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United States 20-3074627
(State or Other Jurisdiction of

Incorporation)

(I.R.S. Employer

Identification No.)

925 LaSalle Street, Ottawa, Illinois 61350
(Address of Principal Executive Offices) (Zip Code)

Registrant�s telephone number, including area code: (815) 433-2525

Securities registered pursuant to Section 12(b) of the Act: None

Securities registered pursuant to Section 12(g) of the Act:

Common Stock, Par Value $0.01 per share

(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  x.

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ¨    No  x.

Indicate by check mark whether the issuer (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to
such filing requirements for the past 90 days.    Yes  x    No  ¨.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

¨  Large Accelerated Filer  ¨  Accelerated Filer  ¨  Non-Accelerated filer  x  Smaller Reporting Company
(do not check if a smaller reporting company)

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x.

As of June 30, 2008, the aggregate market value of the voting common equity held by non-affiliates of the registrant was approximately
$9,215,761 (based on the last sale price of the common stock on the OTC Bulletin Board of $12.25 per share).

The number of shares of Common Stock of the registrant issued and outstanding as of March 23, 2009 was 2,123,017.
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant�s definitive proxy statement for its 2009 Annual Meeting of Stockholders to be filled with the Securities and Exchange
Commission pursuant to SEC Regulation 14A are incorporated by reference into Part III.
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PART I

Forward-Looking Statements

This report includes forward-looking statements, including statements regarding our strategy, effectiveness of investment programs, evaluations
of future interest rate trends and liquidity, expectations as to growth in assets, deposits and results of operations, future operations, market
position, financial position, and prospects, plans and objectives of management. These forward-looking statements, which are based on certain
assumptions and describe our future plans, strategies and expectations, can generally be identified by use of the words �believe,� �expect,�
�intend,� �anticipate,� �estimate,� �project,� or similar expressions. Our ability to predict results or the actual effect of future plans or
strategies is inherently uncertain and actual results may differ materially from those predicted in such forward-looking statements. A number of
factors, some of which are beyond our ability to predict or control, could cause future results to differ materially from those contemplated.
These factors include but are not limited to: recent and future bail out actions by the government; a further slowdown in the national and Illinois
economies; a further deterioration in asset values locally and nationwide; volatility of rate sensitive deposits; changes in the regulatory
environment; increasing competitive pressure in the banking industry; operational risks; asset/liability matching risks and liquidity risks;
continued access to liquidity sources; changes in the securities markets; changes in our borrowers� performance on loans; changes in critical
accounting policies and judgments; changes in accounting policies or procedures as may be required by the Financial Accounting Standards
Board or other regulatory agencies; changes in the equity and debt securities markets; effect of additional provision for loan losses; fluctuations
of our stock price; success and timing of our business strategies; impact of reputation risk created by these developments on such matters as
business generation and retention, funding and liquidity; and political developments, wars or other hostilities that may disrupt or increase
volatility in securities or otherwise affect economic conditions. The consequences of these factors, any of which could hurt our business, could
include, among others: increased loan delinquencies; an escalation in problem assets and foreclosures; a decline in demand for our products
and services; a reduction in the value of the collateral for loans made by us, especially real estate, which, in turn would likely reduce our
customers� borrowing power and the value of assets and collateral associated with our existing loans; a reduction in the value of certain assets
held by our company; an inability to meet our liquidity needs and an inability to engage in certain lines of business. These risks and
uncertainties should be considered in evaluating forward-looking statements, and undue reliance should not be placed on such statements.
Except to the extent required by applicable law or regulation the Company does not undertake any obligation to update any forward-looking
statement to reflect circumstances or events that occur after the date the forward-looking statements are made. See also �Item 1A. Risk
Factors� and other risk factors discussed elsewhere in this Annual Report.

ITEM 1. BUSINESS
General

Ottawa Savings Bancorp, Inc. (the �Company�) was incorporated under the laws of the United States on July 11, 2005, for the purpose of serving
as the holding company of Ottawa Savings Bank (the �Bank�), as part of the Bank�s conversion from a mutual to a stock form of organization.

The Bank�s business is to attract deposits from the general public and use those funds to originate and purchase one-to-four family, multi-family
and non-residential real estate, construction and consumer loans, which the bank primarily holds for investment. The Bank has continually
diversified its products to meet the needs of the community.

Business Strategy

The Company�s business strategy is to operate as a well-capitalized and profitable community savings bank dedicated to providing quality
customer service and innovative new products. In addition, Ottawa Savings Bank
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completed its building expansion in May 2005, adding two drive-up lanes, a separate ATM drive-up, and an additional 7,800 square feet of
office space, which enhances our ability to provide quality customer service and increases our presence in the community.

