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March 11, 2004

Board of Directors

First Federal Savings and Loan Association
300 St. Louis Street

Edwardsville, Illinois 62025

To the Board:

We hereby submit an independent appraisal of the pro forma market value of the to-be-issued stock
of First Federal Financial Services, Inc. ("Corporation"), which is the mid-tier holding company of
First Federal Savings and Loan Association, Edwardsville, Illinois (“First Federal” or the
"Association"). The Corporation is a subsidiary of First Federal Financial Services, MHC. Such
stock is to be issued in connection with the application to complete a minority stock offering by the
Corporation with First Federal Financial Services, MHC to own 55.0 percent of the Corporation.
This appraisal was prepared and provided to the Association in accordance with the appraisal
requirements and regulations of the Office of Thrift Supervision of the United States Department
of the Treasury.

Keller & Company, Inc. is an independent, full service, financial institution consulting firm serving
both thrift institutions and banks, as described in more detail in Exhibit A. The firm specializes in
market studies, business and strategic plans, stock valuations, conversion and reorganization
appraisals, and fairness opinions for thrift institutions and banks. Keller & Company, Inc. has
affirmed its independence in this transaction in its Affidavit of Independence, a copy of which is
included as Exhibit C.

Our appraisal is based on the assumption that the data provided to us by First Federal and the
material provided by the independent auditors, McGladrey & Pullen, LLP, Champaign, [llinois and
J.W. Boyle & Co., LTD., Belleville, llinois, are both accurate and complete. We did not verify the
financial statements provided to us, nor did we conduct independent valuations of the Association's
assets and liabilities. We have also used information from other public sources, but we cannot
assure the accuracy of such material.

In the preparation of this appraisal, we held discussions with the management of First Federal, with
the law firm of Luse Goreman Pomerenk & Schick, P.C., Washington, D.C., the Association's
conversion counsel, and with McGladrey & Pullen, LLP. Further, we viewed the Association's
local economy and primary market area.
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This valuation must not be considered to be a recommendation as to the purchase of stock in the
Corporation, and we can provide no guarantee or assurance that any person who purchases shares
of the Corporation's stock will be able to later sell such shares at a price equivalent to the price
designated in this appraisal.

Our valuation will be updated as required, giving consideration to any new developments that have
an impact on the Association’s operations or financial condition, including changes in general
market conditions and, specifically, changes in the market for publicly-traded thrift institutions.
Based on the material impact of any such changes on the pro forma market value of the Corporation
as determined by this firm, we will make appropriate adjustments to the Corporation's appraised
value in an appraisal update.

It is our opinion that as of February 27, 2004, the pro forma market value or appraised value of the
Corporation is $37,000,000 at the midpoint, with a minority public offering of $16,650,000 or
1,665,000 shares at $10 per share, representing 45.0 percent of the total valuation. The pro forma
valuation range of the Corporation is from a minimum of $31,450,000 to a maximum of
$42,550,000, with a maximum, as adjusted, of $48,932,000, representing a public offering range
from $14,152,500 at the minimum to a maximum of $19,147,500, with a maximum, as adjusted,
of $22,019,630, representing 1,415,250 shares, 1,914,750 shares and 2,210,963 shares at $10 per
share at the minimum, maximum, and maximum, as adjusted, respectively.

The pro forma appraised value of First Federal Financial Services, Inc. as of February 27, 2004, is
$37,000,000 at the midpoint with a midpoint public offering of $16,650,000.

Very truly yours,

KELLER & COMPANY, INC.

ol Congonsy
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INTRODUCTION

Keller & Company, Inc. is an independent appraisal firm for financial institutions, and
has prepared this Conversion Appraisal Report ("Report") which provides the pro forma market
value of the to-be-issued minority offering of common stock of First Federal Financial Services,
Inc. (the "Corporation"), a Delaware corporation, formed as a mid-tier holding company to own
all of the common stock of First Federal Savings and Loan Association “(First Federal” or the
“Association”), Edwardsville, Illinois. The Corporation will be majority owned by First Federal
Financial Services, MHC, a federally chartered mutual holding company which currently owns
all of the outstanding shares of the Corporation. Under the Plan of Conversion, the Corporation
will be majority owned by First Federal Financial Services MHC, which will own 55.0 percent
of the Corporation with the remaining 45.0 percent to be sold in a minority stock offering based

on their appraised value as determined in this Report.

The Application is being filed with the Office of Thrift Supervision ("OTS") of the
Department of the Treasury and the Securities and Exchange Commission ("SEC"). Such
Application for Conversion has been reviewed by us, including the Prospectus and related
documents, and discussed with the Association's management and the Association's conversion

counsel, Luse Gorman Pomerenk & Schick, P.C., Washington, D.C.

This conversion appraisal was prepared based on the guidelines provided by OTS entitled
"Guidelines for Appraisal Reports for the Valuation of Savings Institutions Converting from the
Mutual to Stock Form of Organization”, in accordance with the OTS application requirements
of Regulation §563b and the OTS’s Revised Guidelines for Appraisal Reports, and represents a
full appraisal report. The Report provides detailed exhibits based on the Revised Guidelines and
a discussion on each of the fourteen factors that need to be considered. Our valuation will be
updated in accordance with the Revised Guidelines and will consider any changes in market

conditions for thrift institutions.

The pro forma market value is defined as the price at which the stock of the Corporation

after conversion would change hands between a typical willing buyer and a typical willing seller




Introduction (cont.)

when the former is not under any compulsion to buy and the latter is not under any compulsion
to sell, and with both parties having reasonable knowledge of relevant facts in an arm's-length
transaction. The appraisal assumes the Association is a going concern and that the shares issued

by the Corporation in the conversion are sold in noncontrol blocks.

In preparing this conversion appraisal, we have reviewed the financial statements for the
five fiscal years ended December 31, 1999 through 2003, and discussed them with First Federal's
management and with First Federal's independent auditors, McGladrey & Pullen, LLP,
Champaign, Illinois. We have also discussed and reviewed with management other financial
matters and have reviewed internal projections. We have reviewed the Corporation's preliminary
Form SB-2 and the Association's preliminary Form AC and discussed them with management

and with the Association's conversion counsel.

We have visited First Federal's main office and have traveled the surrounding area. We
have studied the economic and demographic characteristics of the primary market area, and
analyzed the Association's primary market area relative to Illinois, Ohio and the United States.
We have also examined the competitive market within which First Federal operates, giving
consideration to the area's numerous financial institution offices, mortgage banking offices, and

credit union offices and other key market area characteristics, both positive and negative.

We have given consideration to the market conditions for securities in general and for
publicly-traded thrift stocks in particular. We have examined the performance of selected
publicly-traded thrift institutions and compared the performance of First Federal to those selected

institutions.

Our valuation is not intended to represent and must not be interpreted to be a
recommendation of any kind as to the desirability of purchasing the to-be-outstanding shares of
common stock of the Corporation. Giving consideration to the fact that this appraisal is based

on numerous factors that can change over time, we can provide no assurance that any person who




Introduction (cont.)

purchases the stock of the Corporation in the minority stock offering in this mutual-to-stock

conversion will subsequently be able to sell such shares at prices similar to the pro forma market

value of the Corporation as determined in this conversion appraisal.




L. DESCRIPTION OF FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION

GENERAL

First Federal Savings and Loan Association, Edwardsville, Illinois, was organized in 1921
as a state-chartered mutual savings and loan association. First Federal converted to a federally-
chartered mutual savings and loan association in 1959. The Association then formed a mutual
holding company, First Federal Financial Services MHC and a mid-tier holding company, First

Federal Financial Services, Inc. but did not issue any stock to the public at the time of formation.

First Federal conducts its business from its single office in Edwardsville, Illinois, the
county seat of Madison County. The Association currently has no specific plan to open another
branch or a new loan office in the area. The Association's primary retail market area is
comprised of Madison County and its extended lending market includes the southern portion of

Macoupin County located directly north of Madison County.

