) (102) (1,192) (1,019) (44) (129) (1,192)
Net change in net interest income $ 955 $ 139

Comparison of the Results of Operations for the Years Ended December 31, 2010 and 2009

General — The Company recorded net income totaling $395,000 for the year ended December 31, 2010. After
deducting preferred stock dividends of $200,000, the net income available for common shareholders was $195,000,
or $0.20 per basic and diluted share. This compares to a net loss of $1.8 million (including preferred stock dividends
of $159,000) for the year ended December 31, 2009, or ($1.81) per diluted share. The change in the current year net
income is attributable to a $955,000 increase in net interest income, a $1.8 million decrease in the provision for loan
losses and a $506,000 increase in non-interest income offset in part by a $1.3 million increase in provision for income
taxes.

Interest income - Total interest income decreased by $237,000, or 2.8%, to $8.2 million for the year ended
December 31, 2010, from $8.4 million for 2009. This decrease was the result of a decline in the average yield earned
on interest-earning assets to 5.07% for the year ended December 31, 2010, as compared to 5.18% for the year ended
December 31, 2009 and a $1.5 million decrease in the average balance of interest-earning assets to $160.8 million for
the year ended December 31, 2010, as compared to $162.3 million for the year ended December 31, 2009. The
decrease in the average yield of interest-earning assets reflects the impact of lower short and long-term interest rates,
as compared to the same period one-year ago. The decrease in the average balance of interest-earning assets was
due to decreases in the average balance of loans receivable offset in part by an increase in the average balance of
interest-bearing deposits.

Interest income on loans receivable decreased $233,000, to $7.9 million for the year ending December 31, 2010, as
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compared to the prior year. The decrease in interest income on loans was the result of an $8.0 million decrease in the
average balance of loans outstanding to $135.9 million for the year ended December 31, 2010, as compared to
$143.9 million for the year ended December 31, 2009 offset in part by a 15 basis point increase in the average yield to
5.81% for the year ended December 31, 2010, from 5.66% for the year ended December 31, 2009. The decrease in
the average balance of loans was due to higher principal repayments and loan sales compared to the volume of new
originations and purchases held for the portfolio. The Company sold $1.2 million in long-term fixed rate mortgage
loans originated at historically low interest rates in an effort to reduce interest rate risk. The increase in the average
yield on loans receivable reflects the impact of higher yielding new originations and purchases, as well as a decrease
in the Company’s level of nonperforming loans.

Interest income on mortgage-backed securities decreased $1,000 to $189,000 for the year ended December 31,
2010, due to a 63 basis point decline in the average yield offset in part by an $868,000 increase in the average
balance in the portfolio. The average yield declined due to new purchases made at relatively lower yields. The
average balance increased due to purchases of $1.5 million during the current year. Interest income on investment
securities decreased $20,000 as compared to the prior year’s period as the remaining U.S. government agency
security was called during 2009 and a new purchase was not made until the end of 2010. Interest income on interest
bearing deposits increased by $30,000 to $35,000 for the year ended December 31, 2010, from $5,000 for the year
ended December 31, 2009. Interest income on interest bearing accounts continues to be impacted from historically
short-term interest rates as the yield on interest bearing deposits increased to .20% for the year ended December 31,
2010 from .04% for the year ended December 31, 2009. The average balance of interest bearing deposits for the year
ended December 31, 2010 was $17.3 million compared to an average balance of $11.3 million for the same period in
2009. The increase in the average balance was due in part to various factors including the decrease in net loans
receivable and proceeds from the sale of real estate owned. Dividend income on FHLB of Indianapolis stock
decreased by $11,000 to $35,000 for the year ended December 31, 2010, as compared to the prior year. The
decrease in dividend income was primarily the result of a decrease in the average yield to 1.81% for the year ended
December 31, 2010, from 2.37% for the year ended December 31, 2009.