Highlights of our business strategy are as follows:

� Continue to emphasize the origination of one-to four-family mortgage loans;

� Aggressively market core deposits;

� Offer a broad range of financial products and services to both retail and commercial customers in the Bank�s market area;

� Pursue opportunities to increase non-residential real estate and multi-family lending in the Bank�s market area;

� Continue to utilize conservative underwriting guidelines to limit credit risk in the Bank�s loan portfolio to achieve a high level of
asset quality; and

� Consider expanding into new market areas to grow the Bank�s business through the addition of new branch locations and/or through
possible acquisitions.

Market Area and Competition

The Company is headquartered in Ottawa, Illinois, which is located in north-central Illinois approximately 80 miles southwest of Chicago. Its
market area, which benefits from its proximity to Chicago, includes all of LaSalle County.

The Bank faces significant competition for the attraction of deposits and origination of loans. Our most direct competition for deposits and loans
has historically come from the several financial institutions operating in our market area and, to a lesser extent, from other financial service
companies, such as brokerage firms, credit unions, mortgage companies and mortgage brokers. Our main competitors include a number of
significant independent banks. In addition the Bank faces competition for investors� funds from money market funds and other corporate and
government securities. Competition for loans also comes from the increasing number of non-depository financial service companies entering the
mortgage and consumer credit market, such as securities companies and specialty finance companies.

Lending Activities

General. Our loan portfolio consists primarily of one- to four-family residential mortgage loans. To a lesser extent, our loan portfolio includes
multi-family and non-residential real estate, construction and consumer loans. Substantially all of our loans are made within LaSalle County.

2
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Loan Portfolio Composition. The following table sets forth the composition of our loan portfolio by type of loan as of the dates indicated,
including a reconciliation of gross loans receivable after consideration of the undisbursed portion of construction loan funds, the allowance for
loan losses and net deferred costs (fees).

At December 31,

2008 2007 2006 2005 2004
(Dollars in Thousands)

Amount

Percent
Of
Total Amount

Percent
Of
Total Amount

Percent
Of
Total Amount

Percent
Of
Total Amount

Percent
Of
Total

One-to four-family $ 100,057 62.83% $ 96,571 59.74% $ 87,469 59.56% $ 75,846 58.21% $ 66,513 55.43%
Multi-family 3,809 2.39% 5,542 3.43% 8,063 5.49% 11,836 9.09% 14,195 11.83%
Lines of credit 13,300 8.35% 9,632 5.96% 8,596 5.85% 9,774 7.50% 9,047 7.54%
Non-residential real
estate 22,473 14.11% 27,748 17.17% 22,072 15.03% 11,945 9.17% 8,456 7.05%
Commercial 4,367 2.75% 2,600 1.61% 888 0.60% �  �  �  �  
Construction 5,158 3.24% 8,138 5.03% 7,767 5.29% 11,827 9.08% 13,411 11.18%
Consumer 10,081 6.33% 11,404 7.06% 12,012 8.18% 9,052 6.95% 8,357 6.97%

Total loans, gross 159,245 100.00% 161,635 100.00% 146,867 100.00% 130,280 100.00% $ 119,979 100.00%

Undisbursed portion of
loan funds (1,114) (3,262) (3,895) (5,008) (4,888)
Allowance for loan
losses (1,605) (605) (420) (391) (439)
Deferred loan costs
(fees), net (82) (66) (15) 58 174

Total loans, net $ 156,444 $ 157,702 $ 142,537 $ 124,939 $ 114,826

Listed below are the outstanding balances of purchased loans, which have been included in the table above.

At December 31,

2008 2007 2006 2005 2004
(In Thousands)

One-to four-family $ 703 $ 737 $ 766 $ 979 $ 379
Multi-family 1,821 3,545 6,375 9,132 12,185
Lines of Credit �  �  �  �  158
Non-residential real estate 7,661 13,203 11,440 5,296 4,641
Consumer 8,067 9,286 10,156 7,742 7,377

Total $ 18,252 $ 26,771 $ 28,737 $ 23,149 $ 24,740
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Maturity of Loan Portfolio. The following tables show the remaining contractual maturity of our loans at December 31, 2008. The tables do not
include the effect of possible prepayments or due on sale clause payments.

At December 31, 2008
One-to-
four
family Multi-family

Lines of
credit

Non-residential
real estate CommercialConstruction Consumer Total

(In Thousands)
Amounts due one year or less $ 26 $ �  $ 598 $ 4,640 $ �  $ 5,158 $ 475 $ 10,897

After one year
More than one year to three years 95 730 2,752 1,853 59 �  2,906 8,395
More than three years to five years 1,067 922 392 825 554 �  5,457 9,217
More than five years to ten years 6,440 �  2,889 1,749 3,754 �  1,140 15,972
More than ten years to twenty years 30,607 758 6,669 3,821 �  �  103 41,958
More than twenty years 61,822 1,399 �  9,585 �  �  �  72,806

Total due after December 31, 2009 100,031 3,809 12,702 17,833 4,367 �  9,606 148,348

Gross Loans Receivable $ 100,057 $ 3,809 $ 13,300 $ 22,473 $ 4,367 $ 5,158 $ 10,081 $ 159,245