First Federal's deposits are insured up to applicable limits by the Federal Deposit
Insurance Corporation ("FDIC") in the Savings Association Insurance Fund. The Association
is also subject to certain reserve requirements of the Board of Governors of the Federal Reserve
Bank. First Federal is a member of the Federal Home Loan Bank (the "FHLB") of Chicago and
is regulated by the OTS and by the FDIC. As of December 31, 2003, First Federal had assets of
$120,971,000, deposits of $97,931,000, and equity of $18,719,000.

First Federal is a community-oriented financial institution which has been principally
engaged in the business of serving the financial needs of the public in its local communities and
throughout its market area. First Federal has been actively and consistently involved in the
origination of one-to four-family mortgage loans which represented a strong 89.1 percent of its
loan portfolio at December 31, 2003, and a larger 89.8 percent of its loan portfolio at fiscal year
end December 31, 2003. At December 31, 2003, 91.4 percent of the Association's gross loans
consisted of all types of residential real estate loans, including multi-family loans, compared to

a higher 92.4 percent at December 31, 2002, with the primary sources of funds being retail




General (cont.)

deposits from residents in its local communities and modest balances of FHLB advances. The
Association 1s also an originator of commercial real estate loans and consumer loans. Consumer
loans include loans on savings accounts, automobile loans and other secured and unsecured

personal loans.

The Association had $13.2 million, or 10.9 percent of its assets in cash and investments,
excluding FHLB stock. The Association had an additional $5.4 million, or 4.5 percent of its
assets in FHLB stock, with the combined total of investment securities, FHLB stock, and cash
and cash equivalents being $18.6 million or 15.4 percent of assets. Deposits, FHLB advances
and equity have been the primary sources of funds for the Association's lending and investment

activities.

The total amount of stock to be sold by the Association in the minority stock offering will
be $16,650,000 or 1,665,000 shares at $10 per share based on the midpoint of the appraised
value of $37.0 million, representing 45.0 percent of the total value. The net conversion proceeds
will be $16.0 million, reflecting conversion expenses of approximately $675,000. The actual
cash proceeds to the Association of $8.0 million will represent 50 percent of the net conversion
proceeds. The ESOP will represent 5 percent of the gross shares issued, or 83,250 shares at $10
per share, representing $832,500. The Association's net proceeds will be invested in
nonresidential real estate loans and possibly adjustable-rate mortgage loans, following their
initial deployment to short term investments. The Association may also use the proceeds to
expand services, expand operations or acquire other financial service organizations, diversify
into other businesses, or for any other purposes authorized by law. The Corporation will use its
proceeds to fund the ESOP, to purchase short- and intermediate-term government or federal

agency securities or to invest in short-term deposits.

First Federal has seen a modest overall deposit increase in fiscal 2003 with deposits
increasing 1.9 percent from December 31, 2002, to December 31, 2003. Deposits increased 4.7

percent in fiscal 2002. The Association has focused on increasing its commercial real estate loan




General (cont.)

portfolio with a lesser increase in construction loans, offset by decreases in one- to four-family
loans and multi-family loans during the past eighteen months, monitoring its earnings and
strengthening its equity to assets ratio. Equity to assets increased from 15.13 percent of assets

at December 31, 2002, to 15.47 percent at December 31, 2003.

First Federal's lending strategy has been to focus on the origination of both adjustable-rate
and fixed-rate, one-to four-family loans, commercial real estate loans, multi-family loans, and
the origination of consumer loans. The Association does not currently offer home equity loans

and has not been an originator of commercial business loans.

First Federal's share of one- to four-family loans has decreased slightly from 89.8 percent
of gross loans at December 31, 2002, to 89.1 percent as of December 31, 2003. Commercial real
estate loans increased from 7.0 percent to 8.0 percent from December 31, 2002, to December 31,
2003. Multi-family loans decreased from 2.6 percent at December 31, 2002, to 2.3 percent at
December 31, 2003. All types of mortgage loans as a group decreased slightly from 99.38
percent of gross loans at December 31, 2002, to 99.32 percent at December 31, 2003. The slight
decrease in mortgage loans was offset by the Association's decrease in consumer loans. The
Association's share of consumer loans witnessed an increase in their share of loans from 0.62

percent at December 31, 2002, to 0.68 percent at December 31, 2003.

Management's internal strategy has also included continued emphasis on maintaining an
adequate and appropriate allowance for loan losses relative to loans and nonperforming assets
in recognition of the more stringent requirements within the industry to establish and
maintain a higher level of general valuation allowances and also in recognition of the
Association's continued increase in its total loan portfolio. At December 31, 2002, First Federal
had $399,000 in its loan loss allowance or 0.42 percent of gross loans, which increased to

$429,000 and represented a lesser 0.41 percent of gross loans at December 31, 2003.




General (cont.)

Interest income from loans and investments has been the primary basis of earnings with
the net interest margin being the key determinant of net earnings. With a dependence on net
interest margin for earnings, current management will focus on maintaining the Association's net
interest margin without undertaking excessive credit risk and will not pursue any significant

change in its interest rate risk position.




PERFORMANCE OVERVIEW

First Federal's financial position for the two most recent fiscal years ended December 31,
2002 and 2003, is highlighted through the use of selected financial data in Exhibit 5. First
Federal has focused on maintaining its equity position, controlling its overhead ratio, increasing
its loans, and striving to maintain its net interest margin. First Federal experienced a moderate
increase 1in assets from December 31, 2002 to December 31, 2003, with a lesser increase in
deposits and increases in FHLB advances and equity over the same period. Such increase in
assets was related to the increase in one- to four-family mortgage loans. Assets, loans and

deposits all increased in the period from December 31, 2002, to December 31, 20G03.

First Federal experienced a total increase in assets of $7.3 million or 6.4 percent for the
period of December 31, 2002, to December 31, 2003. For the year ended December 31, 2002,

assets increased by a lesser $6.1 million or 5.7 percent.

The Association's net loan portfolio, including mortgage loans and non-mortgage loans,
increased from $91.7 million at December 31, 2002, to $101.1 million at December 31, 2003,
and represented a total increase of $4.0 million, or 4.4 percent. This increase was the result of
a higher balance of one- to four-family mortgage loans. For the year ended December 31, 2002,

loans increased $2.7 million or 3.0 percent.

First Federal has pursued obtaining funds through deposits and has also made modest use
of FHLB advances during the period of December 31, 2002, to December 31, 2003. The
Association's competitive rates for savings in its local market in conjunction with its focus on
service have been the sources and strategies for attracting retail deposits. Deposits increased 1.9
percent from December 31, 2002, to December 31, 2003. The Association's modest increase
in deposits 1s partially the result of First Federal not offering checking accounts or MMDA
accounts with check drawing privilege but simply a tiered interest rate based on balance. The
Association's level of FHLB advances has increased from zero at December 31, 2002, to $4.0

million at December 31, 2003.




Performance Overview (cont.)

First Federal has been able to increase its equity level and equity to assets ratio from
December 31, 2002, to December 31, 2003. At December 31, 2002, the Association had equity
of $17.2 million, representing a 15.13 percent equity to assets ratio and then increasing to $18.7
million at December 31, 2003, and representing a 15.47 percent equity to assets ratio. The
modest rise in the equity to assets ratio from December 31, 2002, to December 31, 2003, is the
result of the Association's steady earnings performance impacted by a moderate increase in

assets. Equity increased 8.9 percent from December 31, 2002, to December 31, 2003.

INCOME AND EXPENSE

Exhibit 6 presents selected operating data for First Federal, reflecting the Association's
income and expense trends. This table provides key income and expense figures in dollars for

the fiscal years of 2002 and 2003.

Flrst Federal has experienced an overall decrease in its dollar level of interest income
from ﬁscal year ended December 31, 2002, to June 30, 2003, due to the Association's decrease
in yield on interest-earning assets, as a result of the decrease in interest rates. Interest income

decreased from $7.4 million in 2002 to $7.0 million for the fiscal year ended December 31, 2003.

