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PART I

ITEM 1. BUSINESS
Forward Looking Statements

This Annual Report on Form 10-K contains, and other periodic and current reports, press releases and other public stockholder communications
of BankFinancial Corporation may contain, forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of
1934, as amended, that involve significant risks and uncertainties. Forward-looking statements may include statements relating to our future
plans, strategies and expectations, as well as our future revenues, earnings, losses, financial performance, financial condition, asset quality
metrics and future prospects. Forward looking statements are generally identifiable by use of the words �believe,� �may,� �will,� �should,� �could,� �expect,�
�estimate,� �intend,� �anticipate,� �project,� �plan,� or similar expressions. Forward looking statements speak only as of the date made. They are frequently
based on assumptions that may or may not materialize, and are subject to numerous uncertainties that could cause actual results to differ
materially from those anticipated in the forward looking statements. We intend all forward-looking statements to be covered by the safe harbor
provisions for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995, and are including this statement for
the purpose of invoking these safe harbor provisions.

Factors that could cause actual results to differ materially from the results anticipated or projected and which could materially and adversely
affect our operating results, financial condition or future prospects include, but are not limited to: (i) the failure of the real estate market to
recover or further declines in real estate values that adversely impact the value of our loan collateral and Other Real Estate Owned (�OREO�),
asset dispositions and borrower equity in their investments; (ii) the persistence or worsening of adverse economic conditions in general and in
the Chicago metropolitan area in particular, including high or increasing unemployment levels, that could result in increased delinquencies in
our loan portfolio or a decline in the value of our investment securities and the collateral for our loans; (iii) results of supervisory monitoring or
examinations by regulatory authorities, including the possibility that a regulatory authority could, among other things, require us to increase our
loan classifications or allowance for loan losses, write-down assets, reduce credit concentrations or maintain specific capital levels; (iv) interest
rate movements and their impact on customer behavior and our net interest margin; (v) less than anticipated loan growth due to a lack of demand
for specific loan products, competitive pressures or a dearth of borrowers who meet our underwriting standards; (vi) changes, disruptions or
illiquidity in national or global financial markets; (vii) the credit risks of lending activities, including risks that could cause changes in the level
and direction of loan delinquencies and charge-offs or changes in estimates relating to the computation of our allowance for loan losses;
(viii) monetary and fiscal policies of the U.S. Government, including policies of the U.S. Treasury and Federal Reserve Board; (ix) factors
affecting our ability to access deposits or cost-effective funding, and the impact of competitors� pricing initiatives on our deposit products; (x) the
impact of new legislation or regulatory changes, including the Dodd-Frank Act, on our products, services, operations and operating expenses;
(xi) higher federal deposit insurance premiums; (xii) higher than expected overhead, infrastructure and compliance costs; (xiii) changes in
accounting principles, policies or guidelines; and (xiv) and our failure to achieve expected synergies and cost savings from acquisitions.

These risks and uncertainties, as well as the Risk Factors set forth in Item 1A below, should be considered in evaluating forward-looking
statements and undue reliance should not be placed on such statements. We do not undertake any obligation to update any forward-looking
statement in the future, or to reflect circumstances and events that occur after the date on which the forward-looking statement was made.

BankFinancial Corporation

BankFinancial Corporation, a Maryland corporation headquartered in Burr Ridge, Illinois (the �Company�), became the owner of all of the issued
and outstanding capital stock of BankFinancial, F.S.B. (the �Bank�) on June 23, 2005, when we consummated a plan of conversion and
reorganization that the Bank and its predecessor holding companies, BankFinancial MHC, Inc. and BankFinancial Corporation, a federal
corporation, adopted on August 25, 2004. BankFinancial Corporation, the Maryland corporation, was organized in 2004 to facilitate the
mutual-to-stock conversion and to become the holding company for the Bank upon its completion.
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As part of the mutual-to-stock conversion, BankFinancial Corporation, the Maryland corporation, sold 24,466,250 shares of common stock in a
subscription offering for $10.00 per share. The separate corporate existences of BankFinancial MHC and BankFinancial Corporation, the federal
corporation, ceased upon the completion of the mutual-to-stock conversion. For a further discussion of the mutual-to-stock conversion, see our
Prospectus as filed on April 29, 2005 with the Securities and Exchange Commission (�SEC�) pursuant to Rule 424(b)(3) of the Rules and
Regulations of the Securities Act of 1933 (File Number 333-119217).

We manage our operations as one unit, and thus do not have separate operating segments. Our chief operating decision-makers use consolidated
results to make operating and strategic decisions.

BankFinancial, F.S.B.

The Bank is a full-service, community-oriented federal savings bank principally engaged in the business of commercial, family and personal
banking, and offers our customers a broad range of loan, deposit, and other financial products and services through 20 full-service banking
offices located in Cook, DuPage, Lake and Will Counties, Illinois, and through our Internet Branch, www.bankfinancial.com.

The Bank�s primary business is making loans and accepting deposits. The Bank also offers our customers a variety of financial products and
services that are related or ancillary to loans and deposits, including cash management, funds transfers, bill payment and other online banking
transactions, automated teller machines, safe deposit boxes, wealth management, and general insurance agency services.

The Bank�s primary lending area consists of the counties where our branch offices are located, and contiguous counties in the State of Illinois.
We derive the most significant portion of our revenues from these geographic areas. Through our Wholesale Commercial Lending and National
Commercial Leasing Departments, we also engage in multi-family lending activities in selected metropolitan areas outside our primary lending
area and in commercial leasing activities on a nationwide basis.

We originate deposits predominantly from the areas where our branch offices are located. We rely on our favorable locations, customer service,
competitive pricing, our Internet Branch and related deposit services such as cash management to attract and retain these deposits. While we
accept certificates of deposit in excess of the Federal Deposit Insurance Corporation (�FDIC�) deposit insurance limits, we generally do not solicit
such deposits because they are more difficult to retain than core deposits and at times are more costly than wholesale deposits.

Lending Activities

Our loan portfolio consists primarily of investment and business loans (multi-family, nonresidential real estate, commercial, construction and
land loans, and commercial leases), which represented 78.2% of our total loan portfolio of $1.227 billion at December 31, 2011. At
December 31, 2011, $423.6 million, or 33.7%, of our total loan portfolio consisted of multi-family mortgage loans; $311.6 million, or 24.8%, of
our total loan portfolio consisted of nonresidential real estate loans; $93.9 million, or 7.5%, of our total loan portfolio consisted of commercial
loans; $135.0 million, or 10.7%, of our total loan portfolio consisted of commercial leases; and $19.9 million, or 1.6%, of our total loan portfolio
consisted of construction and land loans. $272.0 million, or 21.6%, of our total loan portfolio consisted of one-to-four family residential
mortgage loans (of which $80.6 million, or 6.4%, were loans to investors in non-owner occupied single-family homes), including home equity
loans and lines of credit.

Deposit Activities

Our deposit accounts consist principally of savings accounts, NOW accounts, checking accounts, money market accounts, certificates of deposit,
and IRAs and other qualified plan accounts. We provide commercial checking accounts and related services such as cash management. We also
provide low-cost checking account services. We rely on our favorable locations, customer service, competitive pricing, our Internet Branch and
related deposit services such as cash management to attract and retain deposit accounts.

At December 31, 2011, our deposits totaled $1.333 billion. Interest-bearing deposits totaled $1.190 billion and noninterest-bearing demand
deposits totaled $142.1 million, which included $6.7 million in internal checking
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accounts such as bank cashier�s checks and money orders. Savings, money market and NOW account deposits totaled $826.1 million, and
certificates of deposit totaled $364.4 million, of which $264.8 million had maturities of one year or less.

Related Products and Services

The Bank�s Wealth Management Group provides investment, financial planning and other wealth management services to our customers through
arrangements with a third-party broker-dealer. The Bank�s wholly-owned subsidiary, Financial Assurance Services, Inc. (�Financial Assurance�),
sells life insurance, property and casualty insurance and other insurance products on an agency basis. During the year ended December 31, 2011,
Financial Assurance reported net income of $75,000. At December 31, 2011, Financial Assurance had four full-time employees. The Bank�s
other wholly-owned subsidiary, BF Asset Recovery Corporation, is in the business of holding title to and selling certain Bank-owned real estate
acquired through formal collection action, and reported a loss of $5.6 million for the year ended December 31, 2011.

Website and Stockholder Information

The website for the Company and the Bank is www.bankfinancial.com. Information on this website does not constitute part of this Annual
Report on Form 10-K.

The Company makes available, free of charge, its Annual Report on Form 10-K, its Quarterly Reports on Form 10-Q, its Current Reports on
Form 8-K and amendments to such reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as
amended (�Exchange Act�), as soon as reasonably practicable after such forms are filed with or furnished to the SEC. Copies of these documents
are available to stockholders at BankFinancial�s web site, www.bankfinancial.com, under Stockholder Information, and at the SEC�s web site,
www.sec.gov.

Competition

We face significant competition in both originating loans and attracting deposits. The Chicago metropolitan area and some other areas in which
we operate have a high concentration of financial institutions, many of which are significantly larger institutions that have greater financial
resources than we have, and many of which are our competitors to varying degrees. Our competition for loans and leases comes principally from
commercial banks, savings banks, mortgage banking companies, the U.S. Government, credit unions, leasing companies, insurance companies,
real estate conduits and other companies that provide financial services to businesses and individuals. Our most direct competition for deposits
has historically come from commercial banks, savings banks and credit unions. We face additional competition for deposits from online
financial institutions and non-depository competitors such as the mutual fund industry, securities and brokerage firms and insurance companies.

We seek to meet this competition by emphasizing personalized service and efficient decision-making tailored to individual needs. In addition,
we reward long-standing relationships with preferred rates and terms on deposit products based on existing and prospective lending business.
We do not rely on any individual, group or entity for a material portion of our loans or our deposits.

Employees

At December 31, 2011, we had 338 full-time employees and 30 part-time employees. The employees are not represented by a collective
bargaining unit and we consider our working relationship with our employees to be good.

Supervision and Regulation

General

As a federally chartered savings bank, the Bank is regulated and supervised primarily by the Office of the Comptroller of the Currency (�OCC�).
The Bank is also subject to regulation by the FDIC in more limited circumstances because the Bank�s deposits are insured by the FDIC. This
regulatory and supervisory structure establishes a comprehensive framework of activities in which a financial institution may engage, and is
intended primarily for the protection of the FDIC�s deposit insurance funds, depositors and the banking system. Under this
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system of federal regulation, financial institutions are periodically examined to ensure that they satisfy applicable standards with respect to their
capital adequacy, assets, management, earnings, liquidity and sensitivity to market interest rates. After completing an examination, the OCC
critiques the financial institution�s operations in a report of examination and assigns it a rating (known as an institution�s CAMELS rating). Under
federal law and regulations, an institution may not disclose the contents of its safety and soundness examination report or its CAMELS rating to
the public.

The Bank is a member of, and owns stock in, the Federal Home Loan Bank of Chicago (�FHLBC�), which is one of the 12 regional banks in the
Federal Home Loan Bank System. The Bank also is regulated to a lesser extent by the Board of Governors of the Federal Reserve System (�FRB�)
with regard to reserves it must maintain against deposits and other matters. The OCC examines the Bank and prepares reports for the
consideration of its Board of Directors on any identified operating deficiencies. The Bank�s relationship with its depositors and borrowers also is
regulated in some respects by both federal and state laws, especially in matters concerning the ownership of deposit accounts, and the form and
content of the Bank�s consumer loan documents.

The Dodd-Frank Wall Street Reform and Consumer Protection Act (�Dodd-Frank Act�), which was signed by the President on July 21, 2010,
provided for the transfer of the authority for regulating and supervising federal savings banks from the Office of Thrift Supervision (�OTS�), the
Bank�s previous regulator, to the OCC. The Dodd-Frank Act also provided for the transfer of authority for regulating and supervising savings and
loan holding companies and their non-depository subsidiaries from the OTS to the FRB. The transfers occurred on July 21, 2011. The
Dodd-Frank Act also created a new federal agency, the Consumer Financial Protection Bureau (�CFPB�), as an independent bureau of the FRB, to
conduct rule-making, supervision, and enforcement of federal consumer financial protection and fair lending laws and regulations. The CFPB
has examination and primary enforcement authority in connection with these laws and regulations for depository institutions with total assets of
more than $10 billion. Depository institutions with $10 billion or less in total assets, such as the Bank, continue to be examined for compliance
with these laws and regulations by their primary federal regulators, and remain subject to their enforcement authority.

The Dodd-Frank Act also broadened the base for FDIC assessments for deposit insurance, permanently increased the maximum amount of
deposit insurance to $250,000 per depositor and provided non-interest bearing transaction accounts with unlimited deposit insurance through
December 31, 2012. The Dodd-Frank Act increased shareholder influence over boards of directors by requiring companies to give shareholders
a non-binding vote on executive compensation and so-called �golden parachute� payments. The legislation directed the FRB to promulgate rules
prohibiting excessive compensation paid to company executives, regardless of whether or not the company is publicly traded. The Dodd-Frank
Act also provided for originators of certain securitized loans to retain a percentage of the risk for transferred credits, directed the FRB to regulate
pricing of certain debit card interchange fees, repealed restrictions on paying interest on checking accounts and contained a number of reforms
related to mortgage origination.

There can be no assurance that laws, rules and regulations, and regulatory policies will not change in the future, which could make compliance
more difficult or expensive or otherwise adversely affect our business, financial condition, results of operations or prospects. Any change in
these laws or regulations, or in regulatory policy, whether by the OCC, the FDIC, the FRB, the CFPB or Congress, could have a material adverse
impact on the Company, the Bank and their respective operations. The following summary of laws and regulations applicable to the Bank and
Company is not intended to be exhaustive and is qualified in its entirety by reference to the actual laws and regulations involved.

Federal Banking Regulation

Business Activities. As a federal savings bank, the Bank derives its lending and investment powers from the Home Owners� Loan Act, as
amended, and the regulations, pronouncements or guidance of the OCC. Under these laws and regulations, the Bank may invest in mortgage
loans secured by residential and nonresidential real estate, commercial business and consumer loans, certain types of securities and certain other
loans and assets. Specifically, the Bank may originate, invest in, sell, or purchase unlimited loans on the security of residential real estate, while
loans on nonresidential real property generally may not, on a combined basis, exceed 400% of the Bank�s total capital. In addition, secured and
unsecured commercial loans and certain types of commercial personal property
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leases may not exceed 20% of the Bank�s assets; however, amounts in excess of 10% of assets may only be used for small business loans.
Further, the Bank may generally invest up to 35% of its assets in consumer loans, corporate debt securities and commercial paper on a combined
basis, and up to the greater of its capital or 5% of its assets in unsecured construction loans. The Bank may invest up to 10% of its assets in
tangible personal property, for rental or sale. Certain leases on tangible personal property are not aggregated with commercial or consumer loans
for the purposes of determining compliance with the limitations set forth for those investment categories. The Bank also may establish
subsidiaries that may engage in activities not otherwise permissible for the Bank directly, including real estate investment and insurance agency
activities. A violation of the lending and investment limitations may be subject to the same enforcement mechanisms of the primary federal
regulator as other violations of a law or regulation.

