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PART I

ITEM1. BUSINESS

Forward Looking Statements

This Annual Report on Form 10-K contains, and other periodic reports and press releases 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. We intend such 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 purposes of invoking these safe harbor
provisions. These forward-looking statements, which are based on certain assumptions and describe our future plans, strategies and expectations,
are generally identifiable by use of the words believe, expect, intend, anticipate, estimate, project, plan, or similar expressions. Our ab;
predict results or the actual effect of future plans or strategies is inherently uncertain and actual results may differ from those predicted. We
undertake no obligation to update these forward-looking statements in the future. Factors that could have a material adverse effect on operations
and could affect management s outlook or our future prospects include, but are not limited to: higher than expected overhead, infrastructure and
compliance costs, changes in market interest rates, a flattening or inversion of the yield curve, less than anticipated balance sheet growth, lack of
demand for loan products, unanticipated changes in secondary mortgage market conditions, deposit flows, pricing, underwriting and other forms
of competition, adverse federal or state legislative or regulatory developments, monetary and fiscal policies of the U.S. Government, including
policies of the U.S. Treasury and Federal Reserve Board, deteriorating economic conditions that could result in increased delinquencies in our
loan portfolio, the quality or composition of our loan or investment portfolios, demand for financial services and multi-family, commercial and
residential real estate loans in our market area, the possible short-term dilutive effect of potential acquisitions or de novo branches, if any,
changes in accounting principles, policies and guidelines, and future adverse developments concerning Freddie Mac or the Federal Home Loan
Bank of Chicago. These risks and uncertainties 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 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, 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. ( BankFinancial MHC ) 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.

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).

BankFinancial Corporation, the Maryland corporation, did not engage in any business prior to the completion of the mutual-to-stock conversion

on June 23, 2005. Consequently, this Annual Report on Form 10-K reflects the financial condition and operating results of BankFinancial MHC

and BankFinancial Corporation, the federal corporation, and their subsidiaries, including the Bank, until June 23, 2005, and of BankFinancial
Corporation, the Maryland corporation, and its subsidiaries, including the Bank, thereafter. The words Company, we and our thus are intended to
refer to BankFinancial MHC, BankFinancial Corporation, the federal corporation, and their subsidiaries with respect to matters and time periods
occurring on or before June 23, 2005, and to BankFinancial Corporation, the Maryland corporation, and its subsidiaries, with respect to matters

and time periods occurring thereafter.
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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 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 18 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, merchant processing, funds transfers, bill payment and
other online banking transactions, automated teller machines, safe deposit boxes, wealth management, and general insurance agency and title
insurance services.

The Bank s primary lending area consists of the counties where our branch offices are located, and contiguous counties in the States of Illinois
and Indiana. We derive substantially all of our revenues from these geographic areas. The Bank s primary market for deposits is currently
concentrated around the areas where our full-service banking offices are located.

The Bank was organized in 1924, and was operated as a traditional savings bank until 2000, when we implemented a strategy to transform the
Bank into a multi-faceted financial institution with a diversified balance sheet, enhanced capabilities in commercial banking products and
services, an expanded geographic presence in the Chicago metropolitan area, and managerial and technological resources and an infrastructure
capable of supporting future growth. In furtherance of this strategy, we have actively sought to change the composition of our loans and
deposits, expand our multi-family and commercial real estate lending activities, and implement additional commercial lending and leasing
capabilities and product lines. We also acquired Success Bancshares, Inc. and its subsidiary, Success National Bank in 2001, and University
National Bank in Chicago s Hyde Park community on April 5, 2006. See Acquisition.

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 represent 69.6% of our loan portfolio. At December 31, 2006, $297.1 million, or 22.2%, of our total
loan portfolio consisted of multi-family mortgage loans; $320.7 million, or 24.0%, of our total loan portfolio consisted of nonresidential real
estate loans; $89.3 million, or 6.7%, of our total loan portfolio consisted of commercial loans; $139.2 million, or 10.4%, of our total loan
portfolio consisted of commercial leases; $85.2 million, or 6.4%, of our total loan portfolio consisted of construction and land loans; and $397.5
million, or 29.7%, of our total loan portfolio consisted of one- to four-family residential mortgage loans, including home equity loans and lines
of credit and other second mortgage loans.

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 merchant processing and
cash management. We also provide low-cost checking account services for low and moderate income customers. 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, 2006, our deposits totaled $1.130 billion. Interest-bearing deposits totaled $995.5 million and noninterest-bearing demand
deposits totaled $134.1 million, which included $8.2 million in internal checking accounts such as bank cashier checks and money orders, and
$11.2 million in title insurance escrow funds. Savings, money market and NOW deposits totaled $650.0 million, and certificates of deposit
totaled $345.5 million, of which $281.1 million had maturities of one year or less.
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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., sells life insurance,
fixed annuities, property and casualty insurance and other insurance products on an agency basis, and also offers title insurance and title agency
services through its Financial Title Services Division. During the year ended December 31, 2006, Financial Assurance Services reported net
income of $381,000, and had 16 employees. The Bank s other wholly owned subsidiary, BF Asset Recovery Corporation, is in the business of
holding title to certain Bank-owned real estate, and had no net income or loss for the year ended December 31, 2006.