The Association's interest expense experienced a similar trend with adecrease in the fiscal
year 2003. Interest expense decreased $723,000 or 20.5 percent, from December 31, 2002, to
December 31, 2003, compared to a smaller dollar decrease in interest income of $383,000 or 5.2
percent, for the same time period. Such decrease in interest income, recognizing the decrease
in interest expense, resulted in a moderate dollar increase in annual net interest income of

$340,000 or 8.8 percent for the fiscal year ended December 31, 2003, and a rise in net interest

margin.




Income and Expense (cont.)

The Association has made provisions for loan losses in one of the past two fiscal years
of 2002 and 2003. The amounts of provisions were determined in recognition of the
Association's levels of nonperforming assets, charge-offs, repossessed assets, the Association's
level of lending activity, and industry norms. There was no loan loss provision in 2002. The
loan loss provision in 2003 was $30,000. The impact of these loan loss provisions has been to
provide First Federal with a general valuation allowance of $429,000 at December 31, 2003, or

0.41 percent of gross loans and 306.4 percent of nonperforming assets.

Total other income or noninterest income indicated moderate volatility in fiscal years
2002 and 2003 with a decreage in 2003 due to a loss on sale of securities of $46,000.
Noninterest income was $11,000 in fiscal year 2002, representing a minimal 0.01 percent of
assets and reflecting the absence of fees from checking accounts. Noninterest income for the
fiscal year ended December 31, 2003, was a negative $29,000, due to a $46,000 loss on the sale
of securities. The average noninterest income level for the past two periods was a negative
$18,000 or 0.02 percent of average assets and a positive $74,000 or 0.01 percent, excluding the

loss on the sale of securities in 2003. Noninterest income consists primarily of other income.

The Association's general and administrative expenses or noninterest expenses increased
from $1,433,000 for the fiscal year 0£2002 to $1,528,000 for the fiscal year ended December 31,
2003. The dollar increase in noninterest expenses was $95,000 from 2002 to 2003, representing
a percentage increase of 6.6 percent. This increase in operating expenses was due primarily to
the rise in compensation and related expenses of 8.6 percent. On a percent of average assets
basis, operating expenses remained at 1.30 percent of average assets for the fiscal years ended
December 31, 2002 and 2003, which was lower than the current industry average of

approximately 2.33 percent.

The net earnings position of First Federal has indicated profitable performance in each

of the past two fiscal years ended December 31, 2002 and 2003. The annual net income figures

10




Income and Expense (cont.)

for the past two fiscal years of 2002 and 2003 were $1,677,000 and $1,613,000, representing

returns on average assets of 1.53 percent and 1.37 percent, respectively.

Exhibit 7 provides the Association's normalized earnings or core earnings for fiscal years
2002 and 2003. The Association's normalized earnings eliminate any nonrecurring income and
expense items. There were no adjustments for fiscal year 2002. In fiscal 2003, there was an

upward income adjustment of $46,000 to eliminate the loss on sale of securities.

The key performance indicators comprised of selected operating ratios, asset quality ratios
and equity ratios are shown in Exhibit § to reflect the resuits of performance. The Association's
return on assets increased from 1.53 percent in fiscal year 2002, to 1.37 percent in fiscal year
2003. The Association's return on average equity also decreased from 2002 to 2003. The return

on average equity decreased from 10.33 percent in fiscal 2002 to 8.91 percent in fiscal year 2003.

The Association's average net interest rate spread increased from 3.02 percent in fiscal
year 2002 to 3.20 percent in fiscal year 2003. The Association's net interest margin indicated a
similar trend, increasing from 3.51 percent in fiscal year 2002 to 3.56 percent in fiscal year 2003.
First Federal's net interest rate spread increased 18 basis points in 2003 to 3.20 percent from 3.02
percent in 2002, while the Association's net interest margin followed a basically similar trend,
increasing a lesser 5 basis points to 3.56 percent in 2003. Federal's ratio of average interest-
earning assets to average interest-bearing liabilities increased modestly from 116.58 percent at

December 31, 2002, to a higher 117.21 percent at December 31, 2003.

The Association's ratio of noninterest expenses to average assets remained at 1.30 percent
in fiscal year 2002 and 2003, due to a normal rise in overhead expenses combined with a normal
increase in assets. Another key noninterest expense ratio reflecting efficiency of operation is the
ratio of noninterest expenses to noninterest income plus net interest income referred to as the

"efficiency ratio." The industry norm is 56.8 percent with the lower the ratio indicating higher

11




Income and Expense (cont.)

efficiency. The Association has been characterized with a high level of efficiency reflected in

its lower efficiency ratio, which decreased from 37.07 percent in 2002 to 36.68 percent in 2003.

Earnings performance can be affected by an'institution's asset quality position. The ratio
of nonperforming assets to total assets is a key indicator of asset quality. First Federal witnessed
an increase in its nonperforming asset ratio from fiscal year 2002 to fiscal year 2003.
Nonperforming assets consist of loans delinquent 90 days or more, nonaccruing loans and
repossessed assets. For First Federal, nonperforming assets consisted of loans 90 days or more
past due. The ratio of nonperforming assets to total assets was 0.10 percent at December 31,
2002, and increased to 0.12 percent at December 31, 2003. The Association's allowance for loan
losses was 0.42 percent of loans at December 31, 2002, and decreased to 0.41 percent at
December 31, 2003, resulting from the Association’s increase in loans even with a $30,000
increase in allowance for loan losses with no charge-offs. As a percentage of nonperforming
loans, First Federal's allowance for loan losses decreased from 335.29 percent at December 31,

2002, to 306.43 percent at December 31, 2003.

Exhibit 9 provides the changes in net interest income due to rate and volume changes for
the fiscal year of 2003. In fiscal year 2003, net interest income increased $340,000, due to a
decrease in interest income of $383,000 offset by a $723,000 decrease in interest expense. The
decrease in interest income was due to a decrease due to rate of $953,000, reduced by an increase
due to volume of $570,000. The decrease in interest expense was due to a decrease due to rate

of $917,000 reduced by an increase due to a change in volume of $194,000.

12




YIELDS AND COSTS

The overview of yield and cost trends for the years ended December 31, 2002 and 2003,
and at December 31, 2003 can be seen in Exhibit 10, which offers a summary of key yields on

interest-earning assets and costs of interest-bearing liabilities.

First Federal's weighted average yield on its loan portfolio decreased 98 basis points from
ﬁécal year 2002 to 2003, from 7.38 percent to 6.40 percent and then decreased another 47 basis
points at December 31, 2003, to 5.93 percent. The yield on securities available-for-sale
decreased 26 basis points from fiscal year 2002 to 2003 from 4.46 percent to 4.20 percent and
then increased 28 basis points at December 31, 2003 to 4.48 percent. The yield on securities
held-to-maturity decreased 525 basis points from 9.48 percent in fiscal 2002 to 4.23 percent in
fiscal 2003 and then increased 775 basis points at December 31, 2003, to 4.98 percent. The yield
on interest-bearing deposits increased 22 basis points from fiscal year 2002 to 2003, from 1.55
percentto 1.77 percent and then decreased 11 basis points at December 31,2003, to 1.66 percent.
The combined weighted average yield on all interest-earning assets decreased 78 basis points to
6.04 percent from 2002 to 2003 and then decreased another 26 basis points to 5.78 percent at
December 31, 2003.

First Federal's weighted average cost of interest-bearing liabilities decreased 96 basis
points from fiscal year 2002 to 2003, which was greater than the Association's 78 basis point
decrease in yield, resulting in an increase in the Association's interest rate spread of 18 basis
points from 3.02 percent to 3.20 percent from 2002 to 2003. The Association's average cost of
interest-bearing liabilities then decreased 31 basis points from 2.84 percent in fiscal 2003 to 2.53
percent at December 31, 2003, compared to a 26 basis point decrease in yield on interest-earning
assets. The result was an increase in the Association's interest rate spread of 5 basis points to
3.25 percent at December 31, 2003. The Association's net interest margin increased from 3.51
percent in fiscal year 2002 to 3.56 percent in fiscal year 2003, and then increased to 3.69 percent

at December 31, 2003.