Capital Requirements. Federal regulations require federal savings banks to meet three minimum capital standards: a ratio of tangible capital to
adjusted total assets of 1.5%; a ratio of Tier 1 (core) capital to adjusted total assets of 4.0% (3% for institutions receiving the highest rating on
the CAMELS rating system); and a ratio of total capital to total risk-adjusted assets of 8.0%. The prompt corrective action standards discussed
below, in effect, establish a minimum 2% tangible capital standard. The OCC is also authorized to establish individual minimum capital
requirements for federal savings banks in excess of the above minimum capital standards.

The risk-based capital standard for federal savings banks requires the maintenance of Tier 1, or core capital, and total capital (which is defined
as core capital and supplementary capital) to risk-weighted assets of at least 4% and 8%, respectively. In determining the amount of
risk-weighted assets, all assets, including certain off-balance sheet assets, are multiplied by a risk-weight factor of 0% to 100%, assigned by the
capital regulations based on the risks inherent in the type of asset. Core capital is defined as common stockholders� equity (including retained
earnings), certain noncumulative perpetual preferred stock and related surplus and minority interests in equity accounts of consolidated
subsidiaries, less intangibles other than certain mortgage servicing rights and credit card relationships. The components of supplementary capital
currently include cumulative perpetual preferred stock, long-term preferred stock, mandatory convertible securities, subordinated debt and
intermediate-term preferred stock, allowance for loan and lease losses up to a maximum of 1.25% of risk-weighted assets and up to 45% of net
unrealized gains on available-for-sale equity securities with readily determinable fair market values. Overall, the amount of supplementary
capital included as part of total capital cannot exceed 100% of core capital.

At December 31, 2011, the Bank�s capital exceeded all applicable regulatory requirements and was well capitalized.

Loans-to-One-Borrower. A federal savings bank generally may not make a loan or extend credit to a single or related group of borrowers in
excess of 15% of unimpaired capital and surplus. An additional amount may be loaned, equal to 10% of unimpaired capital and surplus, if the
loan is secured by readily marketable collateral, which generally does not include real estate. As of December 31, 2011, the Bank was in
compliance with the loans-to-one-borrower limitations.

Qualified Thrift Lender Test. As a federal savings bank, the Bank is subject to a qualified thrift lender (�QTL�) test. Under the QTL test, the Bank
must maintain at least 65% of its �portfolio assets� in �qualified thrift investments� in at least nine months of the most recent 12-month period.
�Portfolio assets� generally means the total assets of a savings institution, less the sum of specified liquid assets up to 20% of total assets, goodwill
and other intangible assets, and the value of property used in the conduct of the federal savings bank�s business.

�Qualified thrift investments� include various types of loans made for residential and housing purposes, investments related to those purposes,
including certain mortgage-backed and related securities, and loans for personal, family, household and certain other purposes up to a limit of
20% of portfolio assets. �Qualified thrift investments� also include 100% of an institution�s credit card loans, education loans and small business
loans. The Bank also may satisfy the QTL test by qualifying as a �domestic building and loan association� as defined in the Internal Revenue Code
of 1986. At December 31, 2011, the Bank maintained approximately 79.57% of its portfolio assets in qualified thrift investments, and as of that
date, satisfied the QTL test. A federal savings bank that fails the QTL test must operate under specified restrictions, including limits on growth,
branching, new investment and dividends. As a result of the Dodd-Frank Act, noncompliance with the QTL test is subject to regulatory
enforcement action as a violation of law.
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Capital Distributions. The regulations of the OCC govern capital distributions by a federal savings bank, which include cash dividends, stock
repurchases and other transactions charged to the institution�s capital account. A federal savings bank must file an application for approval of a
capital distribution if:

� the total capital distributions for the applicable calendar year exceed the sum of the institution�s net income for that year to date plus
the federal savings bank�s retained net income for the preceding two years;

� the institution would not be at least adequately capitalized following the distribution;

� the distribution would violate any applicable statute, regulation, agreement or OCC-imposed condition; or

� the institution is not eligible for expedited treatment of its filings.
Even if an application is not otherwise required, every federal savings bank that is a subsidiary of a holding company must still file a notice with
the FRB at least 30 days before the board of directors declares a dividend or approves a capital distribution. At December 31, 2011, the Bank
would be required to file an application for approval of a capital distribution to the Company.

The FRB may disapprove a notice or application if:

� the federal savings bank would be undercapitalized following the distribution;

� the proposed capital distribution raises safety and soundness concerns; or

� the capital distribution would violate a prohibition contained in any statute, regulation or agreement.
Liquidity. A federal savings bank is required to maintain a sufficient amount of liquid assets to ensure its safe and sound operation.

Community Reinvestment Act and Fair Lending Laws. All federal savings banks have a responsibility under the Community Reinvestment Act
(�CRA�) and related federal regulations to help meet the credit needs of their communities, including low- and moderate- income neighborhoods.
In connection with its examination of a federal savings bank, the OCC is required to evaluate and rate the federal savings bank�s record of
compliance with the CRA. In addition, the Equal Credit Opportunity Act and the Fair Housing Act prohibit lenders from discriminating in their
lending practices based on the characteristics specified in those statutes. A federal savings bank�s failure to comply with the provisions of the
CRA could, at a minimum, result in regulatory restrictions on its activities. The failure to comply with the Equal Credit Opportunity Act and the
Fair Housing Act could result in enforcement actions by the OCC, as well as other federal regulatory agencies and the Department of Justice.
The Bank�s CRA performance was rated as �Outstanding,� the highest possible rating, in the CRA Performance Evaluations of the Bank since
1999.

Privacy Standards. Financial institutions are subject to regulations implementing the privacy protection provisions of the Gramm-Leach-Bliley
Act. These regulations require the Bank to disclose its privacy policy, including identifying with whom it shares �nonpublic personal information�
to customers at the time of establishing the customer relationship and annually thereafter. In addition, the Bank is required to provide its
customers with the ability to �opt-out� of or consent to having the Bank share their nonpublic personal information with unaffiliated third parties
before it can disclose such information, subject to certain exceptions. The implementation of these regulations did not have a material adverse
effect on the Bank. The Gramm-Leach-Bliley Act also allows each state to enact legislation that is more protective of consumers� personal
information.

The OCC and other federal banking agencies have adopted guidelines establishing standards for safeguarding customer information to
implement certain provisions of the Gramm-Leach-Bliley Act. The guidelines describe the agencies� expectations for the creation,
implementation and maintenance of an information security program, which would include administrative, technical and physical safeguards
appropriate to the size and complexity of a financial institution and the nature and scope of its activities. The standards set forth in the guidelines
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are intended to ensure the security and confidentiality of customer records and information, to protect against any anticipated threats or hazards
to the security or integrity of such records, and to protect against unauthorized access to or use of such records or other information that could
result in substantial harm or inconvenience to any customer. The Bank has implemented these guidelines, and such implementation has not had a
material adverse effect on our operations.
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Transactions with Related Parties. A federal savings bank�s authority to engage in transactions with its �affiliates� is limited by OCC regulations
and by Sections 23A and 23B of the Federal Reserve Act and its implementing regulation, Regulation W. The term �affiliates� for these purposes
generally means any company that controls or is under common control with an insured depository institution, although subsidiaries of federal
savings banks are generally not considered affiliates for the purposes of Sections 23A and 23B of the Federal Reserve Act. The Company is an
affiliate of the Bank. In general, transactions with affiliates must be on terms that are as favorable to the federal savings bank as comparable
transactions with non-affiliates. In addition, certain types of these transactions are restricted to an aggregate percentage of the federal savings
bank�s capital. Collateral in specified amounts must usually be provided by affiliates in order to receive loans from the federal savings bank.
Federal regulations also prohibit a federal savings bank from lending to any of its affiliates that are engaged in activities that are not permissible
for bank holding companies, and from purchasing the securities of any affiliate, other than a subsidiary.

The Bank�s authority to extend credit to its directors, executive officers and 10% stockholders, as well as to entities controlled by such persons, is
currently governed by the requirements of Sections 22(g) and 22(h) of the Federal Reserve Act and Regulation O of the Federal Reserve Board.
Among other things, these provisions require that extensions of credit to insiders be made on terms that are substantially the same as, and follow
credit underwriting procedures that are not less stringent than, those prevailing for comparable transactions with unaffiliated persons and that do
not involve more than the normal risk of repayment or present other unfavorable features, and not exceed certain limitations on the amount of
credit extended to such persons, individually and in the aggregate, which limits are based, in part, on the amount of the Bank�s capital. In
addition, extensions of credit in excess of certain limits must receive the prior approval of the Bank�s Board of Directors.

Enforcement. The OCC has primary enforcement responsibility over federal savings banks, and this includes the authority to bring enforcement
action against the Bank and all �institution-affiliated parties,� including stockholders, attorneys, appraisers and accountants who knowingly or
recklessly participate in wrongful action likely to have an adverse effect on an insured institution. Formal enforcement action may range from
the issuance of a capital directive or cease and desist order to the removal of officers and/or directors, receivership, conservatorship or the
termination of deposit insurance. Civil monetary penalties cover a wide range of violations and actions, and range up to $25,000 per day, unless
a finding of reckless disregard is made, in which case penalties may be as high as $1 million per day. The FDIC also has the authority to
recommend to the OCC that an enforcement action be taken with respect to a particular savings institution. If action is not taken by the OCC, the
FDIC has authority to take action under specified circumstances.

Standards for Safety and Soundness. Federal law requires each federal banking agency to prescribe certain standards for all insured depository
institutions. These standards relate to, among other things, internal controls, information systems and audit systems, loan documentation, credit
underwriting, interest rate risk exposure, asset growth, compensation and other operational and managerial standards as the agency deems
appropriate. The federal banking agencies adopted Interagency Guidelines Prescribing Standards for Safety and Soundness to implement the
safety and soundness standards required under federal law. The guidelines set forth the safety and soundness standards that the federal banking
agencies use to identify and address problems at insured depository institutions before capital becomes impaired. The guidelines address internal
controls and information systems, internal audit systems, credit underwriting, loan documentation, interest rate risk exposure, asset growth,
compensation, fees and benefits. If the appropriate federal banking agency determines that an institution fails to meet any standard prescribed by
the guidelines, the agency may require the institution to submit to the agency an acceptable plan to achieve compliance with the standard.

Prompt Corrective Action Regulations. Under the prompt corrective action regulations, the OCC is required and authorized to take supervisory
actions against undercapitalized federal savings banks. For this purpose, a federal savings bank is placed in one of the following five categories
based on the federal savings bank�s capital:

� well-capitalized (at least 5% leverage capital, 6% tier 1 risk-based capital and 10% total risk-based capital);
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� adequately capitalized (at least 4% leverage capital, 4% tier 1 risk-based capital and 8% total risk-based capital);

� undercapitalized (less than 3% leverage capital, 4% tier 1 risk-based capital or 8% total risk-based capital);

� significantly undercapitalized (less than 3% leverage capital, 3% tier 1 risk-based capital or 6% total risk-based capital); and

� critically undercapitalized (less than 2% tangible capital).
Generally, the banking regulator is required to appoint a receiver or conservator for a federal savings bank that is �critically undercapitalized.� The
regulation also provides that a capital restoration plan must be filed with the OCC within 45 days of the date a bank receives notice that it is
�undercapitalized,� �significantly undercapitalized� or �critically undercapitalized.� A parent holding company for the institution involved must
guarantee performance under the capital restoration plan up to the lesser of the institution�s capital deficiency when deemed undercapitalized or
5% of the institution�s assets. In addition, numerous mandatory supervisory actions become immediately applicable to the federal savings bank,
including, but not limited to, restrictions on growth, investment activities, capital distributions and affiliate transactions. The OCC may also take
any one of a number of discretionary supervisory actions against undercapitalized federal savings banks, including the issuance of a capital
directive and individual minimum capital requirements and the replacement of senior executive officers and directors.

At December 31, 2011, the Bank met the criteria for being considered �well-capitalized.�

Interest on Deposits. Federal laws and regulations previously prohibited depository institutions from paying interest on commercial checking
accounts. The Dodd-Frank Act authorized the payment of interest on commercial checking accounts, effective July 21, 2011.

Insurance of Deposit Accounts. The Bank�s deposits are insured up to applicable limits by the Deposit Insurance Fund of the FDIC. Under the
FDIC�s risk-based assessment system, insured institutions are assigned to one of four risk categories based on supervisory evaluations, regulatory
capital levels and certain other factors, with less risky institutions paying lower assessments. An institution�s assessment rate depends upon the
category to which it is assigned, subject to certain adjustments specified by the FDIC. The FDIC may adjust the scale uniformly, except that no
adjustment may deviate by more than two basis points from the base scale without notice and comment. No institution may pay a dividend if it is
in default of the federal deposit insurance assessment.

Assessment rates previously ranged from seven to 77.5 basis points of assessable deposits. The Dodd-Frank Act required the FDIC to revise its
procedures to base its assessments upon total assets less tangible equity instead of on deposits. The FDIC issued a final rule, effective April 1,
2011, that implemented that change. The FDIC also revised the assessment schedule and certain of the possible adjustments so that the range of
assessments is now 2.5 basis points to 45 basis points of total assets less tangible equity.

The FDIC imposed on all insured institutions a special emergency assessment of five basis points of total assets minus Tier 1 capital (as of
June 30, 2009), capped at ten basis points of an institution�s deposit assessment base, in order to cover losses to the Deposit Insurance Fund. That
special assessment was collected on September 30, 2009.

The FDIC provided for similar assessment authority during the final two quarters of 2009, if deemed necessary. In lieu of further special
assessments, the FDIC required insured institutions to prepay estimated quarterly risk-based assessments for the fourth quarter of 2009 through
the fourth quarter of 2012. The estimated assessments which included an assumed annual base increase of 5%, were recorded as a prepaid
expense asset as of December 31, 2009, and each quarter thereafter, a charge to earnings is recorded for each regulator assessment with an
offsetting credit to the prepaid asset.

The Dodd-Frank Act increased the minimum target Deposit Insurance Fund ratio from 1.15% of estimated insured deposits to 1.35% of
estimated insured deposits. The FDIC must seek to achieve the 1.35% ratio by September 30, 2020. Insured institutions with assets of $10 billion
or more are supposed to fund the increase. The Dodd-Frank Act eliminated the 1.5% maximum fund ratio, instead leaving the ratio to the
discretion of the FDIC. The FDIC recently exercised that discretion by establishing a long-range fund ratio of 2%.
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The FDIC has authority to increase insurance assessments. A significant increase in insurance premiums would be likely have an adverse effect
on the operating expenses and results of operations of the Bank. The Bank cannot predict what its insurance assessment rates will be in the
future.