Less:
Loans in process (1,114)
Allowance for loan losses (1,605)
Plus: Deferred loan costs (fees) (82)

Total loans, net $ 156,444

Due After December 31, 2008
Fixed Adjustable Total

(In Thousands)
One-to-four family $ 39,235 $ 60,796 $ 100,031
Multi-family 730 3,079 3,809
Lines of credit 6 12,696 12,702
Non-residential real estate 3,479 14,354 17,833
Commercial �  4,367 4,367
Consumer 9,601 5 9,606

Total $ 53,051 $ 95,297 $ 148,348

Asset Quality. Although we have no subprime or Alt-A loans in our loan portfolio, and no subprime- or Alt-A- backed issues among our
securities, the subprime crisis may affect us indirectly, albeit to a lesser extent than it will likely impact those banks and thrifts that produced and
retained significant portfolios of such loans. While we believe that the nature of our one-to-four family lending niche and the conservative nature
of our underwriting standards will limit the impact of the downward turn in the credit cycle on the quality of our
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assets�particularly in comparison with those institutions that were involved in subprime and Alt-A lending�the downturn in the credit cycle could
result in our experiencing an increase in charge-offs and/or our provisions for loan losses, which would have an adverse impact on our results of
operations.

One- to-Four Family Residential Loans. Our primary lending activity is the origination of mortgage loans to enable borrowers to purchase or
refinance existing homes or to construct new residential dwellings in our market area. We offer fixed-rate and adjustable-rate mortgage loans
with terms up to 30 years. Borrower demand for adjustable-rate loans versus fixed-rate loans is a function of the level of interest rates, the
expectations of changes in the level of interest rates, the difference between the interest rates and loan fees offered for fixed-rate mortgage loans
and the initial period interest rates and loan fees for adjustable-rate loans. The relative amount of fixed-rate mortgage loans and adjustable-rate
mortgage loans that can be originated or purchased at any time is largely determined by the demand for each in a competitive environment and
the effect each has on our interest rate risk. The loan fees charged, interest rates, and other provisions of mortgage loans are determined by us on
the basis of our own pricing criteria and competitive market conditions.

We offer fixed rate loans with terms of either 15, 20 or up to 30 years. We traditionally sell 30-year fixed rate loans into the secondary market,
resulting in a fixed rate loan portfolio primarily composed of loans with less than 15 to 20 year terms. Our adjustable-rate mortgage loans are
based on either a 15, 20 or up to 30 year amortization schedule and interest rates and payments on our adjustable-rate mortgage loans adjust
every one, three or five years. Interest rates and payments on our adjustable-rate loans generally are adjusted to a rate that is based on the
National Monthly Median cost of funds ratio for all Deposit Insurance Fund (�DIF�)-insured institutions. The maximum amount by which the
interest rate may be increased or decreased is generally 1% to 2% per adjustment period, depending on the type of loan, and the lifetime interest
rate ceiling is generally 5% over the initial interest rate of the loan. The initial and floor rates for owner occupied properties are 5.00%, 5.25%
and 5.50% for the 1, 3 and 5 year adjustable rate loans, respectively, and 6.00%, 6.25% and 6.50% for non-owner occupied one-to-four family
properties, respectively, at this time. Initial and floor rates on multi-family and non-residential properties are generally based on prime, with a
floor of 6.50%.

Due to historically low interest rate levels, borrowers generally have preferred fixed-rate loans in recent years. While we anticipate that our
adjustable-rate loans will better offset the adverse effects on our net interest income of an increase in interest rates as compared to fixed-rate
mortgages, the increased mortgage payments required of adjustable-rate loans in a rising interest rate environment could cause an increase in
delinquencies and defaults. The marketability of the underlying property also may be adversely affected in a high interest rate environment. In
addition, although adjustable-rate mortgage loans help make our asset base more responsive to changes in interest rates, the extent of this interest
rate sensitivity is limited by the annual and lifetime interest rate adjustment limits.

While one-to-four family residential real estate loans are normally originated with up to 30-year terms, such loans typically remain outstanding
for substantially shorter periods because borrowers often prepay their loans in full upon sale of the property pledged as security or upon
refinancing the original loan. Therefore, average loan maturity is a function of, among other factors, the level of purchase and sale activity in the
real estate market, prevailing interest rates and the interest rates payable on outstanding loans.

We generally do not make conventional loans with loan-to-value ratios exceeding 97%. Loans with loan-to-value ratios in excess of 80%
generally require private mortgage insurance or additional collateral. We require all properties securing mortgage loans to be appraised by an
independent appraiser approved by our Board of Directors and licensed by the State of Illinois. We require title insurance on all first mortgage
loans. Borrowers must obtain hazard insurance, or flood insurance for loans on property located in a flood zone, before closing the loan.