INTEREST RATE SENSITIVITY

First Federal has monitored its interest rate sensitivity position and focused on
maintaining a minimal level of interest rate risk exposure by establishing a strong equity position
to offset its higher share of fixed-rate loans. First Federal recognizes the thrift industry’s
historically higher interest rate risk exposure, which caused a negative impact on earnings and
market value of portfolio equity in the past as a result of significant fluctuations in interest rates,
specifically rising rates in the past. Such exposure was due to the disparate rate of maturity
and/or repricing of assets relative liabilities commonly referred to as an institution's “gap". The
larger an institution's gap, the greater the risk (interest rate risk) of earnings loss due to a decrease
in net interest margin and a decrease in market value of equity or portfolio loss. In response to
the potential impact of interest rate volatility and negative earnings impact, many institutions
have taken steps to minimize their gap position. This frequently results in a decline in the
institution's net interest margin and overall earnings performance. First Federal has responded

to the interest rate sensitivity issue by maintaining a higher equity to assets position.

The Association measures its interest rate risk through the use of its net portfolio value
("NPV") of the expected cash flows from interest-earning assets and interest-bearing liabilities
and any off-balance sheet contracts. The NPV for the Association is calculated on a quarterly
basis, by the OTS, showing the Association's NPV to asset ratio and the change in the NPV ratio
for the Association under rising and falling interest rates. Such changes in NPV ratio under

changing rates are reflective of the Association's interest rate risk exposure.
ging P

There are numerous factors which have a measurable influence on interest rate sensitivity
in addition to changing interest rates. Such key factors to consider when analyzing interest rate
sensitivity include the loan payoff schedule, accelerated principal payments, deposit maturities,

" “interest rate caps on adjustable-rate mortgage loans and deposit withdrawals.

Exhibit 11 provides the Association's NPV levels as of December 31,2003, based on OTS

calculations and the changes in the Association's NPV levels under rising and declining interest
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Interest Rate Sensitivity (cont.)

rates. The focus of this exposure table is a 200 basis points change in interest rates either up or

down.

The Association's change in its NPV level at December 31, 2003, based on a rise in
interest rates of 100 basis points was a 13.0 percent decrease, representing a dollar decrease in
equity value of $2,796,000. In contrast, based on a decline in interest rates of 100 basis points,
the Association's NPV level was estimated to increase 5.0 percent or $1,119,000 at December

’3 1;2003. The Association's exposure increases to a 26.0 percent decrease under a 200 basis
point rise in rates, representing a dollar decrease in equity of $5,691,000. The Association's
exposure 1s not measurable based on a 200 basis point decrease in interest rates due to the current

low interest rate environment.

The Association's post shock NPV ratio based on a 200 basis point rise in interest rates
is 13.59 percent and indicates a 372 basis point decrease from its 17.30 percent based on no

change 1n interest rates.

The Association is aware of its minimal interest rate risk exposure under rapidly rising
rates and falling rates. Due to First Federal's recognition of the need to control its interest rate
exposure, the Association has been a more active originator of adjustable-rate residential
mortgage loans and adjustable-rate commercial real estate loans and plans to continue this
lending strategy but with a continued emphasis on fixed-rate residential mortgage loans. The

Association will also continue to focus on maintaining its stronger NPV ratio.
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LENDING ACTIVITIES

First Federal has focused its lending activity historically on the origination of
conventional mortgage loans secured by one- to four-family dwellings with an increasing
emphasis on commercial real estate loans. Exhibit 12 provides asummary of First Federal's loan

portfolio, by loan type, at December 31, 2002 and 2003.

Residential loans secured by one- to four-family dwellings and commercial real estate
loans but excluding multi-family loans were the primary loan types representing 97.0 percent of
the Association's gross loans as of December 31, 2003. This share has seen a minimal increase
from 96.8 percent at December 31, 2002. The largest individual loan type comprising this
category was one- to four-family loans, which represented 89.1 percent of loans at December 31,
2003, decreasing from 89.8 percent at December 31, 2002. The second largest individual loan
category was commercial real estate loans, which represented 8.0 percent of loans at December
31, 2003, rising from 7.0 percent at December 31, 2002. The third largest loan type as of
December 31, 2003, was multi-family loans, which comprised a 2.3 percent of gross loans
compared to a larger 2.6 percent as of December 31, 2002. These three real estate loan
categories represented 99.3 percent of gross loans at December 31, 2003, compared to a slightly

larger 99.4 percent of gross loans at December 31, 2002.

The consumer and other loan category was the remaining loan category. At December
31, 2003, consumer loans totaled $721,000 and represented a modest 0.7 percent of gross loans
compared to 0.6 percent at December 31, 2002. Consumer loans were the smallest overall loan
type, at December 31, 2003, and also the smallest loan type at December 31, 2002. The
Association originates savings account loans, automobile loans, and secured and unsecured
personal loans. The overall mix of loans has witnessed minimal changes from December 31,
2002, to December 31, 2003, with the Association having decreased its shares of one- to four-
family and multi-family mortgage loans to offset its increase in commercial real estate loans and

consumer loans.
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Lending Activities (cont.)

The emphasis of First Federal's lending activity is the origination of conventional
mortgage loans secured by one- to four-family residences. Such residences are located in First
Federal's market area, which includes all of Madison County and the southern part of Macoupin
County. The Association also originates interim construction loans on one- to four-family
residences, primarily to individual owners. At December 31, 2003, 89.1 percent of First
Federal's gross loans consisted of loans secured by one- to four-family residential properties,

including construction loans.

The Association originates one-year, three-year, five-year and seven-year adjustable-rate
mortgage loans ("ARMSs"). The interest rate adjustments on ARMs are based on changes in the
U.S. Treasury index or a quarterly average national Cost of Funds index. One-year, three-year,
five-year and seven-year ARMs have a maximum rate adjustment of 2.0 percent at each
adjustment period and a maximum rate adjustment to 13.75 percent, regardless of the initial rate.
Adjustable-rate mortgage loans amortize over terms of up to 30 years. The Association does not
use below market interest rates to attract borrowers. The Association retains all ARMs which
it originates. At December 31, 2003, the Association had $15.4 million or 16.4 percent of its

one- to four-family residential loans in adjustable-rate loans.

The majority of ARMs have terms of up to 30 years, and fixed-rate loans have normal
terms of 15, 20 and 30 years. The Association has retained all its ARMs and fixed-rate one- to
four-family mortgage loans. Historically, the majority of First Federal's one-to four-family
mortgage loan portfolio has been fixed-rate mortgage loans, which represented 83.7 percent of

one- to four-family mortgage loans at December 31, 2003, with 16.3 percent being ARMs.

The normal loan-to-value ratio for conventional mortgage loans to purchase or refinance
one-to four-family dwellings generally does not exceed 80 percent at First Federal, even though
the Association will grant loans with up to a 95 percent loan to value ratio, but private mortgage
insurance is required for loans with a loan-to-value ratio in excess of 90.0 percent. Mortgage

loans originated by the Association include due-on-sale clauses, enabling the Association to call
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Lending Activities (cont.)

the loan and declare it due and payable in the event the borrower transfers ownership. The

Association normally exercises its rights under these clauses.

First Federal originates residential construction loans for properties located in the
Association's primary market area. Construction loans are offered primarily to individuals for
the construction of their residence. These owner-occupied construction loans are not separate
loans which are paid off and cdnvcrted to a permanent loan. Construction loans become
permanent loans at the time of closing, thereby creating loans that may have a term exceeding
30 years. Construction loans are generally offered with terms up to 30 years and may be up to

90.0 percent of the appraised value.

The Association also offers second mortgage loans, which normally have adjustable rates

and a loan-to-value ratio of 80.0 percent, including prior liens.

First Federal has also been a relatively active originator of commercial real estate loans.
The Association will continue to make commercial real estate loans. The Association had a total
of $8.4 million in commercial real estate loans at December 31, 2003, or 8.0 percent of gross
loans, compared to $6.6 million or 7.0 percent of gross loans at December 31, 2002. The major
portion of commercial real estate loans are secured by office buildings, places of worship and
mixed-use properties and are located in the Association's primary market area. The Association
normally originates commercial real estate loans with terms of up to 15 years and with

adjustable-rates. The maximum loan-to-value ratio is 80.0 percent.