An insured institution�s deposit insurance may be terminated by the FDIC upon a finding that the institution has engaged in unsafe or unsound
practices, is in an unsafe or unsound condition to continue operations or has violated any applicable law, regulation, rule, order or regulatory
condition imposed in writing. The management of the Bank does not know of any practice, condition or violation that might lead to termination
of deposit insurance.

In addition to the FDIC assessments, the Financing Corporation (�FICO�) is authorized to impose and collect, with the approval of the FDIC,
assessments for anticipated payments, issuance costs and custodial fees on bonds issued by the FICO in the 1980�s to recapitalize the former
Federal Savings and Loan Insurance Corporation. The bonds issued by the FICO are due to mature in 2017 through 2019. For the quarter ended
December 31, 2011, the annualized FICO assessment was equal to 0.68 basis points of total assets less tangible capital.

Prohibitions Against Tying Arrangements. Federal savings banks are prohibited, subject to some exceptions, from extending credit to or
offering any other service, or fixing or varying the consideration for such extension of credit or service, on the condition that the customer obtain
some additional service from the institution or its affiliates or not obtain services of a competitor of the institution.

Federal Home Loan Bank System. The Bank is a member of the Federal Home Loan Bank System, which consists of 12 regional Federal Home
Loan Banks. The Federal Home Loan Bank System provides a central credit facility primarily for member institutions. As a member of the
FHLBC, the Bank is required to acquire and hold shares of capital stock in the FHLBC in specified amounts. As of December 31, 2011, the
Bank was in compliance with this requirement.

The USA PATRIOT Act and the Bank Secrecy Act

The USA PATRIOT Act and the Bank Secrecy Act require financial institutions to develop programs to detect and report money-laundering and
terrorist activities, as well as suspicious activities. The USA PATRIOT Act also gives the federal government powers to address terrorist threats
through enhanced domestic security measures, expanded surveillance powers, increased information sharing and broadened anti-money
laundering requirements. The federal banking agencies are required to take into consideration the effectiveness of controls designed to combat
money-laundering activities in determining whether to approve a merger or other acquisition application of a member institution. Accordingly, if
we engage in a merger or other acquisition, our controls designed to combat money laundering would be considered as part of the application
process. In addition, non-compliance with these laws and regulations could result in fines, penalties and other enforcement measures. We have
developed policies and continue to augment procedures and systems designed to comply with these laws and regulations.

Federal Reserve System

The FRB�s regulations require federal savings banks to maintain noninterest-earning reserves against their transaction accounts, such as
negotiable order of withdrawal and regular checking accounts. At December 31, 2011, the Bank was in compliance with these reserve
requirements. The balances maintained to meet the reserve requirements imposed by the FRB may be used to satisfy liquidity requirements
imposed by the federal regulation.

Holding Company Regulation

The Company is a unitary savings and loan holding company and is subject to regulation and supervision by the FRB. The FRB has enforcement
authority over the Company and its non-savings institution subsidiaries. Among other things, this authority permits the FRB to restrict or
prohibit activities that are determined to be a risk to the Bank. The Dodd-Frank Act provided for the transfer of the authority for supervising and
regulating savings and loan holding companies and their non-depository subsidiaries from the OTS to the FRB. The transfer occurred on July 21,
2011.
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The Company�s activities are limited to the activities permissible for financial holding companies or for multiple savings and loan holding
companies. A financial holding company may engage in activities that are financial in nature, including underwriting equity securities and
insurance, incidental to financial activities or complementary to a financial activity. A multiple savings and loan holding company is generally
limited to activities permissible for bank holding companies under Section 4(c) (8) of the Bank Holding Company Act, subject to the prior
approval of the FRB, and certain additional activities authorized by FRB regulations.

Federal law prohibits a savings and loan holding company, directly or indirectly, or through one or more subsidiaries, from acquiring control of
another savings institution or holding company thereof, without prior written approval of the FRB. It also prohibits the acquisition or retention
of, with specified exceptions, more than 5% of the equity securities of a company engaged in activities that are not closely related to banking or
financial in nature or acquiring or retaining control of an institution that is not federally insured. In evaluating applications by holding companies
to acquire savings institutions, the FRB must consider the financial and managerial resources and future prospects of the savings institution, the
effect of the acquisition on the risk to the insurance fund, the convenience and needs of the community and competitive factors.

Capital. Savings and loan holding companies are not currently subject to specific regulatory capital requirements. The Dodd-Frank Act,
however, requires the FRB to promulgate consolidated capital requirements for depository institution holding companies that are no less
stringent, both quantitatively and in terms of components of capital, than those applicable to their subsidiary depository institutions. Instruments
such as cumulative preferred stock and trust-preferred securities, which are currently includable within Tier 1 capital by bank holding company
within certain limits, will no longer be includable as Tier 1 capital. However, instruments issued by May 19, 2010 will be grandfathered for
holding companies with assets of $15 billion or less. There is a five-year transition period from the July 21, 2010 effective date of the
Dodd-Frank Act before the capital requirements will apply to savings and loan holding companies.

Source of Strength Doctrine. The �source of strength doctrine� requires bank holding companies to provide financial assistance to their subsidiary
depository institutions in the event the subsidiary depository institution experiences financial distress. The Dodd-Frank Act extends the source of
strength doctrine to savings and loan holding companies. The applicable regulatory agencies must issue regulations requiring that all bank
holding companies and savings and loan holding companies serve as a source of strength to their subsidiary depository institutions by providing
capital, liquidity and other support in times of financial distress.

The FRB has issued a policy statement regarding the payment of dividends by bank holding companies that it has made applicable to savings
and loan holding companies as well. In general, the policy provides that dividends should be paid only out of current earnings and only if the
prospective rate of earnings retention by the holding company appears consistent with the organization�s capital needs, asset quality and overall
financial condition. Regulatory guidance provides for prior regulatory review of capital distributions in certain circumstances such as where the
company�s net income for the past four quarters, net of dividends previously paid over that period, is insufficient to fully fund the dividend or the
company�s overall rate of earnings retention is inconsistent with the company�s capital needs and overall financial condition. The ability of a
holding company to pay dividends may be restricted if a subsidiary bank becomes undercapitalized. These regulatory policies could affect the
ability of the Company to pay dividends or otherwise engage in capital distributions.

Change in Control Regulations

Under the Change in Bank Control Act, no person may acquire control of a savings and loan holding company such as the Company unless the
FRB has been given 60 days� prior written notice and has not issued a notice disapproving the proposed acquisition, taking into consideration
certain factors, including the financial and managerial resources of the acquirer and the competitive effects of the acquisition. Control, as defined
under federal law, means ownership, control of or holding irrevocable proxies representing more than 25% of any class of voting stock, control
in any manner of the election of a majority of the company�s directors, or a determination by the regulator that the acquiror has the power to
direct, or directly or indirectly to exercise a controlling influence over, the management or policies of the institution. Acquisition of more than
10% of any class of a savings and loan holding company�s voting stock constitutes a rebuttable presumption of control under the regulations
under certain circumstances including where, as is the case with the Company, the issuer has registered securities under Section 12 of the
Securities Exchange Act of 1934.
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Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 was enacted in response to public concerns regarding corporate accountability in connection with certain
accounting scandals. The stated goals of the Sarbanes-Oxley Act are to increase corporate responsibility, to provide for enhanced penalties for
accounting and auditing improprieties at publicly traded companies, and to protect investors by improving the accuracy and reliability of
corporate disclosures pursuant to the securities laws. The Sarbanes-Oxley Act generally applies to all companies that file or are required to file
periodic reports with the Securities and Exchange Commission, under the Exchange Act.

The Sarbanes-Oxley Act includes specific additional disclosure requirements, requires the Securities and Exchange Commission and national
securities exchanges to adopt extensive additional disclosure, corporate governance and other related rules, and mandates further studies of
certain issues by the Securities and Exchange Commission.

Federal Securities Laws

The Company�s common stock is registered with the Securities and Exchange Commission under the Exchange Act. The Company is subject to
the information, proxy solicitation, insider trading restrictions and other requirements of the Exchange Act.

ITEM 1A. RISK FACTORS
An investment in our securities is subject to risks inherent in our business and the industry in which we operate. Before making an investment
decision, you should carefully consider the risks and uncertainties described below and all other information included in this report. The risks
described below may adversely affect our business, financial condition and operating results. In addition to these risks and the other risks and
uncertainties described in Item 1, �Business�Forward Looking Statements,� and Item 7, �Management�s Discussion and Analysis of Financial
Condition and Results of Operations,� there may be additional risks and uncertainties that are not currently known to us or that we currently deem
to be immaterial that could materially and adversely affect our business, financial condition or operating results. The value or market price of our
securities could decline due to any of these identified or other risks. Past financial performance may not be a reliable indicator of future
performance, and historical trends should not be used to anticipate results or trends in future periods.

Continued deterioration in the real estate markets could lead to additional loan losses, which could have a material negative effect on
our financial condition and results of operations

At December 31, 2011, our loan portfolio included $423.6 million in multi-family mortgage loans, or 33.7% of total loans, $311.6 million in
nonresidential real estate loans, or 24.8% of total loans, $248.4 million in non-owner occupied nonresidential real estate loans, or 19.7% of total
loans, $272.0 million in residential real estate loans, or 21.6% of total loans, $80.6 million in non-owner occupied residential real estate loans,
6.4% of total loans, and $19.9 million in construction and land loans, or 1.6% of total loans. The commercial, multi-family and residential real
estate markets in the Chicago area continue to experience a variety of difficulties, including a continuing decline in real estate valuations and an
oversupply of properties in certain segments of the Chicago market due to economic conditions and a high level of foreclosed properties and
properties in the process of foreclosure. These adverse conditions have had a variety of adverse consequences for both lenders and borrowers,
including a reduction in the value of real estate collateral and OREO, an increase in loan to value ratios, higher vacancy rates and lower rents, a
reduction of the borrowing capacity of real estate borrowers and an increase in strategic defaults resulting from the reduction or elimination of
the equity that borrowers once had in their real estate investments. As a result of these and other factors, we have experienced higher levels of
charge-offs, loan classifications and provisions for loan losses on our real estate loans. The persistence of these adverse conditions could result
in additional defaults, charge-offs, provisions for loan losses and loan classifications.
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Since our business is concentrated in the Chicago Metropolitan Area, local economic conditions can adversely affect our business

Although we make certain types of loans and leases to borrowers located in other states, our lending and deposit gathering activities are
concentrated primarily in the Chicago metropolitan area. Our success can be affected by the general economic conditions of this area and
surrounding areas. In addition, many of the loans in our loan portfolio are secured by real estate located in the Chicago metropolitan area.
Negative conditions in the real estate markets where collateral for a mortgage loan is located could adversely affect the borrower�s ability to
repay the loan and the value of the collateral securing the loan. Real estate values are affected by various other factors beyond our control,
including real estate supply and demand, the impact of mortgage foreclosures and short sales, changes in general or regional economic
conditions and unemployment rates, interest rates, governmental rules or policies and natural disasters. The value of real estate located in many
segments of the Chicago metropolitan area has been and continues to be adversely impacted by many of these factors, and this has had, and may
continue to have, a negative impact on our loan growth, our ability to collect certain loans according to their terms, and our results of operations.

The increase in our multifamily real estate and commercial real estate loans as a percentage of total capital may increase our risk of loss
and subject us to more regulatory scrutiny

Commercial real estate concentrations make institutions more vulnerable to economic downturns and cyclical real estate markets, and also
increase the potential for loan losses if underwriting is not strong or if risk monitoring and mitigation techniques are ineffective. The OCC
recently issued updated guidance emphasizing the importance of internal processes designed to identify, measure, monitor, and control
concentrations of credit. In addition, the OCC and the other federal bank regulatory agencies have promulgated joint guidance requiring
financial institutions with concentrations in commercial real estate loans to employ enhanced risk management, monitoring and underwriting
practices. Under the joint guidance, the agencies view multi-family, commercial real estate and land loans in excess of 300% of an institution�s
capital, coupled with growth in these loan categories of 50% or more over the past 36 months, to be an indicator that the institution is potentially
exposed to commercial real estate concentration risk. These criteria are not limits on commercial real estate lending activity and do not serve as a
�safe harbor� if other risk indicators are present. However, they do affect the level of regulatory scrutiny and oversight an institution will receive
with respect to its commercial real estate lending activities. Although the Bank�s multi-family and commercial real estate loans had not increased
by 50% or more over the 36 months preceding December 31, 2011, these loan types together exceeded 300% of the Bank�s total capital at that
date, primarily due to the consummation of the Downers Grove National Bank acquisition and the Citibank multifamily loan purchase in March
of 2011. As a result, a further decline in commercial real estate values in our markets could have a significant impact on the value of the
collateral for our loans and OREO, the financial strength of our borrowers, our operating results and the level of regulatory scrutiny and
oversight that we receive. We manage this risk by, among other things, employing underwriting and risk identification, measurement,
monitoring and control techniques that we believe are appropriate, and we are updating those techniques in light of the updated OCC guidance.
However, these techniques and the judgments that accompany them will not always be capable of anticipating every economic and financial
outcome in all market environments, or the specifics and timing of such outcomes.

Current economic conditions present higher risks to our loan portfolio

Current economic conditions, including high unemployment rates, weakened consumer and business spending and materially declining real
estate values, all present risks to our loan portfolio. Our historical loan underwriting standards presumed a reasonable range of economic and
operating conditions for our borrowers and their underlying business or personal circumstances. The depth and speed of the decline in economic
activity exceeded, and will continue to exceed, the financial and management capabilities of certain borrowers to meet their credit obligations.
Furthermore, the decline in real estate values in all market segments not only diminishes an important source of repayment, but also diminishes
the economic interest of borrowers in investing additional financial resources into their businesses or residences. Though the risk of a sudden
and catastrophic event in financial markets appears to have receded, persistently weak economic growth in the U.S. and certain of its trading
partners will continue to depress the operating results of certain commercial borrowers. Standard & Poor�s lowered its long-term sovereign credit
rating on the United States from AAA to AA+ in the third quarter of 2011. A further downgrade or a downgrade by other rating agencies could
have a material adverse impact on financial markets and economic conditions in the United States and worldwide. These factors and prudent
loan portfolio management have also combined to reduce the overall level of acceptable credit exposures available in the market, resulting in
lower loan portfolio balances and reduced interest income from the loan portfolio.
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Repayment of our commercial and commercial real estate loans typically depends on the cash flows of the borrower. If a borrower�s cash
flows weaken or become uncertain, the loan may need to be classified and the collateral securing the loan may decline in value

We underwrite our commercial and commercial real estate loans primarily based on the historical and expected cash flow of the borrower.
Although we consider collateral in the underwriting process, it is a secondary consideration that generally relates to the risk of loss in the event
of a borrower default. We have also adopted the OCC�s published guidance for assigning risk-ratings to loans, and it emphasizes the strength of
the borrower�s cash flow. Specifically, the OCC�s loan risk-rating guidance provides that the primary consideration in assigning risk-ratings to
commercial and commercial real estate loans is the strength of the primary source of repayment, which is defined as a sustainable source of cash
under the borrower�s control that is reserved, explicitly or implicitly, to cover the debt obligation. The OCC�s loan risk-rating guidance typically
does not consider secondary repayment sources until the strength of the primary repayment source weakens, and collateral values typically do
not have a significant impact on a loan�s risk ratings until a loan is classified. Consequently, if a borrower�s cash flows weaken or become
uncertain, the loan may need to be classified, whether or not the loan is performing or fully secured. In addition, real estate appraisers typically
place significant weight on the cash flows generated by income-producing real estate and the reliability of the cash flows in performing
valuations. Thus, economic or borrower-specific conditions that cause a decline in borrower cash flows could cause our loan classifications to
increase and the value of the collateral securing our loans to decline.