We participate with the USDA Rural Development Company to offer loans to qualifying customers. Loans are granted up to 100% of appraised
value and the USDA guarantees up to 90% of the loan. These loans require no down payment but are subject to maximum income limitations.
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Lines of Credit. We offer lines of credit, principally home equity lines of credit, which have adjustable rates of interest that are indexed to the
prime rate as published in The Wall Street Journal for terms of up to 15 years. These loans are originated with maximum loan-to-value ratios of
80% of the appraised value of the property, and we require that we have a second lien position on the property. We also offer secured and
unsecured lines of credit for well-qualified individuals and small businesses.

Multi-Family and Non-Residential Real Estate Loans. We offer fixed rate balloon and adjustable-rate mortgage loans secured by multi-family
and non-residential real estate. Our multi-family and non-residential real estate loans are generally secured by condominiums, apartment
buildings, single-family subdivisions and owner-occupied properties used for businesses.

We originate and purchase multi-family and non-residential real estate loans with terms generally up to 25 years. Interest rates and payments on
adjustable-rate loans adjust every 1, 3 or 5 years. Interest rates and payments on our adjustable rate loans generally are adjusted to a rate
typically equal to the interest rate used for one- to- four family loan products, plus 50 basis points to 100 basis points based on credit-worthiness
and risk. The adjustment per period is 1% to 2% based on the loan contract, to a lifetime cap of 5%. Loan amounts generally do not exceed 70%
of the appraised value for well-qualified borrowers.

Loans secured by multi-family and non-residential real estate generally have larger balances and involve a greater degree of risk than one- to-
four family residential mortgage loans. Of primary concern in multi-family and non-residential real estate lending is the borrower�s
credit-worthiness and the feasibility and cash flow potential of the project. Payments on loans secured by income producing properties often
depend on successful operation and management of the properties. As a result, repayment of such loans may be subject to a greater extent than
residential real estate loans to adverse conditions in the real estate market or the economy. In reaching a decision on whether to make a
multi-family or non-residential real estate loan, we consider the net operating income of the property, the borrower�s expertise, credit history and
profitability, and the value of the underlying property. We may require an environmental survey or impaired property insurance for multi-family
and non-residential real estate loans.

Commercial Loans. The loans consist of secured owner and non-owner occupied real estate, operating lines of credit secured by general business
assets and equipment loans. We loan primarily to businesses with less than $5,000,000 in annual revenues. The real estate loans are typically 20
years in length with the interest rate adjustments occurring every 1, 3 or 5 years based on the original contract. The operating lines of credit are
generally short term in nature with interest rates tied to short term rates and adjustments occurring daily, monthly, or quarterly based on the
original contract. The equipment loans are typically made with maturities of less than 5 years and are priced with a fixed interest rate. Ottawa
Savings Bank also purchases commercial loans from Bankers Health Group. Bankers Health Group specializes in loans to healthcare
professionals of all specialties throughout the United States. These loans are primarily comprised of working capital and equipment loans. We
underwrite these loans based on our criteria and service the loans in-house. As of December 31, 2008, all commercial loans were performing as
agreed.

Construction and Land Development Loans. We originate loans to individuals and purchase loans that finance the construction of residential
dwellings for personal use and land development loans for personal or commercial use. Our construction loans generally provide for the
payment of interest only during the construction phase, which is usually ten months. At the end of the construction phase, most of our loans
automatically convert to permanent mortgage loans. Construction loans generally can be made with a maximum loan to value ratio of 80% of the
appraised value with maximum terms of 30 years. Land development loans generally can be made with a maximum loan to value ratio of 70%
and maximum term up to 10 years. The largest outstanding residential construction loan at December 31, 2008 was $325,000, of which $282,000
was disbursed. The largest outstanding land development loan at December 31, 2008 was $2.8 million, of which $2.6 million was disbursed.
These loans were performing according to their terms at December 31, 2008. We also make commercial construction loans for commercial
development projects including condominiums, apartment

6

Edgar Filing: Ottawa Savings Bancorp, Inc. - Form 10-K

Table of Contents 10



Table of Contents

buildings, single-family subdivisions, single-family speculation loans, as well as owner-occupied properties used for business. These loans
provide for payment of interest only during the construction phase and may, in the case of an apartment or commercial building, convert to a
permanent mortgage loan. In the case of a single family subdivision or construction or builder loan, as individual lots are sold, the principal
balance is reduced by a minimum of 80% of the net lot sales price. In the case of a commercial construction loan, the construction period may be
from nine months to two years. Loans are generally made to a maximum of 80% of the appraised value as determined by an appraisal of the
property made by an independent licensed appraiser. We also require periodic inspections of the property during the term of the construction
loan for both residential and commercial construction loans. The largest outstanding commercial construction loan at December 31, 2008 was
$320,000, of which $241,000 was disbursed. This loan was performing according to its terms at December 31, 2008.