Interest Expense — Total interest expense decreased by $1.2 million, or 27.0%, to $3.2 million for the year ended
December 31, 2010, as compared to the prior year. The cost of interest-bearing liabilities decreased 74 basis points to
1.92% for the year ended December 31, 2010, as compared to 2.66% for the prior year, due to a continual decline in
short-term interest rates, which enabled management to lower the rate on maturing certificates of deposit and still
remain competitive. Partially offsetting this decrease was a $1.4 million increase in the average balance of interest-
bearing liabilities to $167.3 million for the year ended December 31, 2010, as compared to $165.9 million for the prior
year. The average balance of deposits outstanding increased by $10.9 million, while the average balance of
borrowings outstanding declined by $9.5 million.

Interest expense on deposits decreased by $805,000, or 27.2%, to $2.2 million for the year ended December 31,
2010, as compared with the prior year, as a result of a 70 basis point decrease in the average cost of deposits to
1.46% for the year ended December 31, 2010 from 2.16% for 2009, offset in part by the aforementioned $10.9 million
increase in the average balance of deposits outstanding. The decrease in the average cost of deposits was primarily
impacted by a 92 basis point decrease on certificates of deposits to an average rate of 2.05% during 2010, as
compared to an average rate of 2.97% for 2009. As was the case during 2009, the majority of certificates of deposits
that were scheduled to reprice during 2010 did so at relatively lower short-term rates.

Interest expense on borrowings decreased by $387,000, or 26.7%, to $1.1 million for the year ended December 31,
2010, as compared with the prior year as a result of the aforementioned $9.5 million decrease in the average balance
of borrowings to $19.3 million for the year ended December 31, 2010, from $28.8 million for the year ended December
31, 2009. Partially offsetting this decline was a 46 basis point increase in the average cost of borrowed funds, to
5.47% for the year ended December 31, 2010 compared to 5.01% for the year ended December 31, 2009. Interest
expense on FHLB of Indianapolis advances decreased by $386,000 to $703,000 for the year ended December 31,
2010, as compared with the prior year’s period as a result of a $9.5 million decrease in the average balance
outstanding to $14.3 million for the year ended December 31, 2010, from $23.8 million for the year ended December
31, 2009, offset by a 33 basis point increase in the average cost of these advances to 4.90% compared to 4.57% for
the prior year as a result of debt reduction on lower rate advances. Interest expense on other borrowings decreased
by $1,000, totaling $356,000 for the year ended December 31, 2010, as compared to the prior year.

Net Interest Income - As a result of the above changes in interest income and interest expense, net interest income
increased $955,000, or 23.9%, to $4.9 million for the year ended December 31, 2010, as compared to the prior year.
The net interest rate spread increased to 3.15% during the current year, as compared to 2.52% for the year ended
December 31, 2009. The net interest margin increased to 3.08% in the current year, as compared to 2.46% a year
ago. The increase in the net interest rate spread and net interest margin was due to the decreased cost of funds on
deposit liabilities, including particularly our short-term CDs, resulting from historically low short-term interest rates.
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Provision for Loan Losses — The Company recorded a provision for loan losses of $631,000 during the year ended
December 31, 2010, as compared to $2.4 million during the prior year. The $1.8 million reduction was due to the
aforementioned decline in non-performing loan activity during 2010 as compared to the prior year as well as a decline
in our outstanding loans receivable. During the year ended December 31, 2010, the Bank incurred charge-offs totaling
$1.1 million consisting of $400,000 for one multi-family construction loan, $361,000 for one non-residential loan,
$292,000 for twelve single family residential loans, $40,000 for five credit card receivables, and $1,000 for one
commercial loan, offset by recoveries totaling $18,000. The provision during the current year was determined by
management’s internal analysis of the allowance for loan losses. Based upon management’s assessment, appropriate
provisions are made to maintain the adequacy of the allowance to cover probable losses in the loan portfolio. The
amount of the allowance is based on estimates and ultimate losses may vary from such estimates.

Non-Interest Income — Non-interest income increased by $506,000 to $1.3 million for the year ended December 31,
2010 compared to $797,000 for the year ended December 31, 2009. The Company recognized net gains of $99,000
on the sale and write-down of real estate owned during the year ended December 31, 2010, compared to a $414,000
loss in the prior year period. Other fee income increased by $51,000 primarily due to increased accounts receivable
financings while rental income increased by $123,000 as all available branch office space in both the Schererville and
Dyer offices was leased during 2010. Losses on real estate held for development declined by $13,000 to $20,000 for
the current period. These increases were offset by reduced gains on the sale of loans of $97,000 due to lower
origination volumes, a $63,000 reduction in deposit fee income primarily due to lower overdraft fee income and a
$16,000 decline in loan fee income due to a reduction in loan refinance activity.