First Federal has been far less active in consumer lending. Consumer loans originated
consist primarily of automobile loans, secured and unsecured personal loans, and savings account
loans and represented a combined total of $721,000 or 0.7 percent of gross loans at December

31, 2003, up from $584,000 or 0.6 percent of loans at December 31, 2002.
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Lending Activities (cont.)

- Exhibit 13 provides a loan maturity schedule and breakdown and summary of First
lFeder‘él"s fixed-rate and adjustable-rate loans, indicating a strong majority of fixed-rate loans.
At December 31, 2003, 76.8 percent of the Association's total loans due after December 31,
2004, were fixed-rate and 23.2 percent were adjustable-rate. In contrast, a strong 86.6 percent
of the Association's multi-family loans were adjustable-rate and a strong 93.0 percent of
commercial real estate loans were adjustable-rate. The Association has a minimal 4.3 percent
of its loans at December 31, 2003, due in 5 years or less with the remaining 95.7 percent due in

6 years or more.

NONPERFORMING ASSETS

First Federal understands asset quality risk and the direct relationship of such risk to
delinquent loans and nonperforming assets including real estate owned. The quality of assets has
been a concern to many financial institutions throughout most regions of the country. A number
of financial institutions have been confronted with recent increases in their levels of
nonperforming assets and have been forced to recognize losses and set aside higher valuation
allowances. A sharp increase in nonperforming assets has often been related to specific regions
of the country and has frequently been associated with higher risk loans, including purchased
nonresidential real estate loans. There has been a decrease in the ratio of allowance for loan
losses to nonperforming assets over the past year and an increase in the ratio of nonperforming
assets to assets. First Federal has been able to maintain lower levels of delinquent loans and
nonperforming assets in the past and has made a concerted effort to control its current

nonperforming assets, evidenced by its continued minimal level of nonperforming assets.

On a monthly basis, First Federal's management reviews all loans delinquent 30 days or
more, to assess their collectibility and to initiate any direct contact with borrowers. When a loan
is delinquent, the Association sends the borrower a late payment notice within 15 days after the

payment is due. The Association then initiates written communication with the borrower
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Nonperforming Assets (cont.)

through the Association's attorney, if the loan remains delinquent for 60 days When the loan
becomes delinquent at least 90 days, the Association will normally commence foreclosure
proceedings. The Association does not normally accrue interest on loans past due 90 days or
more. Most loans delinquent 90 days or more are placed on a nonaccrual status, and at that point
in time the Association pursues foreclosure procedures or may decide to modify the loan or grant

a limited moratorium to allow the borrower to reorganize his financial affairs.

Exhibit 14 provides a summary of First Federal's delinquent loans at December 31, 2002
and at December 31, 2003. Delinquent loans include loans 60 to 89 days past due and loans 90
days or more past due. The Association had $267,000 in delinquent loans at December 31,2002,
decreasing to $181,000 at December 31, 2003. The major share of delinquent loans consist of
oné- to four-family loans, which represented 98.1 percent of delinquent loans at December 31,

2002, and all of the delinquent loans at December 31, 2003.

Exhibit 15 provides a summary of First Federal's nonperforming assets at December 31,
2002 and 2003. Nonperforming assets consist of nonaccrual loans, loans delinquent 90 days or
more and real estate owned, including other repossessed assets. The Association has historically
carried a much lower level of nonperforming assets. First Federal's level of nonperforming
assets increased from a modest $119,000 or 0.10 percent of assets at December 31, 2002, to
$140,000 or 0.12 percent of assets at December 31, 2003. At December 31, 2002 and 2003, First

Federal's nonperforming assets consisted entirely of loans 90 days or more past due.

First Federal's level of nonperforming assets was higher than its level of classified assets.
The Association's level of classified assets was $182,000 or 0.15 percent of assets at December
31, 2003 (reference Exhibit 16). The Association's classified assets consisted of $181,500 in
substandard assets, $280 in assets classified as doubtful and no assets classified as loss. The

Association had no assets classified as mention at December 31, 2003.

20




Nonperforming Assets (cont.)

Exhibit 17 shows First Federal's allowance for loan losses for fiscal years ended
December 31, 2002 and 2003, indicating the activity and the resultant balances. First Federal
has witnessed a slight increase in its balance of allowance for loan losses from $399,000 at
December 31, 2002, to $429,0000 at December 31, 2003. The balance in allowance for loan
losses increased from December 31, 2002, to December 31, 2003, due to provisions of $30,000
with no charge-offs or recoveries. The Association's ratio of allowance for loan losses to gross
loans decreased from 0.42 percent at December 31, 2002, to 0.41 percent at December 31, 2003.
The ratio of allowance for loan losses to nonperforming loans was 335.29 percent at December
31, 2002, and a lower 306.43 percent at December 31, 2003, reflecting the increase in

nonperforming loans, with both ratios above the industry average of 155.28 percent.

INVESTMENTS

The investment securities portfolio of First Federal has been comprised of federal agency
securities, CMOs, corporate debt securities and municipal securities. Exhibit 18 provides a
summary of First Federal's investment securities at December 31, 2002 and 2003, excluding
FHLB stock. Investment securities, including available-for-sale and held-to-maturity securities,
totaled $10.9 million at December 31, 2002, compared to $10.5 million at December 31, 2003,
excluding FHLB stock of $5,401,700 at December 31, 2003. The decrease in investment
securities was primarily the result of the sale of $1.3 million in equity securities. The primary
component of investment securities at December 31,2003, was federal agency securities, totaling
$6.4 million and representing 61.4 percent of investments with corporate debt securities totaling
$3.3 million and representing 31.4 percent of investments. The securities portfolio had a
weighted average yield of 4.20 percent for the year ended December 31, 2003. The Association
also had interest-bearing deposits of $1.3 million at December 31, 2003, with a yield of 1.77
percent for the year ended December 31, 2003.
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DEPOSIT ACTIVITIES

The change in the mix of deposits from December 31, 2002, to December 31, 2003, is
provided in Exhibit 19. There has been a modest change in total deposits and a minimal change
in the deposit mix during this period. Certificates of deposit witnessed a decrease in their share
of total deposits, declining from a higher 74.0 percent of total deposits at December 31, 2002,
to astill strong 73.2 percent of total deposits at December 31, 2003. This increase is in line with
the industry norm of a slight decrease in the share of certificates. The high share of certificates
is reflective of First Federal's absence of checking accounts and the typical MMDA accounts
with check drawing privileges as products. The major component of certificates had rates
between 2.01 percent and 3.00 percent and represented 41.1 percent of certificates at December
31, 2003. Regular savings accounts increased in dollar amount from an average balance of $3.8
million to $4.5 million, and their share of total deposits increased from 4.1 percent to 4.6 percent
from December 31, 2002, to December 31, 2003. Money market accounts with no check
drawing privilege but a tiered savings rate based on balance had an increase in their share of total

deposits, rising from 21.9 percent to 22.1 percent during the same time period.

Exhibit 20 shows the Association's breakdown in certificates of deposit by maturity at
December 31, 2003. First Federal has a strong 55.6 percent of its certificates of deposit maturing
in less than one year and another 14.6 percent maturing in one to two years. The Association
also has a relatively strong 22.1 percent of certificates maturing in more than three years. The
major share of certificates had interest rates from 2.01 percent to 3.0 percent responsible for
41.16 percent of certificates with the second largest category having rates of 2.00 percent and

below and representing 23.07 percent of certificates.

BORROWINGS

First Federal has relied on retaii deposits as its primary source of funds but has also made
recent use of FHLB advances. Exhibit 21 shows the Association's FHLB advances for the past
two fiscal years ended December 31, 2002 and 2003. The Association had no FHLB advances
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Borrowings (cont.)

at December 31, 2002. FHLB advances totaled $4.0 million at December 31, 2003, representing
amodest 3.3 percent of assets. The cost of FHLB advances was 1.18 percent for the year ended

December 31, 2003, and a similar 1.21 percent at December 31, 2003.