Changes in market interest rates could adversely affect our financial condition and results of operations

Our financial condition and results of operations are significantly affected by changes in market interest rates because our assets, primarily loans,
and our liabilities, primarily deposits, are monetary in nature. Our results of operations depend substantially on our net interest income, which is
the difference between the interest income that we earn on our interest-earning assets and the interest expense that we pay on our interest-bearing
liabilities. We are unable to predict changes in market interest rates that are affected by many factors beyond our control, including inflation,
recession, unemployment, money supply, domestic and international events and changes in the United States and other financial markets. Our
net interest income is affected not only by the level and direction of interest rates, but also by the shape of the yield curve and relationships
between interest sensitive instruments and key driver rates, including credit risk spreads, and by balance sheet growth, customer loan and deposit
preferences and the timing of changes in these variables which themselves are impacted by changes in market interest rates. As a result, changes
in market interest rates can significantly affect our net interest income as well as the fair market valuation of our assets and liabilities.

Historically low interest rates may adversely affect our net interest income and profitability

In recent years it has been the policy of the Board of Governors of the Federal Reserve System to maintain interest rates at historically low levels
through its targeted federal funds rate and the purchase of mortgage-backed securities. As a result, interest rates on the loans we have originated
and the yields on securities we have purchased during this period have been at historically low levels. As a general matter, our interest-bearing
liabilities re-price or mature more quickly than our interest-earning assets, which has resulted in increases in net interest income in the short
term. However, our ability to lower our interest expense is limited at these interest rate levels while the average yield on our interest-earning
assets may continue to decrease. The Board of Governors of the Federal Reserve System has indicated its intention to maintain low interest rates
in the near future. Accordingly, our net interest income (the difference between interest income earned on assets and interest expense paid on
liabilities) may decrease, which may have an adverse affect on our profitability.

Future changes in non-performing loan resolution or OREO disposition strategies could result in net sales proceeds that differ from fair
value appraisals

OREO consists of properties that we acquire through foreclosure or other collection actions. OREO properties are recorded at the lower of the
recorded investment in the loans for which the properties served as collateral or their estimated fair value, less estimated selling costs. Appraisals
of OREO typically assume that the property will be disposed of in an orderly liquidation unless a different disposition strategy is specified to the
appraiser. We may from time to time consider disposition strategies other than orderly liquidation as part of our strategy to reduce
nonperforming assets, including bulk sales and auctions. In such an event, the net sales proceeds realized could differ significantly from
estimates that were used to determine the fair value of the properties.
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If our allowance for loan losses is not sufficient to cover actual loan losses, our earnings could decrease

In the event that our loan customers do not repay their loans according to their terms, and the collateral securing the repayment of these loans is
insufficient to cover any remaining loan balance, we could experience significant loan losses or increase our provision for loan losses or both,
which could have a material adverse effect on our operating results. At December 31, 2011, our allowance for loan losses was $31.7 million,
representing 2.52% of total loans and 41.2% of nonperforming loans as of that date. In determining the amount of our allowance for loan losses,
we rely on our loan quality reviews, our experience and our evaluation of economic conditions, among other factors. In addition, we make
various estimates and assumptions about the collectability of our loan portfolio, including the creditworthiness of our borrowers and the value of
the real estate and other assets, if any, serving as collateral for the repayment of our loans. We also make judgments concerning our legal
positions and the priority of our interests in contested legal or bankruptcy proceedings, and at times, we may lack sufficient information to
establish specific reserves for loans involved in such proceedings. We base these estimates, assumptions and judgments on information that we
consider reliable, but if an estimate, assumption or judgment that we make ultimately proves to be incorrect, additional provisions to our
allowance for loan losses may become necessary. In addition, as an integral part of their supervisory and/or examination process, our regulatory
agencies periodically review the methodology and sufficiency of the allowance for loan losses. These agencies may require us to recognize
additions to the allowance based on their inclusion, exclusion or modification of risk factors or differences in judgments of information available
to them at the time of their examination.

Our business may be adversely affected by the new regulatory environment in which we operate

The Dodd�Frank Act, which was signed by the President on July 21, 2010, provided for the transfer of the authority for regulating and
supervising federal savings banks from the OTS to the OCC, and the authority for regulating and supervising savings and loan holding
companies and their non�depository subsidiaries from the OTS to the FRB. The transfer occurred on July 21, 2011, and on that date, the OCC
became the primary federal regulator of the Bank and the FRB became the primary federal regulator of the Company. The transition of the
Company and the Bank to this new supervisory and regulatory structure presents risks, potential limitations and adjustments that were not
present when the Company and the Bank were supervised and regulated exclusively by the OTS. For example, the OCC�s published guidance
and practices for assigning risk ratings to commercial loans focuses more heavily on cash flows than the loan risk rating guidance and practices
of the OTS, and requires that a performing loan be classified if it exhibits well-defined weaknesses, even if the loan does not present a
probability of default or loss. The OCC�s more stringent loan risk-rating practices have contributed to the increase in the Bank�s classified loans
and have increased the Bank�s risk of being subjected to supervisory measures. In addition, the Federal Reserve Board takes a more
comprehensive approach than the OTS did to holding company supervision and regulation. For example, the Company is now subject to Federal
Reserve Board Supervisory Letter SR 09-4, which has the effect of imposing restrictions on dividends and stock repurchases in certain
circumstances. The Company does not have sufficient net income for the past four quarters net of dividends previously paid to declare a
dividend without first consulting with the Federal Reserve Bank of Chicago in accordance with Supervisory Letter SR 09-4. The Company�s
ability to pay dividends on its common stock could be further limited by the application of the Federal Reserve Board�s source of strength
doctrine, which requires holding companies to provide financial support to their subsidiary depository institutions if the subsidiary is in financial
distress, or by regulatory order. The Company also believes that Supervisory Letter SR 09-4 currently will serve to limit its ability to engage in
share repurchases. These regulatory changes have affected, and will continue to affect, the regulatory environment in which we operate.

The legislation creating the new regulatory environment also will affect capital standards, create a new Consumer Financial Protection
Bureau and result in new regulations that are expected to increase our costs of operations

The Dodd-Frank Act affects the lending, deposit, investment, and operating activities of insured depository institutions and their holding
companies in many ways other than regulatory structure. For example, the Dodd-Frank Act requires the adoption of new capital regulations, and
they must be at least as stringent as, and may call for higher levels of capital than, current regulations. The Dodd-Frank Act also eliminated the
federal prohibitions on paying interest on demand deposits, thus allowing businesses to have interest bearing checking accounts. Depending
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on competitive responses, this significant change to existing law could have an adverse impact on our interest expense. The Dodd-Frank Act
authorized the Federal Reserve Board to establish rules regarding interchange fees charged for an electronic debit transaction by a payment card
issuer and to enforce a new statutory requirement that such fees be reasonable and proportional to the actual cost of a transaction to the
issuer. By regulation, the Federal Reserve Board has limited the fees for such a transaction to the sum of 21 cents plus five basis points times the
value of the transaction, plus up to one cent for fraud prevention costs. The regulation applies only to institutions with more than $10 billion in
assets and is not yet clear what practical impact, if any, this limitation will have on smaller institutions. The Dodd-Frank Act also created a
Bureau of Consumer Financial Protection with broad powers to supervise and enforce consumer protection laws. The Bureau has broad
rule-making authority for a wide range of consumer protection laws that apply to all banks, including the authority to prohibit �unfair, deceptive
or abusive� acts and practices. Although the Bureau�s examination and enforcement authority is limited to banks with more than $10 billion in
assets, its rule-making and investigative authority is likely to have an impact on smaller institutions. Many aspects of the Dodd-Frank Act are
subject to rulemaking and will take effect over several years, making it difficult to anticipate the overall financial and operational impact.
Compliance and operating costs associated with the Dodd-Frank Act could have a material adverse effect on our future financial condition and
results of operations.

Our sources of funds are limited because of our holding company structure

The Company is a separate legal entity from its subsidiaries and does not have significant operations of its own. Dividends from the Bank
provide a significant source of cash for the Company. The availability of dividends from the Bank is limited by various statutes and regulations.
Under these statutes and regulations, the Bank is not permitted to pay dividends on its capital stock to the Company, its sole stockholder, if the
dividend would reduce the stockholders� equity of the Bank below the amount of the liquidation account established in connection with the
mutual-to-stock conversion. The Bank may pay dividends without the approval of its primary federal regulator only if the Bank meets its
applicable regulatory capital requirements before and after the payment of the dividends and its total dividends do not exceed its net income to
date over the calendar year plus its retained net income over the preceding two years. Although the Bank�s capital exceeded applicable regulatory
requirements at December 31, 2011, the Bank did not have sufficient net income over the preceding two years to pay a dividend to the Company
without the prior approval of the OCC. If in the future, the Company utilizes its available cash for other purposes and the Bank is unable to pay
dividends to the Company, the Company may not have sufficient funds to pay dividends.

Conditions in the market may limit our access to additional funding to meet our liquidity needs

Liquidity is essential to the banking business, as we must maintain sufficient funds to respond to the needs of depositors and borrowers. An
inability to raise funds through deposits, borrowings or the sale or pledging as collateral of loans and other assets could have a substantial
negative effect on our liquidity. Our access to funding sources in amounts adequate to finance our activities could be impaired by factors that
affect us specifically or the financial services industry generally. Factors that could negatively affect our access to liquidity sources include a
decrease in the level of our business activity due to a market downturn or negative regulatory action against us. Our ability to borrow could also
be impaired by factors that are not specific to us, such as severe disruption of the financial markets or negative news and expectations about the
prospects for the financial services industry as a whole, as evidenced by recent turmoil in the domestic and worldwide credit markets.

FDIC deposit insurance costs have increased and may increase further in the future

FDIC insurance rates increased significantly in 2009, and we may pay higher FDIC deposit premiums in the future. The Dodd-Frank Act
established 1.35% as the minimum Designated Reserve Ratio (�DRR�) for the deposit insurance fund. The FDIC has determined that the DRR
should be 2.0% and has adopted a plan under which it will meet the statutory minimum DRR of 1.35% by the statutory deadline of
September 30, 2020. The Dodd-Frank Act requires the FDIC to offset the effect on institutions with assets less than $10 billion of the increase in
the statutory minimum DRR to 1.35% from the former statutory minimum of 1.15%. The FDIC has not announced how it will implement this
offset. The Dodd-Frank Act also requires the FDIC to base deposit insurance premium on an institution�s total assets minus its tangible equity
instead of its deposits. The FDIC has adopted regulations that base assessments for banks with total assets of $10 billion or more on a scorecard
method that takes into account a performance score and a loss severity score. These factors create a risk that our FDIC deposit insurance
premiums
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will increase. The increases that have occurred to date have had an adverse impact on our results of operations and will continue to have an
adverse impact in future years. If circumstances require the FDIC to impose additional special assessments or further increase its quarterly
assessment rates, the adverse impact will be exacerbated.

New or changing tax, accounting, and regulatory rules and interpretations could have a significant impact on our strategic initiatives,
results of operations, cash flows, and financial condition

The banking services industry is extensively regulated and the degree of regulation is increasing due to the Dodd-Frank Act and regulatory
initiatives precipitated by the Dodd-Frank Act and the economic downturn and the resulting disruptions that certain financial markets
experienced. These regulations, along with the currently existing tax, accounting, securities, insurance, and monetary laws, regulations, rules,
standards, policies and interpretations, control the methods by which financial institutions and their holding companies conduct business, engage
in strategic and tax planning and implement strategic initiatives, and govern financial reporting and disclosures. These laws, regulations, rules,
standards, policies and interpretations are constantly evolving and may change significantly over time.

Our future success is dependent on our ability to compete effectively in the highly competitive banking industry and Chicago banking
market

We face substantial competition in all phases of our operations from a variety of different competitors. Our future growth and success will
depend on our ability to compete effectively in this highly competitive environment. To date, we have grown our business successfully by
focusing on our geographic markets and emphasizing the high level of service and responsiveness desired by our customers. We compete for
loans, deposits and other financial services with other commercial banks, thrifts, credit unions, brokerage houses, mutual funds, insurance
companies, real estate conduits, and specialized finance companies. Many of our competitors offer products and services that we do not offer,
and many have substantially greater resources and lending limits, name recognition and market presence that benefit them in attracting business.
In addition, larger competitors may be able to price loans and deposits more aggressively than we do, and smaller newer competitors may be
more aggressive in pricing loans and deposits in order to increase their market share. Some of the financial institutions and financial services
organizations with which we compete are not subject to the extensive regulations imposed on federal savings banks and their holding companies.
As a result, these nonbank competitors have certain advantages over us in accessing funding and in providing various financial services.

Trading activity in the Company�s common stock could result in material price fluctuations

It is possible that trading activity in the Company�s common stock, including short-selling or significant sales by our larger stockholders, could
result in material price fluctuations of the price per share of the Company�s common stock. In addition, such trading activity and the resultant
volatility could make it more difficult for the Company to sell equity or equity-related securities in the future at a time and price it deems
appropriate, or to use its stock as consideration for an acquisition.

Various factors may make takeover attempts that you want to succeed more difficult to achieve, which may affect the value of shares of
our common stock

Provisions of our articles of incorporation and bylaws, federal regulations, Maryland law and various other factors may make it more difficult
for companies or persons to acquire control of the Company without the consent of our board of directors. You may want a takeover attempt to
succeed because, for example, a potential acquiror could offer a premium over the then prevailing price of our shares of common stock.
Provisions of our articles of incorporation and bylaws also may make it difficult to remove our current board of directors or management if our
board of directors opposes the removal. We have elected to be subject to the Maryland Business Combination Act, which places restrictions on
mergers and other business combinations with large stockholders. In addition, our articles of incorporation provide that certain mergers and
other similar transactions, as well as amendments to our articles of incorporation, must be approved by stockholders owning at least two-thirds
of our shares of common stock entitled to vote on the matter unless first approved by at least two-thirds of the number of our authorized
directors, assuming no vacancies. If approved by at least two-thirds of the number of our authorized directors, assuming no vacancies, the action
must still be approved by a majority of our shares entitled to vote on the matter. In addition, a director can be removed from office, but only for
cause, if such removal is approved by stockholders
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owning at least two-thirds of our shares of common stock entitled to vote on the matter. However, if at least two-thirds of the number of our
authorized directors, assuming no vacancies, approves the removal of a director, the removal may be with or without cause, but must still be
approved by a majority of our voting shares entitled to vote on the matter. Additional provisions include limitations on the voting rights of any
beneficial owners of more than 10% of our common stock. Our bylaws, which can only be amended by the board of directors, also contain
provisions regarding the timing, content and procedural requirements for stockholder proposals and nominations.