Construction financing is generally considered to involve a higher degree of risk of loss than long-term financing on improved, occupied real
estate. Risk of a loss on a construction loan depends largely upon the accuracy of the initial estimate of the property�s value at completion of
construction or development and the estimated cost (including interest) of construction. During the construction phase, a number of factors could
result in delays and cost overruns. If the estimate of construction costs proves to be inaccurate, we may be required to advance funds beyond the
amount originally committed to permit completion of the development. If the estimate of value proves to be inaccurate, we may be confronted,
at or before the maturity of the loan, with a project having a value which is insufficient to assure full repayment. As a result of the foregoing,
construction lending often involves the disbursement of substantial funds with repayment dependent, in part, on the success of the ultimate
project rather than the ability of the borrower or guarantor to repay principal and interest. If we are forced to foreclose on a project before or at
completion due to a default, there can be no assurance that we will be able to recover all of the unpaid balance of, and accrued interest on, the
loan as well as related foreclosure and holding costs.

We originate and purchase land loans to individuals on approved residential building lots for personal use for terms of up to 15 years and to a
maximum loan to value ratio of 80% of the appraisal value. Our land loans are adjustable loans with adjustments occurring every 1, 3 or 5 years,
based on the original contract. Interest rate adjustments are based on the National Monthly Median cost of funds.

Consumer Loans. We offer a variety of consumer loans, which include auto, share loans and personal unsecured loans to our customer base and
related individuals. Unsecured loans generally have a maximum borrowing limit of $25,000 and a maximum term of four years.

The procedures for underwriting consumer loans include an assessment of the applicant�s payment history on other debts and ability to meet
existing obligations and payments on the proposed loans. Although the applicant�s credit-worthiness is a primary consideration, the underwriting
process also includes a comparison of the value of the collateral, if any, to the proposed loan amount.

Consumer loans may entail greater risk than do residential mortgage loans, particularly in the case of consumer loans that are unsecured or
secured by assets that depreciate rapidly. In such cases, repossessed collateral for a defaulted consumer loan may not provide an adequate source
of repayment for the outstanding loan and the remaining deficiency often does not warrant further substantial collection efforts against the
borrower. In addition, consumer loan collections depend on the borrower�s continuing financial stability, and therefore are more likely to be
adversely affected by job loss, divorce, illness, or personal bankruptcy. Furthermore, the application of various federal and state laws, including
federal and state bankruptcy and insolvency laws may limit the amount which can be recovered on such loans.

Auto Loan Participations. Ottawa Savings Bank purchases auto loan participations from regulated financial institutions. At December 31, 2008
and 2007, we had $8.1 million and $9.3 million of loans outstanding, respectively. These types of loans are primarily low balance individual
auto loans. We have the opportunity to review the loans at least three days prior to our purchase and we have a right to refuse any specific loan
within thirty days of the sale of any given loan pool.
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Loan Origination, Purchases and Sales. Loan originations come from a number of sources. The primary source of loan originations are our
in-house loan originators, and to a lesser extent, advertising and referrals from customers. We occasionally purchase loans or participation
interests in loans. As of December 31, 2008, we had an aggregate of $18.3 million in loan participations outstanding, including the auto loans
purchased as discussed in the previous paragraph. The largest outstanding loan participation as of December 31, 2008 was $1.6 million, of which
$1.1 million was disbursed.

Beginning in 2003, we began selling some of the longer-term fixed-rate loans that we originate. We sell these loans in the secondary market
based on prevailing market interest rate conditions, an analysis of the composition and risk of the loan portfolio, liquidity needs and interest rate
risk management goals. Generally, loans are sold without recourse and with servicing retained. We sold $2.8 million and $3.1 million of loans in
the years ended December 31, 2008 and 2007, respectively. We occasionally sell participation interests in loans and may sell loan participations
in the future.

The following table shows our loan originations, purchases, sales and repayment activities for the periods indicated.

For The Years Ended December 31,
2008 2007 2006 2005 2004

(In Thousands)
Beginning balance, net $ 157,702 $ 142,537 $ 124,939 $ 114,826 $ 109,567
Loans originated
One-to-four family 14,500 21,258 21,908 22,299 14,678
Multi-family 518 642 �  450 160
Lines of credit 2,664 618 1,571 5,898 4,858
Non-residential real estate 2,115 5,771 3,682 1,717 3,653
Commercial 2,514 2,131 50 �  �  
Construction 1,799 8,118 6,979 6,351 10,574
Consumer 1,301 1,577 1,651 1,168 735

Total loans originated 25,411 40,115 35,841 37,883 34,658
Loans purchased
One- to four-family �  �  �  731 1,133
Multi-family 24 51 2,737 4,879 6,980
Non-residential real estate 744 2,348 7,712 3,434 4,374
Commercial �  �  928 �  �  
Consumer 1,800 4,420 6,194 4,183 2,698

Total loans purchased 2,568 6,819 17,571 13,227 15,185
Loan sales(1) (2,785) (3,148) (1,735) (1,809) (5,681)
Principal payments (27,584) (29,018) (35,090) (39,000) (37,878)
Change in allowance for loan losses (1,000) (185) (29) 48 (56)
Change in undisbursed loan funds 2,148 633 1,113 (120) (952)
Change in deferred loan costs (fees) (16) (51) (73) (116) (17)

Ending balance, net $ 156,444 $ 157,702 $ 142,537 $ 124,939 $ 114,826

(1) All loan sales were one-to-four family loans.
Loan Approval Procedures and Authority. Our lending activities follow written, non-discriminatory, underwriting standards and loan origination
procedures established by our Board of Directors and management.