SUBSIDIARIES

First Federal has no subsidiaries.

OFFICE PROPERTIES

First Federal has one full service office located in downtown Edwardsville in Madison
County, Illinois (reference Exhibit 22). First Federal owns its office. The Association's net
investment in its office premises, land and equipment, totaled $873,000 or 0.72 percent of assets

at December 31, 2003.

MANAGEMENT

The president and chief executive officer of First Federal is Larry W. Mosby, who is also
a director. Mr. Mosby has served the Association as chief executive officer since 1984 and as
president since 1996. Mr. Mosby has served as a director since 1990. Mr. Mosby is also
president and chief executive officer of First Federal Financial Services, Inc., a position he has
held since its formation in 2001. Other senior officers include Donald Engleke, vice president
and chief financial officer, and Linda Werner, corporate secretary and savings officer. Mr.
Engleke has been employed with First Federal since 1985 and has served as vice president and
treasurer since 1994. Mr. Engelke was appointed a director in 2003. He is also vice president

and chief financial officer of First Federal Financial Services, Inc., positions he has held since
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Management (cont.)

its formation in 2001. Ms. Wemer joined First Federal in 1969. Ms. Wemer serves the
Association as a savings officer and serves as corporate secretary for the Association and First

Federal Financial Services, Inc.
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II. DESCRIPTION OF PRIMARY MARKET AREA

First Federal’s lending market area encompasses all of Madison County and the southern
portion of Macoupin County, Illinois, while the retail market area is focused on Edwardsville and
the immediately surrounding area in Madison County. The Association has one office, in

downtown Edwardsvilie.

The primary market area of Madison County is characterized by similar or slightly lower
than average income and lower housing values when compared to [llinois and the United States.
Further, unemployment rates in Madison and Macoupin Counties have been generally higher
than Illinois and national unemployment rates. The market area's strongest employment
categories are the services industry, the wholesale/retail trade industry and the manufacturing

industry.

Exhibit 24 provides a summary of key demographic data and trends for Edwardsville,
Macoupin and Madison Counties, Illinois and the United States. Overall, from 1990 to 2000,
population increased in all areas, with Edwardsville City showing a strong growth rate of 47.4
percent. The population increased by a minimal 2.8 percent in Macoupin County, by a modest
3.9 percent in Madison County, by 8.6 percent in Illinois and by 13.2 percent in the United
States. Future population projections indicate that population will increase in Edwardsville by
5.8 percent through the year 2008, 0.1 percent in Macoupin County, 2.0 percent in Madison

County, 5.7 percent in Illinois and increase 9.9 percent in the United States.

* Consistent withiits strongrising trend in population, Edwardsville experienced an increase
in households 0f 39.7 percent from 1990 to 2000. During that same time period, the number of
households increased in Macoupin County by 5.4 percent, increased in Madison County by 7.5
percent, increased by 9.4 percent in Illinois and increased by 14.7 percent in the United States.
By the year 2008, Edwardsville's households are projected to increase by 6.4 percent, while the
number of households are expected to increase by 1.9 percent in Macoupin County, by 4.6

percent in Madison County, by 6.9 percent in Illinois and by 11.0 percent in the United States.
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Description of Primary Market Area (cont.)

In 1990, the per capita income in Edwardsville was similar to the per capita income in
Illinois but higher than in the United States. The primary market area of Madison County had
a 1990 per capita income of $13,272, Macoupin County had a 1990 per capita income of
$11,365, and Edwardsville's per capita income was $15,338, compared to $15,201 inIllinois and
a lower $14,420 in the United States. From 1990 to 2000, per capita income increased in all
areas, with Edwardsville having the greatest percent increase. Edwardsville's per capita income
increased from 1990 to 2000 by 72.8 percent to $26,510, by 52.2 percent in Macoupin County
to $17,298 and by 54.5 percent in Madison County to $20,509. Iilinois' per capita income
increased by 52.0 percent to $23,104. Per capita income in the United States increased by 49.7

percent to a per capita income of $21,587.

The 1990 median household income in Edwardsville of $32,733 was higher than the
median household income in all other areas. Macoupin County had a 1990 median household
income of $23,913, which was lower than Madison County's median household income of
$29,861. Illinois’ median household income 0f $32,252 and the United States' median household
income of $30,056 were higher than both market area counties. From 1990 to 2000, median
household income increased in all areas, with Edwardsville indicating the highest rate of increase
and Madison County the lowest. Median household income increased by 55.6 percent to
$50,921 in Edwardsville, by 51.3 percent to $36,190 in Macoupin County, by 39.1 percent to
$41,541 in Madison County, compared to a 44.5 percent increase to $46,590 in Illinois and a
39.7 percent increase to $41,994 in the United States. From 2000 to 2008, median household
income is projected to increase by 25.1 percent in Edwardsville, by 18.4 percent in Macoupin
County, by 22.7 percent in Madison County, while increasing by 25.8 percent in Illinois and 29.3
percent in the United States. Based on those rates of increase, by 2008, median household
income is expected to be $63,717 in Edwardsville, $42,857 in Macoupin County, $50,957 in
Madison County, $58,628 in Illinois, and $54,319 in the United States.
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Description of Primary Market Area (cont.)

Exhibit 25 provides a summary of key housing data for Edwardsville, Macoupin and
Madison Counties, Illinois and the United States. Edwardsville had a higher than average rate
of owner-occupancy of 70.3 percent. Macoupin County had an even higher owner-occupancy
rate of 77.4 percent, with Madison County at an owner-occupancy rate of 72.1 percent. Illinois
and the United States had identical rates of owner-occupancy of in 1990 64.2 percent. As a
result, Edwardsville supports a lower than average rate of renter-occupied housing at 29.7
percent, with renter-occupancy rates of 22.6 percent in Macoupin County and 27.9 percent in
Madison County, compared to an identical rate of 35.8 percent for Illinois and the United States.
By 2000, owner-occupancy rates had risen in all areas, to 70.5 percent in Edwardsville, to 79.0
percent in Macoupin County, to 73.8 percent in Madison County, to 67.3 percent in Illinois and
to 66.2 percent in the United States. The reciprocal renter-occupancy rates fell to rates of 29.5
percent, 21.0 percent, 26.2 percent, 32.7 percent and 33.8 percent for Edwardsville, Macoupin

and Madison Counties, Illinois and the United States, respectively.

In 1990, Edwardsville had a lower median housing value of $64,400. Macoupin and
Madison Counties' median housing value were even lower at $39,700 and $51,000, respectively.
Illinois' and the United States' median housing values of $80,100 and $78,500 were higher than
both Edwardsville's and Macoupin and Madison Counties' median housing values. The median
rent of Edwardsville was $435 and was slightly lower than the median rent in Illinois and the
United States. Macoupin County and Madison County had lower median rent values of $322
and 384, respectively. Illinois' median rent was a slightly higher $445 and the United States had
a similar median rent of $447. By 2000, median housing values had risen to $99,200, $66,700,
$77,200, $130,800 and $119,600 for Edwardsville, Macoupin County, Madison County, Illinois
and the United States, respectively. Median rent values also rose to $556, $422, $490, $605 and
$602 for Edwardsville, Macoupin and Madison Counties, Illinois and the United States,

respectively.

In 1990, the major source of employment by industry group, based on number of

employees, for Edwardsville was the services industry at 43.4 percent, also responsible
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Description of Primary Market Area (cont.)

for 34.3 percent of jobs in Macoupin County and 34.9 percent of jobs in Madison County.
Illinois and the United States had percentages of workers in the services industry of 35.8 percent
and 37.5 percent, respectively (reference Exhibit 26). The wholesale/retail group was the second
major employer in Edwardsville at 20.4 percent and also the second leading employer at 21.2
percent in Macoupin County and 21.9 percent in Madison County. In Illinois and the United
States, the wholesale/retail trade group was also the second major employer with 21.4 percent
and 21.2 percent, respectively. The manufacturing group was the third major overall employer
in Edwardsville at 17.6 percent and was at a similar 17.0 percent in Macoupin County but higher
21.3 percent in Madison County. In Illinois and the United States, the manufacturing group was
the third major employer, responsible for 19.5 percent and 17.7 percent, respectively. The
construction group, finance, insurance and real estate group, transportation/utilities group, and
the agriculture/mining groups combined to prbvide 18.6 percent of employment in Edwardsville,
27.5 percent of employment in Macoupin County, 21.9 percent of employment in Madison
County, 23.3 percent of employment in Illinois and 23.6 percent in the United States.