The Bank is required to maintain a significant percentage of its total assets in residential mortgage loans and investments secured by
residential mortgage loans, which restricts our ability to diversify our loan portfolio

A federal savings bank or thrift differs from a commercial bank in that it is required to maintain at least 65% of its total assets in �qualified thrift
investments� which generally include loans and investments, for the purchase, refinance, construction, improvement, or repair of residential real
estate, as well as home equity loans, education loans and small business loans. To maintain our federal savings bank charter we have to be a
�qualified thrift lender� or �QTL� in nine out of each 12 immediately preceding months. The QTL requirement limits the extent to which we can
grow our commercial loan portfolio, and as a result of the Dodd-Frank Act, failing the QTL test can result in an enforcement action. However,
multi-family mortgage loans as well as certain loans not exceeding $2 million (including a group of loans to one borrower) that are for
commercial, corporate, business, or agricultural purposes are included in our qualified thrift investments. Because of the QTL requirement, we
may be limited in our ability to change our asset mix and increase the yield on our earning assets by growing our commercial loan portfolio.

We continually encounter technological change, and may have fewer resources than many of our competitors to continue to invest in
technological improvements

The financial services industry is undergoing rapid technological changes, with frequent introductions of new technology-driven products and
services. The effective use of technology increases efficiency and enables financial institutions to better serve customers and to reduce costs. Our
future success will depend, in part, upon our ability to address the needs of our customers by using technology to provide products and services
that will satisfy customer demands for convenience, as well as to create additional efficiencies in our operations. Many of our competitors have
substantially greater resources to invest in technological improvements. We also may not be able to effectively implement new
technology-driven products and services or be successful in marketing these products and services to our customers.

We are subject to security and operational risks relating to our use of technology

We depend on the secure processing, storage and transmission of confidential and other information in our data processing systems, computers,
networks and communications systems. Although we take numerous protective measures and otherwise endeavor to protect and maintain the
privacy and security of confidential data, these systems may be vulnerable to unauthorized access, computer viruses or other malicious code, and
other events that could have a security impact. If one or more of such events were to occur, this potentially could jeopardize confidential and
other information processed and stored in, and transmitted through, our systems or otherwise cause interruptions or malfunctions in our or our
customers� operations. We may be required to expend significant additional resources to modify our protective measures or to investigate and
remediate vulnerabilities or other exposures, and we may be subject to litigation and financial losses that are not fully covered by our insurance.
Security breaches in our internet banking activities could expose us to possible liability and deter customers from using our systems. We rely on
standard internet security systems to provide the security and authentication necessary to effect secure transmission of data. These precautions
may not fully protect our systems from compromises or breaches of our security measures that could result in damage to our reputation and our
business. Although we perform most data processing functions internally, we outsource certain services to third parties. If our third party
providers encounter operational difficulties or security breaches, it could affect our ability to adequately process and account for customer
transactions, which could significantly affect our business operations.
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Non-Compliance with USA PATRIOT Act, Bank Secrecy Act, Real Estate Settlement Procedures Act, Truth-in-Lending Act or other
laws and regulations could result in fines or sanctions

Financial institutions are required under the USA PATRIOT and Bank Secrecy Acts to develop programs to prevent financial institutions from
being used for money-laundering and terrorist activities. Financial institutions are also obligated to file suspicious activity reports with the U.S.
Treasury Department�s Office of Financial Crimes Enforcement Network if such activities are detected. These rules also require financial
institutions to establish procedures for identifying and verifying the identity of customers seeking to open new financial accounts. Failure or the
inability to comply with these regulations could result in fines or penalties, curtailment of expansion opportunities, intervention or sanctions by
regulators and costly litigation or expensive additional controls and systems. During the last few years, several banking institutions have
received large fines for non-compliance with these laws and regulations. In addition, the U.S. Government imposed and will continue to expand
laws and regulations relating to residential and consumer lending activities that create significant new compliance burdens and financial risks.
We have developed policies and continue to augment procedures and systems designed to assist in compliance with these laws and regulations.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES
As of December 31, 2011 the net book value of our properties was $34.8 million. The following is a list of our offices:

Burr Ridge (Executive Office)

15W060 North Frontage Road

Burr Ridge, IL 60527

Deerfield

630 N. Waukegan Road

Deerfield, IL 60015

North Libertyville

1409 W. Peterson Road

Libertyville, IL 60048

Calumet City

1901 Sibley Boulevard

Calumet City, IL 60409

Downers Grove

5140 Main Street

Downers Grove, IL 60515

Northbrook

1368 N. Shermer Road

Northbrook, IL 60062

Calumet Park

1333 W. 127th Street

Calumet Park, IL 60827

Hazel Crest

3700 W. 183rd Street

Hazel Crest, IL 60429

Olympia Fields

21110 S. Western Avenue

Olympia Fields, IL 60461

Chicago - Hyde Park

1354 East 55th Street

Chicago, IL 60615

Joliet

1401 N. Larkin

Joliet, IL 60435

Orland Park

48 Orland Square Drive

Orland Park, IL 60462

Chicago - Hyde Park East

55th at Lake Park Avenue

Chicago, IL 60615

Lincolnshire

One Marriott Drive

Lincolnshire, IL 60069

Schaumburg

1005 W. Wise Road

Schaumburg, IL 60193

Chicago Ridge

6415 W. 95th Street

Chicago Ridge, IL 60415

Lincolnwood

3443 W. Touhy

Lincolnwood, IL 60712

South Libertyville

1123 S. Milwaukee Avenue Libertyville,
IL 60048

Chicago - Lincoln Park

2424 N. Clark Street

Chicago, IL 60614

Naperville

1200 E. Ogden Avenue

Naperville, IL 60563

Westmont

6301 Fairview Avenue

Westmont, IL 60559
Except for our Chicago-Lincoln Park, Northbrook, and Hyde Park East offices, which are leased, all of our offices are owned. In addition to the
above listed properties, we also operate two satellite national commercial leasing offices and two remote ATMs on sites where we do not have a
full-service banking office.

ITEM 3. LEGAL PROCEEDINGS
The Company and its subsidiaries are subject to various legal actions arising in the normal course of business. In the opinion of management,
based on currently available information, the resolution of these legal actions is not expected to have a material adverse effect on the Company�s
results of operations.
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ITEM 4. MINE SAFETY DISCLOSURES
Not applicable
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PART II

ITEM 5. MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our shares of common stock are traded on the Nasdaq Global Select Market under the symbol �BFIN.� The approximate number of holders of
record of the Company�s common stock as of December 31, 2011 was 1,735. Certain shares of the Company�s common stock are held in �nominee�
or �street� name, and accordingly, the number of beneficial owners of such shares is not known or included in the foregoing number.

The following table presents quarterly market information provided by the Nasdaq Stock Market for the Company�s common stock and cash
dividends paid for the periods ended December 31, 2011 and 2010.

2010 and 2011 Quarterly Periods High Low Close
Cash

Dividends Paid
Quarter ended December 31, 2011 $ 8.89 $ 5.26 $ 5.52 $ 0.01
Quarter ended September 30, 2011 8.62 6.51 6.64 0.07
Quarter ended June 30, 2011 9.55 8.10 8.47 0.07
Quarter ended March 31, 2011 10.10 8.42 9.19 0.07

Quarter ended December 31, 2010 $ 9.90 $ 9.06 $ 9.75 $ 0.07
Quarter ended September 30, 2010 9.38 8.12 9.17 0.07
Quarter ended June 30, 2010 9.99 8.28 8.31 0.07
Quarter ended March 31, 2010 10.16 9.01 9.17 0.07
The Company is subject to state law limitations on the payment of dividends. Maryland law generally limits dividends to an amount equal to the
excess of our capital surplus over payments that would be owed upon dissolution to stockholders whose preferential rights upon dissolution are
superior to those receiving the dividend, and to an amount that would not make us insolvent provided, however, that even if the Company�s assets
are less than the amount necessary to satisfy the requirement set forth above, the Company may make a distribution from: (A) the Company�s net
earnings for the fiscal year in which the distribution is made; (B) the Company�s net earnings for the preceding fiscal year; or (C) the sum of the
Company�s net earnings for the preceding eight fiscal quarters. Dividends from the Bank provide a significant source of cash for the Company.
The availability of dividends from the Bank is limited by various statutes and regulations. For a discussion of the Bank�s ability to pay dividends,
see Part I, Item 1, �Business -Supervision and Regulation�Federal Banking Regulation�Capital Distributions.�

Recent Sales of Unregistered Securities

The Company had no sales of unregistered stock during the quarter ended December 31, 2011.

Repurchases of Equity Securities

Our Board of Directors has authorized the repurchase of up to 5,047,423 shares of our common stock. In accordance with this authorization, we
had repurchased 4,239,134 shares of our common stock as of December 31, 2011. There were no share repurchases conducted in the fourth
quarter of 2011. The current share repurchase authorization will expire on May 15, 2012, unless extended by our Board of Directors. Share
repurchases are subject to the requirements of Federal Reserve Board Supervisory Letter SR 09-4.
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Stock Performance Graph

The following line graph shows a comparison of the cumulative returns for the Company, the Russell 2000 Index, the NASDAQ Bank Index and
the America�s Community Bankers NASDAQ Index for the period beginning December 31, 2006 and ending December 31, 2011. The
information assumes that $100 was invested at the closing price on December 31, 2006 in the Common Stock and each index, and that all
dividends were reinvested.

12/31/2006 12/31/2007 12/31/2008 12/31/2009 12/31/2010 12/31/2011
BankFinancial Corporation 100.00 119.65 78.58 78.45 79.41 46.03
Russell 2000 Index 100.00 125.24 82.93 105.46 133.78 128.28
NASDAQ Bank Index 100.00 88.74 67.51 55.02 61.56 53.91
America�s Community Bankers NASDAQ Index 100.00 86.43 69.51 54.65 59.71 54.63
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ITEM 6. SELECTED FINANCIAL DATA
The following information is derived from the audited consolidated financial statements of the Company. For additional information, reference
is made to Item 7, �Management�s Discussion and Analysis of Financial Condition and Results of Operations� and the Consolidated Financial
Statements of the Company and related notes included elsewhere in this Annual Report.

At December 31,
2011 2010 2009 2008 2007

(Dollars in thousands)

Selected Financial Condition Data:

Total assets $ 1,563,575 $ 1,530,655 $ 1,566,963 $ 1,554,855 $ 1,480,712
Loans, net 1,227,391 1,050,766 1,218,540 1,268,122 1,254,167
Loans held-for-sale 1,918 2,716 �  872 173
Securities, at fair value 92,832 120,747 102,126 124,919 77,049
Goodwill �  22,566 22,566 22,566 22,566
Core deposit intangible 3,671 2,700 4,295 5,985 7,769
Deposits 1,332,552 1,235,377 1,233,395 1,069,855 1,073,650
Borrowings 9,322 23,749 50,784 200,350 96,433
Equity 199,857 253,285 263,603 266,791 291,137

Years Ended December 31,
2011 2010 2009 2008 2007

(Dollars in thousands, except per share data)
Selected Operating Data:

Interest and dividend income $ 69,708 $ 64,936 $ 74,109 $ 77,960 $ 91,953
Interest expense 6,915 13,186 20,557 25,667 38,304

Net interest income 62,793 51,750 53,552 52,293 53,649
Provision for loan losses 22,723 12,083 8,811 5,092 697

Net interest income after provision for loan losses 40,070 39,667 44,741 47,201 52,952
Noninterest income 7,317 7,128 7,239 10,418 9,665
Noninterest expense (1) 83,708 53,849 52,731 89,056 52,499

Income (loss) before income tax expense (36,321) (7,054) (751) (31,437) 10,118
Income tax expense (benefit) (2) 12,375 (2,747) (13) (12,048) 2,963

Net income (loss) $ (48,696) $ (4,307) $ (738) $ (19,389) $ 7,155

Basic earnings (loss) per common share $ (2.46) $ (0.22) $ (0.04) $ (0.98) $ 0.35
Diluted earnings (loss) per common share $ (2.46) $ (0.22) $ (0.04) $ (0.98) $ 0.35

(footnotes on following page)
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At or For the Years Ended December 31,
2011 2010 2009 2008 2007

Selected Financial Ratios and Other Data:

Performance Ratios:
Return on assets (ratio of net income (loss) to average total
assets) (3.00)% (0.28)% (0.05)% (1.33)% 0.47% 
Return on equity (ratio of net income (loss) to average
equity) (19.47) (1.64) (0.28) (6.84) 2.30
Net interest rate spread (3) 4.09 3.36 3.36 3.35 2.94
Net interest margin (4) 4.20 3.57 3.69 3.88 3.78
Efficiency ratio (5) 85.36 91.46 86.74 142.01 82.92
Noninterest expense to average total assets (6) 3.69 3.45 3.36 6.09 3.42
Average interest-earning assets to average interest-bearing
liabilities 122.68 122.56 123.43 127.85 130.95
Dividends declared per share $ 0.22 $ 0.28 $ 0.28 $ 0.28 $ 0.28
Dividend payout ratio N.M. N.M. N.M. N.M. 90.6% 

Asset Quality Ratios:
Nonperforming assets to total assets (7) 6.36% 3.94% 3.42% 0.94% 0.87% 
Nonperforming loans to total loans 6.11 4.26 4.01 1.07 0.95
Allowance for loan losses to nonperforming loans 41.25 48.54 37.63 107.97 91.65
Allowance for loan losses to total loans 2.52 2.07 1.51 1.15 0.87
Net charge-offs to average loans outstanding 1.04 0.75 0.39 0.11 0.02

Capital Ratios:
Equity to total assets at end of period 12.78% 16.55% 16.82% 17.16% 19.66% 
Average equity to average assets 15.42 16.77 17.02 19.39 20.32
Tier 1 leverage ratio (Bank only) 10.50 12.48 12.44 12.08 13.95

Other Data:
Number of full-service offices 20 18 18 18 18
Employees (full-time equivalents) 357 328 372 393 425

(1) Noninterest expense for the year ended December 31, 2011 includes a full goodwill impairment of $23.9 million. The years ended
December 31, 2009 and 2008 includes $401,000 and $35.9 million, respectively, of impairment loss on securities.