For one-to-four family loans and owner occupied residential loans, our President may approve loans up to $400,000 and two members of our
Board of Directors must approve loans over $400,000. Residential loans and
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all commercial loans respectively above $400,000 up to $1 million in the aggregate to any borrower(s) must be approved by a majority of our
inside loan committee. This committee consists of our President, Senior Vice President, Vice President and our Commercial Banking Officer.
For loans to any borrower(s) in the aggregate of more than $1 million to $2 million, approval is required by a majority of our level two loan
committee, which consists of the inside loan committee, one designated outside director and our Chairman of the Bank�s Board. For loan requests
above the $2 million aggregate to any borrower(s), approval is required by a majority of the Board level loan committee, which consists of the
inside loan committee and the Bank�s Board of Directors as a whole.

Loans to One Borrower. The maximum amount that we may lend to one borrower and the borrower�s related entities is limited by regulations to
generally 15% of our stated capital and reserves. At December 31, 2008 our regulatory maximum was $3.2 million. However, we made an
application to the OTS to increase the limit for loans that will be made to finance the construction and sale of homes related to a development
project on the south side of Ottawa. The OTS granted that waiver and our limit for this project is at 20% of regulatory capital as measured on
June 30, 2006 or $3.8 million. This is our largest lending relationship and stands at $3.5 million, which was performing according to the original
repayment terms at December 31, 2008.

Loan Commitments. We issue commitments for fixed-rate and adjustable-rate mortgage loans conditioned upon the occurrence of certain events.
Commitments to originate mortgage loans are legally binding agreements to lend to our customers and generally expire in 45 days.

Delinquencies. When a borrower fails to make a required loan payment, we take a number of steps to have the borrower cure the delinquency
and restore the loan to current status. We make initial contact with the borrower when the loan becomes 10 days past due. If payment is not then
received by the 30th day of delinquency, additional letters and phone calls generally are made. When the loan becomes 60 days past due, we
generally commence foreclosure proceedings against any real property that secures the loan or attempt to repossess any personal property that
secures a consumer loan. If a foreclosure action is instituted and the loan is not brought current, paid in full, or refinanced before the foreclosure
sale, the real property securing the loan generally is sold at foreclosure. We may consider loan workout arrangements with certain borrowers
under certain circumstances.

Management informs the Board of Directors on a monthly basis of the amount of loans delinquent more than 60 days, all loans in foreclosure
and all foreclosed and repossessed property that we own. All loans in excess of 90 days past due, with the exception of lines of credit, are placed
on non-accrual.

Delinquent Loans

Nonperforming Assets. The following table presents information with respect to the delinquent loans at the dates indicated.

December 31, 2008
60-89 Days 90 Days or More Total

(Dollars in Thousands)
Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

One-to-four family 21 $ 1,550 31 $ 3,534 52 $ 5,084
Multi-family �  �  2 453 2 453
Lines of credit 1 48 5 73 6 121
Non-residential real estate 7 1,550 2 1,188 9 2,738
Construction 1 54 �  �  1 54
Consumer 7 70 5 32 12 102

Total 37 $ 3,272 45 $ 5,280 82 $ 8,552
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December 31, 2007
60-89 Days 90 Days or More Total

(Dollars in Thousands)
Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

One-to-four family 17 $ 1,405 18 $ 1,303 35 $ 2,708
Lines of credit 2 58 6 353 8 411
Non-residential real estate 1 146 3 1,159 4 1,305
Construction 1 204 �  �  1 204
Consumer 8 22 9 89 17 111

Total 29 $ 1,835 36 $ 2,904 65 $ 4,739

December 31, 2006
60-89 Days 90 Days or More Total

(Dollars in Thousands)
Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

One-to-four family 10 $ 790 8 $ 957 18 $ 1,747
Lines of credit 2 19 1 45 3 64
Non-residential real estate 1 133 2 105 3 238
Construction 1 80 �  �  1 80
Consumer 2 42 3 8 5 50

Total 16 $ 1,064 14 $ 1,115 30 $ 2,179

December 31, 2005
60-89 Days 90 Days or More Total

(Dollars in Thousands)
Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

One-to-four family 12 $ 644 12 $ 944 24 $ 1,588
Multi-family �  �  �  �  �  �  
Lines of credit �  �  5 97 5 97
Non-residential real estate 2 289 2 179 4 468
Construction �  �  3 401 3 401
Consumer 6 72 9 83 15 155