Non-Interest Expense — Non-interest expense decreased by $87,000, to $5.0 million for the year ended December
31, 2010 compared to $5.1 million for the year ended December 31, 2009 due to a $125,000 reduction in occupancy
expenses impacted by both real estate tax appeal reductions and lower than projected real estate taxes for the
Company’s Schererville office, a $116,000 reduction in professional fees primarily due to a decline in legal fees and a
$55,000 reduction in federal deposit insurance premiums, due in part, to the $84,000 special insurance assessment
incurred during the 2009 period. These declines were offset in part by a $118,000 increase in staffing costs due to
increases in compensation and benefits and a $90,000 increase in data processing expenses primarily due to
expiration of contract renewal credits received in the prior year as well as with general increases in data processing
service costs.

Income Taxes - The Company recorded an income tax expense of $176,000 for the year ended December 31, 2010,
as compared to an income tax benefit of $1.1 million for the year ended December 31, 2009. The income tax benefit
for 2009 was primarily due to the increased loan loss provision as well as losses incurred on real estate owned
activity.

Comparison of the Results of Operations for the Years Ended December 31, 2009 and 2008

General — The Company recorded a net loss totaling $1.6 million for the year ended December 31, 2009. Including
preferred stock dividends of $159,000, the net loss available for common shareholders was $1.8 million, or ($1.81)
per basic and diluted share. This compares to a net loss of $280,000 for the year ended December 31, 2008, or
($0.29) per diluted share, during which there were no preferred stock dividends paid. The 2009 period loss of $1.6
million was attributable to a $1.9 million increase in the provision for loan losses and a $493,000 increase in non-
interest expenses offset in part by an increased tax benefit of $881,000. Provision for loan losses amounted to $2.4
million during 2009 compared to $535,000 during 2008, due in part to a higher level and weak real estate market for
non-performing loans and net charge-offs.

Interest income - Total interest income decreased by $1.1 million, or 11.1%, to $8.4 million for the year ended
December 31, 2009, from $9.5 million for 2008. This decrease was the result of a decline in the average yield earned
on interest-earning assets to 5.18% for the year ended December 31, 2009, as compared to 6.06% for the year ended
December 31, 2008, offset in part by a $6.4 million increase in the average balance of interest-earning assets to
$162.3 million for the year ended December 31, 2009, as compared to $155.9 million for the year ended December
31, 2008. The decrease in the average yield of interest-earning assets reflected the impact of lower short and long-
term interest rates, as compared to the 2008 period. The increase in the average balance of interest-earning assets
was due to increases in the average balance of interest-bearing deposits and mortgage backed securities offset in
part by a decrease in loans receivable.

Interest income on loans receivable decreased $1.0 million, to $8.1 million for the year ending December 31, 2009, as
compared to the 2008 period. The decrease in interest income on loans was the result of a 50 basis point decline in
the average yield to 5.66% for the year ended December 31, 2009, from 6.16% for the year ended December 31,
2008, as well as a $5.1 million decrease in the average balance of loans outstanding to $143.9 million for the year
ended December 31, 2009, as compared to $149.0 million for the year ended December 31, 2008. The decrease in
the average yield on loans receivable reflected the impact of lower yielding new originations and purchases, as well
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as an increase in the Company’s level of nonperforming loans. The decrease in the average balance was due to lower
volumes of 2009 period originations and purchases held for the portfolio offset by higher principal repayments and
loan sales. The Company sold $7.3 million in long-term fixed rate mortgage loans originated at historically low interest
rates in an effort to reduce interest rate risk.