(2) Income tax expense for the year ended December 31, 2011 includes a full valuation of the deferred tax asset of $22.6 million.
(3) The net interest rate spread represents the difference between the yield on average interest-earning assets and the cost of average

interest-bearing liabilities for the period.
(4) The net interest margin represents net interest income divided by average total interest-earning assets for the period.
(5) The efficiency ratio represents noninterest expense, less goodwill impairment, divided by the sum of net interest income and noninterest

income.
(6) The noninterest expense to average total assets ratio represents noninterest expense less goodwill impairment, divided by average total

assets.
(7) Nonperforming assets include nonperforming loans and other real estate owned and in process.

N.M. Not Meaningful
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ITEM 7. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The discussion and analysis that follows focuses on the factors affecting our consolidated financial condition at December 31, 2011 and 2010,
and our consolidated results of operations for the three years ended December 31, 2011. The consolidated financial statements, the related notes
and the discussion of our critical accounting policies appearing elsewhere in this Annual Report should be read in conjunction with this
discussion and analysis.

Overview

Loans. Our loan portfolio consists primarily of investment and business loans (multi-family, nonresidential real estate, commercial, construction
and land loans, and commercial leases), which together make up 78.2% of gross loans at December 31, 2011. Net loans receivable increased
$176.6 million, or 16.8%, to $1.227 billion at December 31, 2011, from $1.051 billion at December 31, 2010, due in substantial part to an
acquisition of a portfolio of $152.1 million of performing Chicago area multi-family loans on March 11, 2011 and the $118.1 million in loans
that were acquired from Downers Grove National Bank. At the closing of the acquisition in March of 2011, Downers Grove National Bank�s
loans consisted of $49.4 million one-to-four family residential mortgage loans, $2.2 million of multi-family mortgage loans, $40.5 million
nonresidential real estate loans, $14.9 million construction and land loans, $9.9 million commercial loans, and $1.1 million consumer loans.
Multi-family mortgage loans increased by $126.7 million, or 42.7%. Commercial loans increased by $29.3 million, or 45.2%. Nonresidential
real estate loans increased $29.7 million, or 10.5%. Construction and land loans increased $1.5 million, or 7.9%. One-to-four family residential
mortgage loans increased $15.7 million, or 6.1%. Commercial leases decreased by $16.1 million, or 10.7%, as scheduled lease payments
outpaced originations. Future loan growth could be adversely affected by our unwillingness to compete for loans by relaxing our historical
underwriting standards.

Securities. Securities decreased $27.9 million, or 23.1%, to $92.8 million at December 31, 2011, from $120.7 million at December 31, 2010, due
primarily to the receipt of principal repayments of $30.7 million in our residential mortgage-backed and collateralized mortgage obligation
portfolio. During 2011 and 2010, we also invested in FDIC insured certificates of deposit issued by other insured depository institutions.

Stock in Federal Home Loan Bank of Chicago. We owned $16.3 million of common stock of the FHLBC at December 31, 2011, compared to
$15.6 million at December 31, 2010. The increase was due to $748,000 in FHLBC stock that we acquired in our acquisition of Downers Grove
National Bank.

Deposits. Deposits increased $97.2 million, or 7.9%, to $1.333 billion at December 31, 2011, from $1.235 billion at December 31, 2010. The
increase in deposits was primarily due to the deposits acquired in our acquisition of Downers Grove National Bank. At the closing of the
acquisition in March of 2011, Downers Grove National Bank had $36.1 million in noninterest�bearing demand deposit accounts, $39.3 million in
savings accounts, $17.3 million in money market accounts, $31.7 million in interest�bearing NOW accounts, and $86.6 million of certificates of
deposits. We increased our core deposits (savings, money market, noninterest-bearing demand and NOW accounts) by $112.8 million and
reduced our balances of wholesale deposits by $5.8 million during the year. Core deposits increased as a percentage of total deposits,
representing 72.7% of total deposits at December 31, 2011, compared to 69.2% of total deposits at December 31, 2010.

Borrowings. Borrowings decreased $14.4 million, or 60.7%, to $9.3 million at December 31, 2011, from $23.7 million at December 31, 2010,
due to our repayments of maturing FHLBC advances.

Stockholders� Equity. Total stockholders� equity was $199.9 million at December 31, 2011, compared to $253.3 million at December 31, 2010.
The decrease in total stockholders� equity was primarily due to the combined impact of our $48.7 million net loss, our declaration and payment of
cash dividends totaling $4.6 million, and a $689,000 decrease in accumulated other comprehensive income during the year ended December 31,
2011. The unallocated shares of common stock that our ESOP owns were reflected as a $13.2 million reduction to stockholders� equity at
December 31, 2011, compared to a $14.2 million reduction to stockholders� equity at December 31, 2010.
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Net Loss. We recorded a net loss of $48.7 million for the year ended December 31, 2011, compared to net losses of $4.3 million and $738,000
for 2010 and 2009, respectively. The net loss for 2011 was primarily due to the recording of a goodwill impairment expense of $23.9 million, a
$22.6 million valuation allowance for deferred tax assets, a $22.7 million provision for loan losses and $10.8 million of expense for
nonperforming asset management and operations of other real estate owned. The net loss in 2010 was due in substantial part to our recording a
$12.1 million provision for loan losses, $7.3 million for nonperforming asset management expense and operations of other real estate owned
combined with a $1.8 million decrease in net interest income. The net loss in 2009 was due primarily to the recording of an $8.8 million
provision for loan losses, a $2.1 million increase in FDIC expense and $1.4 million in combined pre-tax losses that we recorded for the
impairment and subsequent sale of our Freddie Mac preferred stocks. Our basic loss per common share was $2.46, $0.22 and $0.04 for the years
ended December 31, 2011, 2010 and 2009, respectively.

Net Interest Income. We recorded net interest income of $62.8 million for the year ended December 31, 2011, compared to $51.8 million for
2010 and $53.6 million for 2009. The increase in net interest income for 2011 reflected a $4.8 million increase in interest income, combined
with a $6.3 million decrease in interest expense. Our net interest rate spread was 4.09% for the year ended December 31, 2011 compared to
3.36% for 2010. The Company�s net interest spread and net interest margin increased in 2011 principally due to a $9.5 million increase in net
interest�earning assets and approximately $2.4 million in purchase price discount accretion for performing and impaired loans acquired in the
Downers Grove National Bank merger.

Provision for Loan Losses. We recorded a provision for loan losses of $22.7 million for the year ended December 31, 2011, compared to $12.1
million for 2010 and $8.8 million for 2009. The provision for loan losses that we recorded in 2011 reflects the combined impact of a $5.5 million
increase in the portion of the specific allowance for loan losses that we allocate to impaired loans, $13.2 million in net charge-offs and a $4.0
million increase in the general component of the allowance for loan losses.

Noninterest Income. Noninterest income for the year ended December 31, 2011 was $7.3 million, compared to $7.1 million for 2010 and $7.2
million for 2009. Our noninterest income for 2011 included service charges and fees of $2.7 million, compared to $3.0 million for 2010 and $3.4
million for 2009. Earnings on bank-owned life insurance were $626,000 for the year ended December 31, 2011, compared to earnings of
$430,000 for 2010 and a $20,000 loss for 2009. Our noninterest income for 2009 included a $988,000 loss on the sale of our Freddie Mac
preferred stocks and a $1.3 million gain on the sale of our merchant processing operations.

Noninterest Expense. Noninterest expense for the year ended December 31, 2011 was $83.7 million, compared to $53.8 million for 2010 and
$52.7 million for 2009. Noninterest expense for 2011 included a $23.9 million goodwill impairment expense. Noninterest expense for 2011 also
included $4.4 million in nonperforming asset management expenses, compared to $3.3 million for 2010 and $770,000 in 2009. Operations of
other real estate owned, including asset write-downs and gains and losses on disposition, totaled $6.3 million in 2011, compared to $3.6 million
for 2010 and $2.8 million in 2009. Noninterest expense for 2011 also included acquisition costs of $1.8 million relating to our purchase of a pool
of performing Chicago area multi-family loans from Citibank and our acquisition of Downers Grove National Bank. Noninterest expense for
2009 included a $401,000 pre-tax impairment loss on our holdings of Freddie Mac preferred stocks.

Income Taxes. We recorded an income tax expense of $12.4 million for the year ended December 31, 2011, and an income tax benefit of $2.7
million and $13,000 for the years ended December 31, 2010 and 2009, respectively. The recognition of the $12.4 million income tax expense for
2011 resulted from a non-cash charge of $22.6 million for the establishment of a full valuation allowance for our deferred tax assets. A full
valuation on deferred tax assets was recorded in accordance with accounting principles generally accepted in the United States of America
(�GAAP�). The effective tax rates were 38.94%, and 1.73% for the years ended December 31, 2010 and 2009, respectively. The effective tax rate
for the year ended December 31, 2011 is not meaningful due to the size of our operating loss relative to the income expense resulting from the
valuation allowance. For 2009, the difference between accounting for equity-based compensation granted in prior years in accordance with
GAAP basis (fair market value at the date of grant) and the tax basis (fair market value at the date of vesting) reduced our income tax benefit.
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Quarterly Cash Dividends. Our Board of Directors declared four quarterly cash dividends totaling of $0.22 per share during 2011. Cash
dividends totaling $4.6 million were paid in 2011. As a result of the regulatory restructuring occasioned by the Dodd-Frank Act, the Company
became subject to Federal Reserve Board Supervisory Letter SR 09-4 on July 21, 2011, which provides that a holding company should, among
other things, inform the Federal Reserve Bank prior to declaring a dividend if its net income for the current quarter is not sufficient to fully fund
the dividend, and inform the Federal Reserve Bank and consider eliminating, deferring or significantly reducing its dividends if its net income
for the current quarter is not sufficient to fully fund the dividends, or if its net income for the past four quarters, net of dividends previously paid
during that period, is not sufficient to fully fund the dividends. The Company does not have sufficient net income for the fourth quarter of 2011
or sufficient net income for the past four quarters net of dividends previously paid to declare a dividend for the fourth quarter of 2011 without
first consulting with the Federal Reserve Bank of Chicago.

As a consequence, the Company is currently in discussions with the Federal Reserve Bank of Chicago with respect to whether a dividend should
be declared for the quarter ended December 31, 2011 and, if declared, at what level. There can be no assurance that a dividend will be declared
or, if it is declared, at what level.

Stock Repurchase Program. Our Board of Directors has authorized the repurchase of up to 5,047,423 shares of our common stock. The
authorization permits shares to be repurchased in open market or negotiated transactions, and pursuant to any trading plan that may be adopted
in accordance with Rule 10b5-1 of the Securities and Exchange Commission. The authorization may be utilized at management�s discretion,
subject to the limitations set forth in Rule 10b-18 of the Securities and Exchange Commission and other applicable legal requirements, and to
price and other internal limitations established by the Board of Directors. The repurchase authorization will expire on May 15, 2012, unless
extended by the Board of Directors. As of December 31, 2011, the Company had repurchased 4,239,134 shares of its common stock pursuant to
the repurchase authorization. Federal Reserve Board Supervisory Letter SR 09-4 provides that holding companies experiencing financial
weaknesses such as operating losses should consult with the appropriate Federal Reserve supervisory staff before redeeming or repurchasing
common stock. The Company has not initiated discussions with the Federal Reserve supervisory staff with respect to common stock
repurchases, and has no plans to initiate such discussions in the immediate future. Due to the Company�s operating loss in 2011, the Company
will not undertake any further share repurchases without engaging in discussions with the Federal Reserve supervisory staff.

Economic and Competitive Conditions

During 2011, the national and local economies showed limited signs of recovery. The principal challenges in the local economy, the Chicago
metropolitan area, continue to be persistent unemployment and declining real estate values, with certain geographic sub-markets considerably
more adversely affected than others.

Pricing and underwriting for multi-family and commercial real estate loans came under increasing pressure towards the end of 2011.
Competition and pricing for commercial and industrial loans and commercial leases also increased steadily throughout the year. Given recent
Federal Reserve Board projections of modest U.S. economic growth, weak employment growth and expected market interest rate levels for the
next several years, we believe that pricing and underwriting competition on multifamily, commercial real estate and commercial loans and
commercial leases will continue to intensify in 2012. We also expect that the combination of current market interest rate levels and government
participation in residential lending markets will continue to result in higher prepayments on our adjustable-rate residential loan portfolio due to
borrower refinance activity into 30-year fixed rate mortgage loans sold into the secondary market.

Although there are some signs of stabilization in market rents, occupancies and real estate valuations, local governmental and judicial policies
concerning foreclosure processing currently prevent the normal type of �market clearing� transactions that reduce the supply of available inventory
and, consequently, contribute towards a stabilization of valuations. To the extent that this �shadow inventory� clears more rapidly in 2012 than in
2011, improved results in terms of borrower defaults and losses given defaults can be expected.
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Overview of 2011

Core Operating Earnings and Franchise Growth

For 2011, a key priority was to deploy the Company�s excess liquidity and continue its franchise growth in a meaningful manner to improve the
Company�s core operating earnings and long-term market position. We evaluated many different opportunities, including the conduct of due
diligence on loan portfolios for sale and on several local depository institutions. We were able to successfully negotiate and close the acquisition
of a $152 million performing multifamily loan portfolio and to close the Downers Grove National Bank acquisition at the end of first quarter,
2011. The data conversions and customer retention / transition plans for these transactions were successfully concluded by the end of third
quarter, 2011. In an overall environment of stagnant to negative loan growth and declining market yields, our net interest income (before loan
loss provision) grew 21% compared to 2010. In addition, the two Downers Grove National Bank locations were an important enhancement to
our geographic footprint due to their strong base of high value core deposit relationships. The Downers Grove National Bank Trust Department
also enhanced our existing wealth management operations and provided opportunities to enhance future non-interest income.

Consistent with our practices in previous years, we actively managed our loan portfolio to exit certain multifamily, commercial real estate and
commercial loan relationships based on our overall assessment of the borrowers, the industries in which they operate and future collateral
valuations. Given the growth we experienced in our multifamily and commercial real estate loan portfolios from the acquisitions that we
conducted early in the year, we did not emphasize the aggressive origination of multifamily and commercial real estate loans in 2011. Our
growth in commercial loan balances resulted from higher credit utilization by Illinois health care borrowers and growth in credit utilization from
loans originated in 2009 and 2010. Lack of demand for adjustable rate residential mortgage loans, coupled with accelerating fixed-rate refinance
activity in the last third of 2011, resulted in a decline in our residential mortgage loan portfolio. Our commercial lease origination volumes were
17% higher in 2011 than in 2010 but scheduled lease amortizations resulted in a net decrease in the commercial lease portfolio.

We managed our deposit portfolio, including the deposits acquired in the Downers Grove National Bank transaction, to retain the highest value
core deposit relationships and reduce our cost of funds to the lowest practicable levels. We ended 2011 with our highest-ever core deposit ratio
at 72.7% of total deposits and our lowest-ever cost of funds at 0.55%.

Our non-interest income increased in 2011 as the revenues from the new Trust Department and from bank-owned life insurance more than offset
declines in deposit-related fee income resulting from the Dodd-Frank legislation that became effective during 2011.