Total 20 $ 1,005 31 $ 1,704 51 $ 2,709

December 31, 2004
60-89 Days 90 Days or More Total

(Dollars in Thousands)
Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

Number of
Loans

Principal
Balance

One-to-four family 7 $ 394 7 $ 547 14 $ 941
Multi-family �  �  �  �  �  �  
Lines of credit 3 67 2 35 5 102
Non-residential real estate �  �  �  �  �  �  
Construction �  �  �  �  �  �  
Consumer 4 28 5 42 9 70

Total 14 $ 489 14 $ 624 28 $ 1,113
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Classified Assets. Federal Deposit Insurance Corporation regulations and our Asset Classification Policy provide that loans and other assets
considered to be of lesser quality be classified as �substandard,� �doubtful� or �loss� assets. An asset is considered �substandard� if it is inadequately
protected by the current net worth and paying capacity of the obligor or of the collateral pledged, if any. �Substandard� assets include those
characterized by the �distinct possibility� that the institution will sustain �some loss� if the deficiencies are not corrected. Assets classified as
�doubtful� have all of the weaknesses inherent in those classified �substandard,� with the added characteristic that the weaknesses present make
�collection or liquidation in full,� on the basis of currently existing facts, conditions and values, �highly questionable and improbable.� Assets
classified as �loss� are those considered �uncollectible� and of such little value that their continuance as assets without the establishment of a specific
loss reserve is not warranted. We classify an asset as �special mention� if the asset has a potential weakness that warrants management�s close
attention. While such assets are not impaired, management has concluded that if the potential weakness in the asset is not addressed, the value of
the asset may deteriorate, adversely affecting the repayment of the asset.

An insured institution is required to establish allowances for loan losses in an amount deemed prudent by management for loans classified
substandard or doubtful, as well as for other problem loans. General allowances represent loss allowances which have been established to
recognize the inherent losses associated with lending activities, but which, unlike specific allowances, have not been allocated to particular
problem assets. When an insured institution classifies problem assets as �loss,� it is required either to establish a specific allowance for losses
equal to 100% of the amount of the asset so classified or to charge off such amount. An institution�s determination as to the classification of its
assets and the amount of its valuation allowances is subject to review by the Office of Thrift Supervision.

On the basis of management�s review of its assets, at December 31, 2008 and 2007 we had classified $4.0 million and $729,000, respectively, of
our assets as special mention and $2.8 million and $1.2 million, respectively, of our assets as substandard. We had classified $1,000 and $2,000
of our assets as doubtful at December 31, 2008 and 2007, respectively. There were no assets classified as loss for the years ended December 31,
2008 or 2007. The loan portfolio is reviewed on a regular basis to determine whether any loans require classification in accordance with
applicable regulations. Not all classified assets constitute non-performing assets.

We have no other loans of concern other than as set forth in the table below:

Nonperforming Assets

December 31,
2008 2007 2006 2005 2004

(In Thousands)
Non-accrual:
One-to-four family $ 3,534 $ 1,303 $ 957 $ 944 $ 547
Multi-family 453 �  �  �  �  
Non-residential real estate 1,188 1,159 105 179 �  
Construction �  �  �  401 �  
Consumer 32 89 8 83 42

Total non-accrual loans 5,207 2,551 1,070 1,607 589

Past due greater than 90 days and still accruing:
Lines of credit 73 353 45 97 35

Total nonperforming loans 5,280 2,904 1,115 1,704 624
Foreclosed real estate 95 108 �  �  210

Total nonperforming assets $ 5,375 $ 3,012 $ 1,115 $ 1,704 $ 834
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Ratios

December 31,
2008 2007 2006 2005 2004

Allowance for loan losses as a percent of gross loans receivable 1.01% 0.37% 0.29% 0.30% 0.37%
Allowance for loan losses as a percent of total nonperforming loans 30.40% 20.83% 37.67% 22.95% 70.35%
Nonperforming loans as a percent of gross loans receivable 3.32% 1.80% 0.76% 1.31% 0.52%
Nonperforming loans as a percent of total assets 2.55% 1.40% 0.54% 0.92% 0.37%
The total amount of non-accrual loans increased to $5.2 million from $2.6 million for the years ended December 31, 2008 and 2007,
respectively. Management is monitoring the increase closely and in response has increased the allowance for loan losses accordingly. For the
years ended December 31, 2008 and 2007, gross interest income of $193,000 and $47,000, respectively, would have been recorded had the
non-accrual loans at the end of the period been on accrual status throughout the period. No interest income was recognized on these loans.