Acquisition

On April 5, 2006, the Company completed its acquisition of University National Bank, a privately held community bank with approximately
$113 million in assets and $104 million in deposits, and two banking offices in the Hyde Park community in Chicago, Illinois, for approximately
$24 million in cash pursuant to the terms of a Stock Purchase Agreement with University Bancorporation dated November 29, 2005.
Immediately upon the completion of the stock purchase, University National Bank was merged into the Bank. The acquisition, which was
accounted for under the purchase method of accounting, resulted in goodwill of $11.7 million and an other intangible of $3.3 million. The
transaction was treated, for federal and state income tax purposes, as a purchase of University National Bank s assets pursuant to applicable
provisions of the Internal Revenue Code, making the goodwill and core deposit intangible arising from the transaction tax-deductible over a
period of 15 years. University National Bank s results of operations have been included in the Company s results of operations only since the
effective date of the acquisition.

Website and Stockholder Information

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

The Company makes available, free of charge, its 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 (the
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 Internet site, www.bankfinancial.com under Stockholder Information and at the SEC s Internet site,

WWW.SEC.ZOV.

Competition

We face significant competition in both originating loans and attracting deposits. The Chicago metropolitan area and the counties in which we
operate have a high concentration of financial institutions, many of which are significantly larger institutions and have greater financial
resources than we have, and many of which are our competitors to varying degrees. Our competition for loans comes principally from
commercial banks, savings banks, mortgage banking companies, 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 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 banking and local decision-making. Specifically, we promote and maintain
relationships and build customer loyalty within local communities by emphasizing decentralized regional management and by focusing our
marketing and community involvement on the specific needs of individual neighborhoods. In addition, we, from time to time, seek to meet
competition for loans by offering our current and prospective borrowers preferred rates and terms on deposit products for new lending business.
We do not rely on any individual, group, or entity for a material portion of our deposits.
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Employees

At December 31, 2006, we had 420 full-time employees and 32 part-time employees. The employees are not represented by a collective
bargaining unit and we consider our relationship with our employees to be good.

Supervision And Regulation
General

As a federally chartered savings bank, the Bank is regulated and supervised by the Office of Thrift Supervision ( OTS ) and the Federal Deposit
Insurance Corporation ( FDIC ). This regulation and supervision 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 and depositors. Under this 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 primary federal
regulator of the institution critiques the financial institution s operations in a report of examination and assigns its rating (known as an institution s
CAMELS rating). Under federal law, an institution may not disclose its CAMELS rating to the public.

The Bank is a member of, and owns stock in, the Federal Home Loan Bank of Chicago ( FHLBC or FHLB ), 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 with regard to reserves it must maintain against deposits and other matters. The OTS 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 to a great extent by both federal and state laws, especially in matters concerning the ownership of deposit accounts and the form and
content of the Bank s loan documents.

There can be no assurance that laws, rules and regulations 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 FDIC, the OTS, the Board of Governors of the Federal Reserve System or Congress, could
have a material adverse impact on the Company, the Bank and their respective operations.

Federal Banking Regulation

Business Activities. A federal savings bank derives its lending and investment powers from the Home Owners Loan Act, as amended, and the
regulations of the OTS. 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. 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.

Capital Requirements. The regulations of the OTS require 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 risk-based capital standard for 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 OTS capital
regulation 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.
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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, 2006, the Bank s capital exceeded all applicable requirements.

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, 2006, 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, or 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 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 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, 2006, the Bank maintained approximately 71.19% of its portfolio assets in qualified thrift investments, and as of that
date, satisfied the QTL test. A savings bank that fails the QTL test must either convert to a bank charter or operate under specified restrictions,
including limits on growth, branching, new investment, FHLB advances and dividends. The OTS order approving our mutual-to-stock
conversion requires us to maintain our federal savings bank charter until at least June 23, 2008.

Capital Distributions. The regulations of the OTS 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 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 savings bank s net income for that year to date
plus the savings bank s retained net income for the preceding two years;

the savings bank would not be at least adequately capitalized following the distribution;

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

the savings bank is not eligible for expedited treatment of its filings.
Even if an application is not otherwise required, every savings bank that is a subsidiary of a holding company must still file a notice with the
OTS at least 30 days before the board of directors declares a dividend or approves a capital distribution.