Our core non-interest expense remained well-contained in 2011, even with the addition of the Downers Grove National Bank operating
expenses. We continue to implement new processes and technologies to reduce staffing needs where feasible while still investing in business
development, customer service and marketing resources to foster future growth with existing and new customers.

Asset Quality & Credit-Related Expenses

We consider the total balances of non-performing loans and repossessed assets to be an important asset quality metric. Our credit-related
expenses include any required provisions for loan losses, write-downs of repossessed assets to current market value, and expenses related to the
collection, management and sale of non-performing loans and repossessed assets. Although we track the non-performing loans and repossessed
assets we acquired from Downers Grove National Bank separately for management and certain accounting purposes, these non-performing
assets are included in our total balances for financial reporting and OCC regulatory purposes. At December 31, 2011, non-performing assets
related to Downers Grove National Bank were 21% of our total non-performing assets, and represented 54% of the increase in non-performing
assets since December 31, 2010.

Our asset quality and credit-related costs began a gradual improvement trend in the first two quarters of 2011. As further detailed on pages
39-41, in third quarter, 2011, we encountered unexpected issues with several borrowers, including our second-largest credit exposure. Given the
uncertainties presented by these borrowers, we assigned classified risk ratings to the loans, placed them on non-accrual status and established
specific loan loss reserves where appropriate until the various situations could be fully resolved, including in situations where the borrowers
remained current on their loan payments. In fourth quarter, 2011, we took a similar approach with a borrower that was conducting an orderly
liquidation of its assets, and will maintain this approach until such time as the liquidation is fully completed. As further detailed on pages 39-41,
we expect that some (but not all) of these pending cases may be
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resolved acceptably during 2012, either through improvements warranting a return of the loan to accrual status or by a mutually-satisfactory
resolution. The year 2011 ended with a materially reduced level of past due loans compared to 2010, and with a resumption of the gradual
improvement in asset quality trends resulting from our continuing resolutions of non-performing assets on an orderly basis.

Pursuant to the Dodd-Frank Act, the OCC succeeded the OTS as our primary federal bank regulator on July 21, 2011. The OCC maintains a
number of operating policies and practices that are different from the OTS, including in the areas of loan classification and the timing of
charge-offs of previously-established loan loss reserves. To accelerate our transition to the OCC regulatory environment, we engaged an
independent firm staffed by former OCC examiners to conduct an independent external loan risk rating review during fourth quarter, 2011. The
review supplemented an independent external loan review that was performed by another firm earlier in the year, and covered $227 million of
our multi-family, commercial real estate, commercial and commercial lease portfolio. The results of the review included a net increase of
approximately $13 million in �performing classified� loans as of the end of fourth quarter, 2011 (of which 60% of the balances related to loans
acquired in the Downers Grove National Bank transaction).

We believe we have revised our classification of assets policies and practices as needed to complete our transition to the OCC�s loan risk rating
practices. The OCC�s practices will make it more difficult to renew �performing classified� loans in situations in which the borrowers are unable or
unwilling to take the steps necessary to eliminate the basis of classification. In some situations, this could translate into a higher level of
non-performing assets than would otherwise have been the case in previous years; at December 31, 2011, approximately $3.5 million of our
non-accrual loan balances reflected our decision to liquidate or not renew �performing classified� loans.

Consistent with previous years, we obtained updated collateral valuations on non-performing assets and OREO during the fourth quarter, 2011.
Accordingly, we obtained new collateral valuations on over 40% of our total non-performing asset balances (including purchased impaired
assets acquired in the Downers Grove National Bank transaction) such that the weighted average age of our collateral valuations was
approximately six months at December 31, 2011. We recorded additional specific loan loss reserves and write-downs of repossessed assets at
December 31, 2011 to reflect the decline in market valuations, which in some cases were in excess of 30% of the valuations obtained within the
previous twelve to eighteen months. As was the case in the third quarter, 2011 appraisal data, we noted that a key difference in current appraisal
data was the impact of distressed asset disposition activity (such as short sales, judicial sales or bulk-asset sales) on comparable sales data. Given
this trend in the basis of valuations, we believe that acceleration of non-performing asset disposition is an even greater priority in 2012 than in
2011 to eliminate the future risk that a continued decline in valuations could present.

Significant Accounting Matters

We disclosed in prior Annual Reports the risk that our balance of deferred tax assets could be subject to a valuation allowance in the future. We
conducted the valuation allowance testing at December 31, 2011 and determined that a full valuation allowance on the year-end deferred tax
asset balance was necessary. The valuation allowance has a minimal impact on our regulatory capital as of December 31, 2011. We expect to
begin a recovery of the deferred tax asset into both earnings and tangible stockholders� equity contingent on the impact of accelerated
non-performing asset dispositions upon our core operating earnings.

We also disclosed in prior Annual Reports the risk that our intangible goodwill asset could be subject to impairment in the future. We conducted
goodwill impairment testing at December 31, 2011 and determined that a full impairment on the year-end goodwill asset was necessary. Factors
that impacted the impairment included the decline in bank share prices generally during 2011, including the Company�s, as well as the small
number of unassisted bank merger and acquisition transactions that could be considered comparable sales. The impairment has no effect on
regulatory capital or tangible equity; however, there is no possibility of a recovery of the impairment in the future.

Conclusion

We began 2011 with cautious optimism for a more robust economic environment and that our actions to improve our core operating earnings
and franchise position would result in a successful year in terms of our earnings and overall Company posture. We are severely disappointed in
the unexpected adverse events in the loan portfolio, but
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believe we have addressed the situations comprehensively from both a financial and regulatory perspective, and are prepared to facilitate rapid
resolutions if borrowers are inclined to cooperate in the resolution. Based on available information, we also believe that we have responded on a
thorough and timely basis to the changes in our regulatory environment due to the OCC/OTS transition. Finally, we believe that our actions with
respect to the valuations of non-performing assets, deferred tax assets and the intangible goodwill asset were correct given current and potential
future market conditions, and that the Company is now poised for positive developments in the future.

Objectives for 2012

Preservation and Expansion of Core Operating Earnings

Given the persistence of the current economic conditions, including weak economic growth, historically low market interest rates and yields and
ever-increasing competitive forces in the Chicago metropolitan area, we believe that some compression of our net interest margin is inevitable in
2012 as the interest rates on maturing loans, or loans not subject to a prepayment penalty, change to current market interest rates. We anticipate
we may be able to offset some of the effects of yield compression with further loan portfolio diversification, some modest growth in non-interest
income and, if necessary, further reductions of core operating expenses. As we expect the present economic environment to continue for a
considerable period of time in the Chicago metropolitan area, we will endeavor to accelerate the evolution of our loan portfolio towards a
configuration that permits better growth rates in multiple, independent segments with comparable risk-adjusted yields. Through these actions, we
hope to preserve our core operating earnings in 2012 to the extent feasible and to continue developing the capabilities to expand core operating
earnings in future periods.

Restore Asset Quality Metrics to Historical Levels

We do not anticipate a rapid improvement in the local economic conditions and real estate market valuations in the Chicago metropolitan area in
2012. As distressed asset sales in the Chicago metropolitan area continue to dominate valuation assessments, and there appears to be a
considerable excess inventory of potential dispositions remaining in the market, a key priority for 2012 is to accelerate our disposition of
non-performing assets and OREO on a targeted and selective basis. Asset dispositions will likely take multiple forms; although we continue to
prefer orderly liquidations to maximize our proceeds and minimize the impact on future market valuations, we will evaluate and execute more
aggressive asset disposition techniques � including �bulk� liquidations � in cases in which it appears that the long-term benefits outweigh the
short-term costs.

We also believe that achieving a material reduction in non-performing assets would provide greater predictability to our earnings, which in turn
would provide a number of benefits related to improved stockholder dividends, an eventual recovery of our deferred tax asset valuation
allowance and the ability to contemplate additional share repurchases at some point in the future.

Conclusion

The challenges of 2012 converge on a single point: our ability to maintain positive net income while also establishing a definitive trend towards
a restoration of our asset quality metrics to historical levels. Absent any other influences or factors, we expect to balance our business plan
execution towards an achievement of both objectives in each reporting period; however, to the extent necessary, we expect to favor a more rapid
return to our historical asset quality metrics as we believe these actions will present the greatest benefit for future periods.

Critical Accounting Policies

Critical accounting policies are defined as those that are reflective of significant judgments and uncertainties, and could potentially result in
materially different results under different assumptions and conditions. We believe that the most critical accounting policies upon which our
financial condition and results of operation depend, and which involve the most complex subjective decisions or assessments, are as follows:

Allowance for Loan Losses. Arriving at an appropriate level of allowance for loan losses involves a high degree of judgment. Our allowance for
loan losses provides for probable incurred losses based upon evaluations of known and inherent risks in the loan portfolio. We review the level
of the allowance on a quarterly basis and establish the
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provision for loan losses based upon historical loan loss experience, the nature and volume of the loan portfolio, information about specific
borrower situations, estimated collateral values, economic conditions and other factors to assess the adequacy of the allowance for loan losses.
Among the material estimates that we must make to establish the allowance are loss exposure at default; the amount and timing of future cash
flows on affected loans; the value of collateral; and a determination of loss factors to be applied to the various elements of the loan portfolio. All
of these estimates are susceptible to significant change. Although we believe that we use the best information available to us to establish the
allowance for loan losses, future adjustments to the allowance may be necessary if borrower financial, collateral valuation or economic
conditions differ substantially from the information and assumptions used in making the evaluation. In addition, as an integral part of their
supervisory and/or examination process, our regulatory agencies periodically review the methodology and sufficiency of the allowance for loan
losses. These agencies may require us to recognize additions to the allowance based on their inclusion, exclusion or modification of risk factors
or differences in judgments of information available to them at the time of their examination. A large loss could deplete the allowance and
require increased provisions to replenish the allowance, which would negatively affect earnings.

Goodwill and Other Intangible Assets. Acquisitions accounted for under purchase accounting require us to record as assets on our consolidated
financial statements both goodwill, an intangible asset that is equal to the excess of the purchase price which we pay for another company over
the estimated fair value of the net assets acquired, and identifiable intangible assets such as core deposit intangibles and non-compete
agreements.

The Company tests goodwill and other intangible assets for impairment at the reporting unit level annually during the fourth quarter. The
Company�s sole reporting unit is the Bank. In addition, goodwill and other intangible assets of the Bank are tested for impairment between annual
tests if an event occurs or circumstances change that would more-likely-than not reduce the fair value of the Bank below its carrying amount.

The goodwill impairment test is a two-step process that requires the Company to make assumptions and judgments regarding fair value. In the
first step for evaluating for possible impairment, the Company compares the estimated fair value of the Bank to its carrying value, which
includes goodwill. If the estimated fair value is less than the carrying value, the second step of the goodwill impairment test must be performed
to compute the impairment amount, if any, by determining the �implied fair value� of goodwill. Determining the implied fair value of goodwill
requires the allocation of the estimated fair value of the Bank to its assets and liabilities. Any remaining unallocated fair value represents the
�implied fair value� of goodwill, which is compared to the corresponding carrying value of goodwill to compute impairment, if any.

During the fourth quarter of 2011, there were high levels of volatility and dislocation in bank stock prices nationwide; similarly, unassisted bank
acquisitions were also at or near historical lows, both in terms of deal volume and deal pricing. Like many other institutions, the Company�s stock
traded throughout the year at prices that were below the Company�s book value per share. In addition, the decline in real estate values persisted in
a number of geographic sub-sectors of the Chicago market, and local and national economic conditions remained relatively weak. Finally, the
Company recorded an operating loss in the third quarter of 2011 and nonperforming assets increased. Due to these factors, the Company
engaged an independent valuation firm to conduct goodwill impairment testing in the fourth quarter of 2011.

As part of step one of the goodwill impairment test, the valuation firm estimated the fair value of the Bank using both the market approach and
the income approach to value. The Guideline Public Company Method set forth in the Business Valuation Standard of the American Society of
Appraisers was used to estimate the Bank�s fair value under market approach. The valuation firm determined that the most appropriate indicator
of value under the Guideline Public Company Method was the capitalized tangible book value method. This method initially requires the
selection of guideline public companies with characteristics similar to the Bank. Using quoted market prices for their securities, the valuation
firm then determined the median price to core tangible book value discount at which the stocks of the selected companies trade in the open
market. The discount is based solely on market data and is not specific to the Company. The fair value of the Bank was then arrived at by
multiplying the Bank�s core tangible book value (which did not include excess capital or deferred tax assets) by the median price to core tangible
book value discount of the stock of the selected guideline public companies, applying a control premium, and adding back the Bank�s excess
capital.
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The valuation firm determined that the most appropriate indicator of value under the income approach was the discounted future benefits
method. This method relies on the projection of a future stream of benefits, the present value of which represents the value of the Bank. The
discount rate used to arrive at present value was a composite rate based on the risk free yield to maturity on 20-year U.S. Treasury bonds, the
risk premium on large capitalization stocks, the beta for the returns of the SNL Bank Index relative to the S&P 500 Index, a small capitalization
stock premium and a specific company risk premium.

The valuation firm then assigned weightings to the values indicated by the capitalized tangible book value method and the discounted future
benefits method, concluding that each should be assigned a 50% weighting. This was a change from the weightings that the valuation firm used
to test for goodwill impairment at December 31, 2010. In the performing goodwill impairment testing for 2010, the valuation firm assigned a
50% weighting to the discounted future benefits method, a 25% weighting to the capitalized tangible book value method, and a 25% weighting
to the control method of the Guideline Public Company Method, which is based on adjusted priced to tangible book multiples realized in sales of
comparable institutions, was not assigned any weighting for 2011 goodwill impairment testing because only four comparable sales were
identified over a two year period and the small size of the group afforded limited comparability.

Based on the estimates of fair value the valuation firm arrived at through the weightings assigned to the capitalized tangible book valuation
method and the discounted future benefits method, it concluded that it was necessary to perform step two of the goodwill impairment test. The
valuation firm assumed that the Bank would be sold in a tax-free transaction, and this required that the significant deferred tax assets that a
market participant would record in an acquisition of the Bank be considered in the step two of the goodwill impairment test. The assets that the
Company holds separately from the Bank and the Company�s tangible book value (which exceeds the tangible book value of the Bank) were not
considered in either step one or step two of the goodwill impairment test.

After assigning values to the assets and liabilities of the Bank, the valuation firm determined that the implied fair value of the Bank�s goodwill
was less than its current carrying value. As a result, the Company recognized a goodwill impairment charge of $23.9 million for the year ending
December 31, 2011.

As of December 31, 2011, our intangible assets consisted of core deposit intangibles of $3.7 million, which are being amortized over an
accelerated method.