Allowance for Loan Losses

Our allowance for loan losses is maintained at a level necessary to absorb loan losses which are both probable and reasonably estimable.
Management, in determining the allowance for loan losses, considers the losses inherent in its loan portfolio and changes in the nature and
volume of loan activities, along with the general economic and real estate market conditions. We utilize a two-tier approach: (1) identification of
impaired loans and establishment of specific loss allowances on such loans; and (2) establishment of general valuation allowances on the
remainder of our loan portfolio. We maintain a loan review system, which allows for a periodic review of our loan portfolio and the early
identification of potential impaired loans. Such system takes into consideration, among other things, delinquency status, size of loans, type and
market value of collateral and financial condition of the borrowers. Specific loan loss allowances are established for identified losses based on a
review of such information. A loan evaluated for impairment is considered to be impaired when, based on current information and events, it is
probable that we will be unable to collect all amounts due according to the contractual terms of the loan agreement. All loans identified as
impaired are evaluated independently. We do not aggregate such loans for evaluation purposes. Loan impairment is measured based on the
present value of expected future cash flows discounted at the loan�s effective interest rate or, as a practical expedient, at the loan�s observable
market price or the fair value of the collateral if the loan is collateral dependent. General loan loss allowances are based upon a combination of
factors including, but not limited to management�s judgment and losses which are probable and reasonably estimable. The allowance is increased
through provisions charged against current earnings and recoveries of previously charged-off loans. Loans which are determined to be
uncollectible are charged against the allowance. While management uses available information to recognize probable and reasonably estimable
loan losses, future loss provisions may be necessary based on changing economic conditions. Payments received on impaired loans are applied
first to accrued interest receivable and then to principal. The allowance for loan losses as of December 31, 2008 is maintained at a level that
represents management�s best estimate of losses inherent in the loan portfolio, and such losses were both probable and reasonably estimable.

In addition, the Office of Thrift Supervision, as an integral part of its examination process, periodically reviews our allowance for loan losses.
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Allowance for Loan Losses. The following table analyzes changes in the allowance for the periods indicated.

Year Ended December 31,
2008 2007 2006 2005 2004

(Dollars in Thousands)
Balance at beginning of year $ 605 $ 420 $ 391 $ 439 $ 383

Chargeoffs:
One-to-four family 63 �  1 1 1,876
Multi-family �  �  �  �  3,331
Non-residential real estate �  �  �  �  2,123
Consumer 105 56 41 53 16

168 56 42 54 7,346

Recoveries:
One-to-four family �  �  5 �  �  
Multi-family �  2,366 1,308 190 �  
Consumer 4 7 21 6 11

4 2,373 1,334 196 11

Net Charge-offs (recoveries) 164 (2,317) (1,292) (142) 7,335

Additions charged to operations 1,164 (2,132) (1,263) (190) 7,391

Balance at end of year $ 1,605 $ 605 $ 420 $ 391 $ 439

Net Charge-offs (recoveries) to average gross loans outstanding 1.04% (1.50)% (0.96)% (0.12)% 6.04%

Allocation of Allowance for Loan Losses. The following table presents an analysis of the allocation of the allowance for loan losses at the dates
indicated. The allocation of the allowance to each category is not necessarily indicative of future loss in any particular category and does not
restrict the use of the allowance to absorb losses in other categories.

2008

Amount

Percent Of
Allowance
To Total
Allowance

Percent Of
Gross Loans In
Each Category

To Total Gross Loans
(Dollars in Thousands)

One-to-four family 504 31.40% 62.83%
Multi-family 47 2.93% 2.39%
Lines of credit(1) �  �  % 8.35%
Non-residential real estate 876 54.58% 14.11%
Commercial 29 1.81% 2.75%
Construction(1) �  �  % 3.24%
Consumer 149 9.28% 6.33%
Unallocated �  �  % �  %

Total allowance for loan losses $ 1,605 100.00% 100.00%
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2007

Amount

Percent Of
Allowance
To Total
Allowance

Percent Of
Gross Loans In
Each Category

To Total Gross Loans
(Dollars in Thousands)

One-to-four family 332 54.89% 59.74%
Multi-family 17 2.82% 3.43%
Lines of credit(1) �  �  % 5.96%
Non-residential real estate 119 19.66% 17.17%
Commercial 14 2.30% 1.61%
Construction(1) �  �  % 5.03%
Consumer 123 20.33% 7.06%
Unallocated �  �  % �  %

Total allowance for loan losses $ 605 100.00% 100.00%

2006

Amount

Percent Of
Allowance
To Total
Allowance

Percent Of
Gross Loans In
Each Category

To Total Gross Loans
(Dollars in Thousands)

One-to-four family 131 31.19% 59.56%
Multi-family 41 9.76% 5.49%
Lines of credit(1) �  �  % 5.85%
Non-residential real estate 172 40.95% 15.03%
Commercial 10 2.38% 0.60%
Construction(1) �  �  % 5.29%
Consumer 64 15.24% 8.18%
Unallocated 2 0.48% �  %

Total allowance for loan losses $ 420 100.00% 100.00%

2005

Amount

Percent Of
Allowance
To Total
Allowance

Percent Of
Gross Loans In
Each Category

To Total Gross Loans
(Dollars in Thousands)

One-to-four family 104 26.60% 58.21%
Multi-family 59 15.09% 9.09%
Lines of credit(1) �  �  % 7.50%
Non-residential real estate 124 31.71% 9.17%
Construction(1) �  �  % 9.08%
Consumer 83 21.23% 6.95%
Unallocated 21 5.3
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