In 2000, the services group remained the largest source of employment in all areas. The
services industry grew more than 10.0 percent in Edwardsville. However, this increase may be
in part due to the different grouping of industries in the 2000 Census. In Edwardsville, the
wholesale/retail trade group remained the second largest employer at 13.3 percent, and the
manufacturing group remained the third largest employer at 11.6 percent. The wholesale/retail
trade group was the second largest employer in Macoupin County and the United States with the
manufacturing group the third largest, while in Madison County and Illinois, the manufacturing
group was the second largest employer and the wholesale/retail trade group the third largest

employer.

The major employers in the Edwardsville area were mostly in the services sector. The
two largest employers in Edwardsville are the Southern Illinois University at Edwardsville and

the Madison County government.
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Description of Primary Market Area (cont.)

Employer Emplovees Product/Service
Southern Illinois University 2,400 Education
Madison County 1,100 Government
Edwardsville School District #7 800 Education
Hortica 250 Service

The Bank of Edwardsville 230 Service
Schnuck's Markets, Inc. 160 Retail
Target 130 Retail
Rosewood Care Center 120 Service
Richards Brick Company 100 Retail
Thiems Construction 100 Construction
Shop & Save 100 Retail

The unemployment rate 1s another key economic indicator. Exhibit 27 shows the
unemployment rates in Macoupin and Madison Counties, [llinois and the United States in 1999,
2000, 2001, 2002 and through December of 2003. The two counties have generally had slightly
higher unemployment rates compared to both Illinois and the United States, with the exception
of 2002, when both were higher than the United States but lower than Illinois, and Madison
County in December 2003 when its rate was less than the Illinois rate but still higher than the
U.S. unemployment rate. In 1999, Macoupin County had an unemployment rate of 5.1 percent,
and Madison County had an unemployment rate of 4.5 percent compared to unemployment rates
of 4.3 percent in Illinois and 4.2 percent in the United States. In 2000, Macoupin County's rate
decreased to 4.8 percent, but Madison County's unemployment rate increased to 4.8 percent,
compared to a 4.4 percent unemployment rate in Illinois and a 4.0 percent rate in the United
States. In 2001, unemployment rates increased in all areas, with Macoupin County at 5.9
percent, Madison County at 5.7 percent, and Illinois and the United States at 5.4 percent and 4.7
percent, respectively. By 2002, Macoupin County remained at a 5.9 percent unemployment rate,
and Madison County's unemployment rate increased slightly to 6.0 percent. Illinois’ rate of
unemployment increased to 6.5 percent, and the United States also increased to 5.8 percent
in2002. Through December of 2003, the unemployment rate has shown a strong increase in
Macoupin County, while all other areas' rates decreased. Unemployment rates through
December 2003 were 6.6 percent in Macoupin County, 5.7 percent in Madison County, 6.3

percent in Illinois and 5.4 percent in the United States.
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Description of Primary Market Area (cont.)

Exhibit 28 provides deposit data for banks and thrifts in Macoupin and Madison Counties.
First Federal's deposit base was $98.5 million or a 28.9 percent share of the $361.8 million total
thrift deposits and a 2.7 percent share of the total deposits, which were $4.4 billion as of June
30,2003. Itis evident from the size of the thrift deposits and bank deposits that the market area
has a large deposit base, with First Federal having a substantial market penetration for thrift

deposits but a very small share of market penetration of total deposits.

Exhibit 29 provides interest rate data for each quarter for the years 2000 through 2003.
The interest rates tracked are the Prime Rate, as well as 90-Day, One-Year and Thirty-Year
Treasury Bills. Short term interest rates experienced a slightly rising trend in 2000. This rising
trend reversed in 2001 with prime rate dropping from 7.50 percent in early 2001 to 4.75 percent
by the end 0of 2001. Such decrease in the prime rate subsided in 2002, decreasing to 4.25 percent
in the fourth quarter of 2002. Prime rate decreased to 4.00 percent in 2003 and has remained at

that level. Rates on one-year T-bills experienced a similar trend.

SUMMARY

To summarize, the market area of Madison County represents an area with lower average
growth in both population and households during the 1990s. Such smaller growth is projected
to continue but at even lower levels. The market area displayed lower per capita income and
median household income to [llinois and the United States. The market area had a lower median
housing value when compared to Illinois and the United States, and the median rent levels of the
- -market area were also lower than both Illinois' and the United States' median rent. The market
area has had slightly higher unemployment rates when compared to both [llinois and the United
States, with unemployment rates having increased in all areas over the past three years until 2003
when rates decreased in all areas except Macoupin County. Finally, the market area is a very

competitive financial institution market dominated by banks, with a minimal presence of thrifts,
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Summary (cont.)

and a total market deposit base for banks and thrifts in the market area that is nearly $4.4 billion

in deposits.




IIl. COMPARABLE GROUP SELECTION

Introduction

Integral to the valuation of the Corporation is the selection of an appropriate group of
publicly-traded thrift institutions, hereinafter referred to as the "comparable group". This section
identifies the comparable group and describes each parameter used in the selection of each
institution in the group, resulting in a comparable group based on such specific and detailed
parameters, current financials and recent trading prices. The various characteristics of the
selected comparable group provide the primary basis for making the necessary adjustments to
the Corporation's pro forma value relative to the comparable group. There is also a recognition
and consideration of financial comparisons with all publicly-traded, FDIC-insured thrifts in the

United States and all publicly-traded, FDIC-insured thrifts in the Midwest region and in Illinois.

Exhibits 30 and 31 present Thrift Stock Prices and Pricing Ratios and Key Financial Data
and Ratios, respectively, both individually and in aggregate, for the universe of 234 publicly-
traded, FDIC-insured thrifts in the United States ("all thrifts"), exciuding mutual holding
companies, used in the selection of the comparable group and other financial comparisons.
Exhibits 30 and 31 also subclassify all thrifts by region, including the 95 publicly-traded
Midwest thrifts ("Midwest thrifts") and the 16 publicly-traded thrifts in Illinois ("Illinois thrifts"),
and by trading exchange. Exhibit 32 presents prices, pricing ratios and price trends for all FDIC-

insured thrifts completing their conversions between January 1, 2003, and February 27, 2004.

The selection of the comparable group was based on the establishment of both general and
specific parameters using financial, operating and asset quality characteristics of First Federal
as determinants for defining those parameters. The determination of parameters was also based
on the uniqueness of each parameter as a normal indicator of a thrift institution's operating
philosophy and perspective. The parameters established and defined are considered to be both

reasonable and reflective of First Federal's basic operation.
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Introduction (cont.)

Inasmuch as the comparable group must consist of at least ten institutions, the parameters
relating to asset size and geographic location have been expanded as necessary in order to fulfill

this requirement.

GENERAL PARAMETERS
Merger/Acquisition

The comparable group will not include any institution that is in the process of a merger
or acquisition due to the price impact of such a pending transaction. The following thrift
institutions were potential comparable group candidates but had to be eliminated due to their

involvement in a merger/acquisition.