Income Taxes. We consider accounting for income taxes a critical accounting policy due to the subjective nature of certain estimates that are
involved in the calculation. We use the asset/liability method of accounting for income taxes in which deferred tax assets and liabilities are
established for the temporary differences between the financial reporting basis and the tax basis of our assets and liabilities. Under GAAP, a
deferred tax asset valuation allowance is required to be recognized if it is �more likely than not� that the deferred tax asset will not be realized. The
determination of the realizability of the deferred tax assets is highly subjective and dependent upon judgment concerning management�s
evaluation of both positive and negative evidence, the forecasts of future taxable income, applicable tax planning strategies, and assessments of
current and future economic and business conditions. The Company considers both positive and negative evidence regarding the ultimate
realizability of our deferred tax assets. In assessing the realization of deferred tax assets at December 31, 2011, the Company concluded that it
was more likely than not that the Company will not realize the benefits of these deductible differences at December 31, 2011, and therefore, a
full valuation allowance for deferred tax assets in the amount of $22.6 million was recorded for the ending December 31, 2011. Adjustments to
increase or decrease the valuation allowance are charged or credited, respectively, to income tax expense.

Statement of Financial Condition at December 31, 2011 and December 31, 2010

Total assets increased $32.9 million, or 2.2%, to $1.564 billion at December 31, 2011, from $1.531 billion at December 31, 2010. The increase
in total assets was primarily due to our acquisition of Downers Grove National Bank. The impact of this transaction was partially offset by the
recording of a goodwill impairment expense of $23.9 million and a $22.6 million valuation allowance for deferred tax assets. Net loans
increased $176.6 million to $1.227 billion at December 31, 2011, from $1.051 billion at December 31, 2010. Net cash and cash equivalents
decreased by $100.1 million to $120.7 million at December 31, 2011, from $220.8 million at December 31, 2010, primarily due to our purchase
of loans from Citibank.
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Our loan portfolio consists primarily of investment and business loans (multi-family, nonresidential real estate, commercial, construction and
land loans, and commercial leases), which together made up 78.2% of gross loans at December 31, 2011. Net loans receivable increased $176.6
million, or 16.8%, to $1.227 billion at December 31, 2011, from $1.051 billion at December 31, 2010, due in substantial part to an acquisition of
a portfolio of $152.1 million of performing Chicago area multi-family loans on March 11, 2011 and the $118.1 million in loans that were
acquired from Downers Grove National Bank. At the closing of the acquisition in March of 2011, Downers Grove National Bank�s loans
consisted of $49.4 million one-to-four family residential mortgages, $2.2 million multi-family mortgages, $40.5 million nonresidential real
estate loans, $14.9 million construction and land loans, $9.9 million commercial loans, and $1.1 million consumer loans. Multi-family mortgage
loans increased by $126.7 million, or 42.7%. Commercial loans increased by $29.3 million, or 45.2%. Commercial leases decreased by $16.1
million, or 10.7%, as scheduled lease payments outpaced originations. Nonresidential real estate loans increased $29.7 million, or 10.5%.
Construction and land loans increased $1.5 million, or 7.9%. One-to-four family residential mortgage loans increased $15.7 million, or 6.1%.

Our allowance for loan losses increased by $9.5 million, or 43.0%, to $31.7 million at December 31, 2011, from $22.2 million at December 31,
2010. The increase reflects the combined impact of a $5.5 million increase in the portion of the specific allowance for loan losses that we
allocate to impaired loans, a $4.0 million increase in the general component of the allowance for loan losses and $13.2 million in net charge-offs.
Increases in the specific portion of the allowance for loan losses occurred principally in the following areas: nonresidential real estate loans ($6.5
million); one-to-four family residential loans ($891,000); investor-owned one-to-four family residential loans ($317,000); and commercial loans
($137,000). Net decreases in the specific portion of the allowance for loan losses that we allocate to impaired loans occurred for multi-family
mortgage loans ($1.4 million), and construction and land loans ($895,000), primarily due to the transfer of properties to other real estate owned.

Securities decreased $27.9 million, or 23.1%, to $92.8 million at December 31, 2011, from $120.7 million at December 31, 2010, due primarily
to the receipt of principal repayments of $30.7 million in our residential mortgage-backed and collateralized mortgage obligation portfolio.
During 2011 and 2010, we also invested in FDIC insured certificates of deposit issued by other insured depository institutions.

We owned $16.3 million of common stock of the Federal Home Loan Bank of Chicago (�FHLBC�) at December 31, 2011, compared to $15.6
million at December 31, 2010. The increase was due to the $748,000 in FHLBC stock acquired from Downers Grove National Bank. The
FHLBC did not declare or pay any dividends from the third quarter of 2007 through 2010. During 2011, the FHLBC declared and paid a cash
dividend at an annualized rate of 10 basis points per share.

In late 2009, we prepaid our FDIC deposit insurance assessments for all of 2010, 2011, and 2012 in accordance with the FDIC�s final prepayment
rule. We assumed $947,000 of prepaid FDIC assessments in the acquisition of Downers Grove National Bank. At December 31, 2011, the
remaining prepaid FDIC assessment was $4.4 million.

At December 31, 2011, we had established a full valuation allowance of $22.6 million for our net deferred tax assets. We received $761,000 in
tax refunds in 2011 and $11.3 million during 2010.

Deposits increased $97.2 million, or 7.9%, to $1.333 billion at December 31, 2011, from $1.235 billion at December 31, 2010. The increase in
deposits was primarily due to the deposits acquired in the acquisition of Downers Grove National Bank. At the closing of the acquisition in
March of 2011, Downers Grove National Bank had $36.1 million in noninterest�bearing demand deposit accounts, $39.3 million in savings
accounts, $17.3 million in money market accounts, $31.7 million in interest�bearing NOW accounts, and $86.6 million of certificates of deposits.
We increased our core deposits (savings, money market, noninterest-bearing demand and NOW accounts) by $112.8 million and reduced our
balances of wholesale deposits by $5.8 million during the year. Core deposits increased as a percentage of total deposits, representing 72.7% of
total deposits at December 31, 2011, compared to 69.2% of total deposits at December 31, 2010.

Certificates of deposit decreased $15.7 million, or 4.1%, to $364.4 million at December 31, 2011, from $380.1 million at December 31, 2010.
The $86.6 million increase in certificate of deposit accounts resulting from the acquisition of Downers Grove National Bank was more than
offset by $20.4 million in matured Downers Grove National Bank certificates of deposits as well as a net $81.8 million decrease in the balances
of certificate of deposits accounts from those held by the Company at December 31, 2010 primarily due to reduced competitive pricing position
in anticipation of additional excess liquidity resulting from the Downers Grove National Bank acquisition.
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Borrowings decreased $14.4 million, or 60.7%, to $9.3 million at December 31, 2011, from $23.7 million at December 31, 2010, primarily due
to our repayments of maturing FHLBC advances.

Total stockholders� equity was $199.9 million at December 31, 2011, compared to $253.3 million at December 31, 2010. The decrease in total
stockholders� equity was primarily due to the combined impact of our $48.7 million net loss, our declaration and payment of cash dividends
totaling $4.6 million, and a $689,000 decrease in accumulated other comprehensive income during the year ended December 31, 2011. The
unallocated shares of common stock that our ESOP owns were reflected as a $13.2 million reduction to stockholders� equity at December 31,
2011, compared to a $14.2 million reduction to stockholders� equity at December 31, 2010.

Loans

We originate multi-family mortgage loans, nonresidential real estate loans, commercial loans, commercial leases, and construction and land
loans. In addition, we originate one-to-four family residential mortgage loans and consumer loans, and purchase and sell loan participations from
time-to-time. The following briefly describes our principal loan products.

Multi-family Mortgage Loans. Loans secured by multi-family mortgage loans totaled $423.6 million, or 33.7%, of our total loan portfolio, at
December 31, 2011. At December 31, 2011, $68.5 million of our multi-family mortgage loan portfolio consisted of loans originated in carefully
selected metropolitan markets outside the Bank�s primary lending area, and these loans represented 16.2% of our multi-family mortgage loan
portfolio and 5.4% of our total loan portfolio. Multi-family mortgage loans generally are secured by multi-family rental properties such as
apartment buildings, including subsidized apartment units. The majority of our multi-family mortgage loans have adjustable interest rates
following an initial fixed-rate period, typically between three and five years. Amortization of multi-family loans is typically based on a 25-year
period, although 30-year amortization period loans are also offered at a premium.

Nonresidential Real Estate Loans. Loans secured by nonresidential real estate totaled $311.6 million, or 24.8%, of our total loan portfolio, at
December 31, 2011. We emphasize nonresidential real estate loans with initial principal balances between $1.0 million and $5.0 million. The
nonresidential real estate properties securing these loans are predominantly office buildings, light industrial buildings, shopping centers and
mixed-use developments, and to a lesser extent, more specialized properties such as nursing homes and other healthcare facilities. Substantially
all of our nonresidential real estate loans are secured by properties located in our primary market area. Our nonresidential real estate loans are
typically written as three- or five-year adjustable-rate mortgage loans or mortgage loans with balloon maturities of three or five years.
Amortization of these loans is typically based on 20- to 25-year payout schedules. We also originate some 15-year fixed-rate, fully amortizing
loans.

Commercial Loans. Commercial loans totaled $93.9 million, or 7.5%, of our total loan portfolio, at December 31, 2011. This total includes
unsecured commercial loans with an aggregate outstanding balance of $9.9 million. We generally make commercial loans to customers in our
primary market area to finance equipment acquisition, expansion, working capital and other general business purposes. The terms of these loans
generally range from less than one year to five years. The loans either carry a fixed-rate or adjustable interest rates indexed to a lending rate that
is either determined internally or based on a short-term market rate index.

Commercial Leases. Commercial leases totaled $135.0 million, or 10.7%, of our total loan portfolio, at December 31, 2011. Our commercial
leases primarily involve technology equipment, material handling equipment, medical equipment and other capital equipment. The transactions
are generally structured as a non-recourse assignment by the leasing company of the payment stream on the lease supplemented by the grant of a
security interest in the lease and the leased equipment. Consequently, we underwrite leases by examining the creditworthiness of the lessee
rather than the lessor. The lessee generally agrees to send the lease payments directly to us. As of December 31, 2011, 62.2% of our commercial
lease portfolio involved lessees with investment-grade rated public debt, 27.4% involved publicly-traded lessees with no public debt and thus no
public debt rating, and 4.6% involved privately-held lessees or lessees with a below investment-grade public debt rating. Debt ratings are
determined by Moody�s, Standard & Poors, Fitch, A.M. Best or an equivalent rating firm. Commercial leases
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typically have a maximum maturity of seven years and we limit our maximum outstanding credit exposure to $10.0 million to any single lessee.
Leases to companies with no public debt ratings generally involve companies with a net worth in excess of $25.0 million and typically have a
maximum maturity of five years.

Construction and Land Loans. Construction and land loans totaled $19.9 million, or 1.6%, of our total loan portfolio at December 31, 2011.
The majority of the loan balances in this category were originated by Downers Grove National Bank, which we acquired in 2011. These loans
generally consist of land acquisition loans to help finance the purchase of land intended for further development, including single-family homes,
multi-family housing and commercial income property, development loans to builders in our market area to finance improvements to real estate,
consisting mostly of single-family subdivisions, typically to finance the cost of utilities, roads, sewers and other development costs. These
builders generally rely on the sale of single-family homes to repay development loans, although in some cases the improved building lots may be
sold to another builder, often in conjunction with development loans. For loans that we originate, the maximum loan-to-value ratio for raw land
acquisition loans is 65% of the appraised value of the property, and the maximum term of these loans is two years. The maximum amount loaned
on a development loan is generally limited to the cost of the land and public improvements, and advances are made in accordance with a
schedule reflecting the cost of the improvements. Advances are generally limited to 90% of actual construction costs and, as required by
applicable regulations, a 75% loan to completed appraised value ratio. We have discouraged new construction lending for the past several years
and have had only limited interest in site acquisition loans for future construction.

One-to-Four Family Residential Mortgage Lending. Conforming and non-conforming fixed-rate and adjustable-rate residential mortgage loans
totaled $272.0 million, or 21.6%, of our total loan portfolio at December 31, 2011. Our residential mortgage loan portfolio includes traditional
one-to-four family residential mortgage loans, home equity loans and home equity lines of credit that are secured by the borrower�s primary
residence, and loans to investors in non-owner occupied single-family homes. At December 31, 2011, home equity loans totaled $12.6 million,
or 1.0%, of total loans, home equity lines of credit totaled $82.3 million, or 6.5%, of total loans, and loans to investors in non-owner occupied
single-family homes totaled $81.1 million, or 6.4% of total loans. We generally originate both fixed- and adjustable-rate loans in amounts up to
the maximum conforming loan limits as established by Fannie Mae, which currently is $417,000 for single-family homes in our market area.
Private mortgage insurance is required for first mortgage loans with loan-to-value ratios in excess of 80%. At December 31, 2011, our
adjustable-rate residential first mortgage loan portfolio totaled $116.6 million, and included $13.7 million in loans that re-price once a year and
$102.9 million in loans that re-price periodically after an initial fixed-rate period of five years or more, of which $61.4 million have passed the
initial fixed-rate period and now re-price annually.

We also originate a limited quantity of loans above conforming limits, referred to as �jumbo loans,� that are underwritten to the credit standards of
Fannie Mae given the demand for these loans in the Chicago metropolitan area. We also originate loans that do not fully meet the credit
standards of Fannie Mae if they are considered acceptable risks given their favorable compensating risk factors. In general, we do not originate
or purchase loans with underwriting characteristics that, taken together, are materially lower than the credit standards of Fannie Mae, and as part
of the underwriting process, we consider the availability of purchasers for jumbo and other nonconforming loans.

35

Edgar Filing: BankFinancial CORP - Form 10-K

39



Loan Portfolio Composition

The following table sets forth the composition of our loan portfolio, excluding loans held-for-sale, by type of loan at the dates indicated.

At December 31,
2011 2010 2009 2008 2007

Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

One-to-four
family
residential $ 272,032 21.62% $ 256,300 23.92% $ 289,623 23.44% $ 312,390 24.39% $ 345,245 27.33% 
Multi-family
mortgage 423,615 33.67 296,916 27.71 329,227 26.65 305,318 23.84 291,395 23.07
Nonresidential
real estate 311,641 24.77 281,987 26.31 316,607 25.62 342,583 26.74 325,885 25.80
Construction
and land 19,852 1.58 18,398 1.72 32,577 2.64 50,687 3.96 64,483 5.10
Commercial
loans 93,932 7.46 64,679 6.04 88,067 7.13 92,679 7.23 87,777 6.95
Commercial
leases 134,990 10.73 151,107 14.10 176,821 14.31 174,644 13.63 144,841 11.47
Consumer 2,147 0.17 2,182 0.20 2,539 0.21 2,655 0.21 3,506 0.28

Total loans 1,258,209 100.00% 1,071,569 100.00% 1,235,461 100.00% 1,280,956 100.00% 1,263,132 100.00% 

Net deferred
loan
origination
costs 908 1,377 1,701 1,912 2,086
Allowance for
loan losses (31,726) (22,180) (18,622) (14,746) (11,051) 
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