The OTS may disapprove a notice or application if:

the savings bank would be undercapitalized following the distribution;

the proposed capital distribution raises safety and soundness concerns; or
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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 savings banks have a responsibility under the Community Reinvestment Act and
related regulations of the OTS 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 OTS is required to assess the savings bank s record of compliance with the
Community Reinvestment Act. In addition, the Equal Credit Opportunity Act and the Fair Housing Act prohibit lenders from discriminating in
their lending practices on the basis of characteristics specified in those statutes. A savings bank s failure to comply with the provisions of the
Community Reinvestment Act 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 OTS, as well as other federal regulatory agencies and the
Department of Justice. The Bank received an Outstanding Community Reinvestment Act rating in its most recent OTS examination in 2005.

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 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 OTS 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
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 did not have
a material adverse effect on our operations.

Transactions with Related Parties. A federal savings bank s authority to engage in transactions with its affiliates is limited by OTS regulations
and by Sections 23A and 23B of the Federal Reserve Act and its implementing 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 8

and 23B of the Federal Reserve Act. The Company is an affiliates of the Bank. In general, transactions with affiliates must be on terms that are

as favorable to the savings bank as comparable transactions with non-affiliates. In addition, certain types of these transactions are restricted to an
aggregate percentage of the savings bank s capital. Collateral in specified amounts must usually be provided by affiliates in order to receive loans
from the savings bank. OTS regulations also prohibit a 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
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are based, in part, on the amount of the Bank s capital. In addition, extensions of credit in excess of certain limits must be approved by the Bank s
Board of Directors. The Bank does not extend credit to its directors and executive officers.

Enforcement. The OTS has primary enforcement responsibility over federal savings institutions, and has 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 removal of officers and/or directors of the institution, 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 Director of the OTS that enforcement action be taken with respect to a particular savings institution. If action is not taken by
the Director, 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 OTS is required and authorized to take supervisory
actions against undercapitalized savings banks. For this purpose, a savings bank is placed in one of the following five categories based on the
savings bank s capital:

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

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 savings bank that is critically undercapitalized. The
regulation also provides that a capital restoration plan must be filed with the OTS within 45 days of the date a bank receives notice that it is
undercapitalized,  significantly undercapitalized or critically undercapitalized. In addition, numerous mandatory supervisory actions become
immediately applicable to the savings bank, including, but not limited to, restrictions on growth, investment activities, capital distributions and
affiliate transactions. The OTS may also take any one of a number of discretionary supervisory actions against undercapitalized savings banks,
including the issuance of a capital directive and the replacement of senior executive officers and directors.

10
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At December 31, 2006, the Bank met the criteria for being considered well-capitalized.

Insurance of Deposit Accounts. Deposit accounts in the Bank are insured by the Deposit Insurance Fund ( DIF ) of the FDIC (effective

March 31, 2006, the FDIC merged the Bank Insurance Fund and the Savings Insurance Fund into a single insurance fund, the DIF), generally up
to a maximum of $100,000 per separately insured depositor and up to a maximum of $250,000 for self-directed retirement accounts. The Bank s
deposits, therefore, are subject to FDIC deposit insurance assessments. The FDIC has adopted a risk-based system for determining deposit
insurance assessments. The FDIC is authorized to raise the assessment rates as necessary to maintain the required ratio of reserves to insured
deposits of 1.25%. In addition, all FDIC-insured institutions must pay assessments to the FDIC at an annual rate of approximately 0.0122% of
insured deposits to fund interest payments on bonds maturing in 2017 that were issued by a federal agency to recapitalize the predecessor to the
Savings Association Insurance Fund.

On February 15, 2006, federal legislation to reform federal deposit insurance was signed into law. This law requires, among other things, the
merger of the Savings Association Insurance Fund and the Bank Insurance Fund into a unified insurance deposit fund, an increase in the amount
of federal deposit insurance coverage per separately insured deposits (with a cost of living adjustment to become effective in five years), and the
reserve ratio to be modified to provide for a range between 1.15% and 1.50% of estimated insured deposits.

On November 2, 2006, the Federal Deposit Insurance Corporation adopted final regulations that assess insurance premiums based on risk. As a
result, the new regulation will enable the Federal Deposit Insurance Corporation to more closely tie each financial institution s deposit insurance
premiums to the risk it poses to the deposit insurance fund. Under the new risk-based assessment system, which becomes effective in the
beginning of 2007, the Federal Deposit Insurance Corporation will evaluate the risk of each financial institution based on its supervisory rating,
its financial ratios, and its long-term debt issuer rating. The new rates for nearly all of the financial institution industry will vary between five
and seven cents for every $100 of domestic deposits. We received a notification from the FDIC on October 16, 2006, that our one-time
assessment credit was $1.8 million. At the same time, the Federal Deposit Insurance Corporation also adopted final regulations designating the
reserve ratio for the deposit insurance fund during 2007 at 1.25% of estimated insured deposits.

Prohibitions Against Tying Arrangements. Federal savings banks ar