Interest income on mortgage-backed securities increased $105,000 to $190,000 for the year ended December 31,
2009, due to a $2.9 million increase in the average balance in the portfolio. The average balance increased due to
purchases of $3.5 million during the 2009 period. Interest income on investment securities decreased $39,000, to
$20,000 for the year ended December 31, 2009, as compared to the 2008 period. The decrease in interest income on
investment securities was the result of a $708,000 decrease in the average balance of investment securities resulting
from maturities and early call redemptions within the portfolio. Interest income on interest bearing deposits decreased
by $32,000 to $5,000 for the year ended December 31, 2009, from $37,000 for the year ended December 31, 2008.
The decrease in interest income was the result of a historical decline in overnight rates resulting in an average yield of
0.04% for the year ended December 31, 2009, from 1.81% for the year ended December 31, 2008. The average
balance for interest bearing deposits for the year ended December 31, 2009 was $11.3 million compared to an
average balance of $2.0 million for the same period in 2008. The increase in the average balance was due in part to
various factors including the decrease in net loans receivable, the increase in deposits, as well as the proceeds
received from the preferred stock issuance in the 2009 period. Dividend income on FHLB of Indianapolis stock
decreased by one-half to $47,000 for the year ended December 31, 2009, as compared to the prior year. The
decrease in dividend income was the result of a decrease in the average yield to 2.37% for the year ended December
31, 2009, from 4.88% for the year ended December 31, 2008.

Interest Expense — Total interest expense decreased by $1.2 million, or 21.3%, to $4.4 million for the year ended
December 31, 2009, as compared to the 2008 period. The cost of interest-bearing liabilities decreased 80 basis points
to 2.66% for the year ended December 31, 2009, as compared to 3.46% for the 2008 period, due to a continual
decline in short-term interest rates, which enabled management to lower the rate on maturing certificates of deposit.
Partially offsetting this decrease was a $4.1 million increase in the average balance of interest-bearing liabilities to
$165.8 million for the year ended December 31, 2009, as compared to $161.7 million for the 2008 period. The
average balance of deposits outstanding increased by $13.5 million, while the average balance of borrowings
outstanding declined by $9.4 million.

Interest expense on deposits decreased by $786,000, or 21.0%, to $3.0 million for the year ended December 31,
2009, as compared with the 2008 period, as a result of an 87 basis point decrease in the average cost of deposits to
2.16% for the year ended December 31, 2009 from 3.03% for 2008, offset in part by a $13.5 million increase in the
average balance of deposits outstanding. The decrease in the average cost of deposits was primarily impacted by a
99 basis point decrease on certificates of deposits to an average rate of 2.97% during 2009, as compared to an
average rate of 3.96% for 2008.

Interest expense on borrowings decreased by $405,000, or 21.9%, to $1.4 million for the year ended December 31,
2009, as compared with the 2008 period as a result of a $9.4 million decrease in the average balance of borrowings to
$28.8 million for the year ended December 31, 2009, from $38.2 million for the year ended December 31, 2008.
Partially offsetting this decline was a 17 basis point increase in the average cost of borrowed funds, to 5.01% for the
year ended December 31, 2009 compared to 4.84% for the year ended December 31, 2008. Interest expense on
FHLB of Indianapolis advances decreased by $372,000 to $1.1 million for the year ended December 31, 2009, as
compared with the 2008 period as a result of an $8.8 million decrease in the average balance outstanding to $23.8
million for the year ended December 31, 2009, from $32.6 million for the year ended December 31, 2008, offset in
part by a 9 basis point increase in the average cost of these advances to 4.57% compared to 4.48% for the 2008
period. Interest expense on other borrowings decreased by $33,000, totaling $357,000 for the year ended December
31, 2009, as compared to the 2008 period.

Net Interest Income - As a result of the above changes in interest income and interest expense, net interest income
increased $139,000, or 3.6%, to $4.0 million for the year ended December 31, 2009, as compared to the 2008 period.
The net interest rate spread decreased to 2.52% during the 2009 period, as compared to 2.60% for the year ended
December 31, 2008. The net interest margin decreased to 2.46% in the 2009 period, as compared to 2.47% a year
ago. The decrease in the net interest rate spread and net interest margin was due to the decreased asset yields
resulting from historically low short-term rates on overnight funds as well as increased non-performing loans.

Provision for Loan Losses — The Company recorded a provision for loan losses of $2.4 million during the year
ended December 31, 2009, as compared to $535,000 during the 2008 period due to the increase in both non-
performing loans discussed above and loan charge-offs, which were severely impacted by distressed economic
conditions in both the local and national economy. During the year ended December 31, 2009, the Bank incurred
charge-offs totaling $1.1 million relating to $509,000 in eight single family residential loans, $339,000 in one
commercial loan, $147,000 in two multi family loans, $59,000 in one single family construction loan, $38,000 in one
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land loan, and $20,000 in six credit card receivables, offset by recoveries totaling $160,000 primarily related to a
$90,000 recovery on a secured consumer loan partially charged-off in September 2007.

Non-Interest Income — Non-interest income increased by $23,000 to $797,000 for the year ended December 31,
2009 compared to $774,000 for the year ended December 31, 2008. The increase in non-interest income is
attributable to gains recorded on the sale of loans into the secondary market in the amount of $112,000 during the
year ended December 31, 2009 which did not occur in the 2008 period as well as decreased losses from the sale and
write-down of both real estate owned and real estate held for development in the amount of $95,000. Offsetting these
increases was a decline in fee income of $157,000, primarily related to the Company’s accounts receivable program,
which declined in average volume during the year, a reduction of $17,000 in rental income due to vacant office space
and a decline in net gains of $12,000 from the sale of securities and other assets that occurred during the year ended
December 31, 2008.

Non-Interest Expense — Non-interest expense increased by $493,000, or 10.6%, to $5.1 million for the year ended
December 31, 2009 compared to $4.6 million for the year ended December 31, 2008 due to a $208,000 increase in
federal deposit insurance premiums resulting from both an increase in regular premium rates as well as the $84,000
special assessment incurred during the second quarter of 2009, a $146,000 increase in occupancy and equipment
expenses relating to the October 2008 opening of the Schererville branch office, a $70,000 increase in other
operating expenses primarily due to increases in real estate owned expenses, a $42,000 increase in data processing
expenses due in part to the additional branch office, and a $33,000 increase in professional and legal fees primarily
related to the handling of non-performing loans.

On January 1, 2009, the FDIC substantially raised insurance premiums on insured depository institutions. Additionally,
on May 22, 2009, the FDIC issued a final rule imposing a 5 basis point special assessment on each insured
institution’s assets minus Tier 1 capital as of June 30, 2009. Based upon this FDIC rule, the Company accrued
$84,000 for this special assessment as of June 30, 2009 and paid the assessment to the FDIC on September 30,
2009. During 2009, the FDIC Board initiated the Deposit Insurance Fund restoration plan that required banks to
prepay, on Dec. 30, 2009, their estimated quarterly risk-based assessments for the fourth quarter of 2009 and for all
of 2010, 2011 and 2012. Under the plan, banks would be assessed through 2010 according to the risk-based
premium schedule adopted earlier this year.

Income Taxes - The Company recorded an income tax benefit of $1.2 million for the year ended December 31, 2009,
as compared to a benefit of $270,000 for the year ended December 31, 2008. These tax benefits were generated by
the net loss recorded during both years.

Qualitative and Quantitative Disclosure of Market Risk

The principal objectives of the Company's interest rate risk management activities are to: (i) define an acceptable
level of risk based on the Company's business focus, economic and regulatory operating environment, capital and
liquidity requirements, and performance objectives; (ii) quantify and monitor the amount of interest rate risk inherent in
its asset/liability structure; and (iii) modify the Company's asset/liability structure, as necessary, to manage interest
rate risk and net interest margins in changing rate environments. Management seeks to achieve these objectives
through an analysis of the value of the Company’s net portfolio value (“NPV”) under different interest rate scenarios
and the ratio of interest rate sensitive assets to interest rate sensitive liabilities within specified maturities or repricing
periods. The Company does not currently engage in the use of off-balance sheet derivative instruments to control
interest rate risk and management does not intend to engage in such activity in the immediate future.

Notwithstanding the Company's interest rate risk management activities, the potential for changing interest rates is an
uncertainty that could have an adverse effect on the earnings and net asset value of the Company. When interest-
bearing liabilities mature or reprice more quickly than interest-earning assets in a given period, a significant increase
in market interest rates could adversely affect net interest inco