Institution State
HCB Bancshares, Inc. Arkansas
StateFed Financial Corp. [owa
First Kansas Financial Corp. Kansas
MSB Financial, Inc. Michigan

There is are no pending merger/acquisition transaction involving thrift institutions in First

Federal's city, county or market area, as indicated in Exhibit 33.
Mutual Holding Companies
- The comparable group will not include any mutual holding companies. The percentage

of public ownership of individual mutual holding companies indicates a wide range from

minimal to 49.0 percent, the largest permissible percentage, causing them to demonstrate certain
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Mutual Holding Companies (cont.)

varying individual characteristics different among themselves and from conventional, publicly-
traded companies. A further reason for the elimination of mutual holding companies as potential
comparable group candidates relates to the presence of a mid-tier, publicly-traded holding
company in some, but not all, mutual holding company structures. The presence of mid-tier
holding companies can also result in inconsistent and unreliable comparisons among the
relatively small universe of 34 publicly-traded mutual holding companies as well between those
34 entities and the larger universe of conventional, publicly-traded thrift institutions. Asaresult
of the foregoing and other factors, mutunal holding companies typically demonstrate higher
pricing ratios that relate to their minority ownership structure and are inconsistent in their
derivation with those calculated for conventionally structured, publicly-traded institutions. In
our opinion, it is appropriate to limit individual comparisons to institutions that are 100 percent
publicly owned. Exhibit 35 presents pricing ratios and Exhibit 36 presents key financial data and
ratios for the 34 publicly-traded, FDIC-insured mutual holding companies in the United States.
The following thrift institutions were potential comparable group candidates, but were not

considered due to their mutual holding company form:

Institution State

Webster City Federal Savings Bank, MHC Iowa

Jacksonville Savings Bank, MHC Illinois

Greater Delaware Valley, MHC Pennsylvania

Skibo Financial Corp., MHC Pennsylvania
Trading Exchange

It is necessary that each institution in the comparable group be listed on one of the three
major stock exchanges, the New York Stock Exchange, the American Stock Exchange, or the
National Association of Securities Dealers Automated Quotation System (NASDAQ), or on the

OTC Bulletin Board or in the Pink Sheets. Such a listing indicates that an institution’s stock has
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Trading Exchange (cont.)

demonstrated trading activity and is responsive to normal market conditions, which are
requirements for listing. Ofthe 268 publicly-traded, FDIC-insured savings institutions, including
the 34 mutual holding companies, 17 are traded on the New Y ork Stock Exchange, 18 are traded
on the American Stock Exchange and 180 are traded on NASDAQ), 45 are traded on the OTC
Bulletin Board and 8 are listed in the Pink Sheets.

IPO Date

Another general parameter for the selection of the comparable group is the initial public
offering ("IPO") date, which must be at least four quarterly periods prior to the trading date of
February 27, 2004, used in this report, in order to insure at least four consecutive quarters of
reported data as a publicly-traded institution. The resulting parameter is a required IPO date

prior to December 31, 2002.

Geographic Location

The geographic location of an institution is a key parameter due to the impact of various
economic and thrift industry conditions on the performance and trading prices of thrift institution
stocks. Although geographic location and asset size are the two parameters that have been
developed incrementally to fulfill the comparable group requirements, the geographic location

parameter has nevertheless eliminated regions of the United States distant to First Federal,

» inpluding the Midatlantic, New England, western, southwestern and southeastern states.

The geographic location parameter consists of Illinois and its surrounding states of Ohio,
Michigan, Kentucky and Indiana, as well as the states of Arkansas, Iowa, Kansas, Minnesota,

Missouri, Pennsylvania, Tennessee, West Virginia and Wisconsin, for a total of fourteen states.
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Geographic Location (cont.)

To extend the geographic parameter beyond those states could result in the selection of similar
thrift institutions with regard to financial conditions and operating characteristics, but with
different pricing ratios due to their geographic regions. The result could then be an
unrepresentative comparable group with regard to price relative to the parameters and, therefore,

an inaccurate value.

Asset Size

Asset size was another key parameter used in the selection of the comparable group. The
range of total assets for any potential comparable group institution was $450 million or less, due
to the general similarity of asset mix and operating strategies of institutions within this asset
range, compared to First Federal, with assets of approximately $121 million. Such an asset size

parameter was necessary to obtain an appropriate comparable group of at least ten institutions.

In connection with asset size, we did not consider the number of offices or branches in
selecting or eliminating candidates, since that characteristic is directly related to operating

expenses, which are recognized as an operating performance parameter.

SUMMARY

Exhibits 36 and 37 show the 50 institutions considered as comparable group candidates
after applying the general parameters, with the shaded lines denoting the institutions ultimately
selected for the comparable group using the balance sheet, performance and asset quality
parameters established in this section. It should be noted that the comparable group candidates
may be members of either the Bank Insurance Fund (BIF) or the Savings Association Insurance
Fund (SAIF), since many members of each fund hold significant balances of deposits insured by

the other fund.
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BALANCE SHEET PARAMETERS

Introduction

The balance sheet parameters focused on seven balance sheet ratios as determinants for
selecting a comparable group, as presented in Exhibit 36. The balance sheet ratios consist of the

following:

1. Cash and investments to assets _
Mortgage-backed securities to assets

One- to four-family loans to assets

Total net loans to assets

Total net loans and mortgage-backed securities to assets

Borrowed funds to assets

A o A

Equity to assets

The parameters enable the identification and elimination of thrift institutions that are
distinctly and functionally different from First Federal with regard to asset mix. The balance
sheet parameters also distinguish institutions with a significantly different capital position from
First Federal. The ratio of deposits to assets was not used as a parameter as it is directly related
to and affected by an institution's equity and borrowed funds ratios, which are separate

parameters.

Cash and Investments to Assets

The Association’s ratio of cash and investments to assets was 10.3 percent at December
31, 2003, and reflects First Federal’s share of investments moderately lower than national and
regional averages. The Association’s investments have consisted primarily of federal agency
securities, state and municipal obligations, corporate securities and federal funds sold. For its

three most recent calendar years ended December 31, 2003, First Federal's average ratio of cash
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Cash and Investments to Assets (cont.)

and investments to assets was a similar 11.9 percent, from a high of 15.2 percent in 2001 to a low
of 8.2 percent in 2000, with a fluctuating trend. It should be noted that, for the purposes of
comparable group selection, First Federal's $5.4 million balance of Federal Home Loan Bank
stock at December 31, 2003, is included in the other assets category, rather than in cash and
investments, in order to be consistent with reporting requirements and sources of statistical and
comparative analysis related to the universe of comparable group candidates and the final

comparable group.

The parameter range for cash and investments is fairly broad, in spite of First Federal's
modestly lower balance of cash and investments, related to the general volatility of this
parameter and institutions' varying liquidity options and approaches, including the purchase of
mortgage-backed and mortgage derivative securities. The range has been defined as 30.0 or less

of assets, with a midpoint of 15.0 percent.

Mortgage-Backed Securities to Assets

At December 31, 2003, First Federal's ratio of mortgage-backed securities to assets was
a low 5.5 percent compared to the regional average of 8.2 percent and the national average of
13.0 percent for publicly-tfaded thrifts. The Association’s three most recent calendar year
average 1s 1.5 percent, also much lower than industry averages. Inasmuch as many institutions
purchase mortgage-backed securities as an alternative to both lending, relative to cyclical loan
demand and prevailing interest rates, and other investment vehicles, this parameter is also fairly

broad at 20.0 percent or less of assets and a midpoint of 10.0 percent.




One- to Four-Family Loans to Assets

First Federal's lending activity is focused on the origination of residential mortgage loans
secured by one- to four-family dwellings. One- to four-family loans, including construction
loans, represented 77.68 percent of the Association's assets at December 31, 2003, which is very
significantly higher than the national average of 46.0 percent. The parameter for this
characteristic requires any comparable group institution to have from 30.0 percent to 80.0 percent

of its assets in one- to four-family loans with a midpoint of 55.0 percent.

Total Net Loans to Assets

At December 31, 2003, First Federal had a 83.6 percent ratio of total net loans to assets
and a similar four calendar year average of 84.5 percent, both being higher than the national
average of 66.9 percent and the regional average of 71.4 percent for publicly-traded thrifts. The
Association's ratio of total net loans to assets has demonstrated a mild downward trend since
2000. The parameter for the selection of the comparable group is from 50.0 percent to 90.0
percent with a midpoint of 70.0 percent. The lower end of the parameter range relates to the fact
that, as the referenced national and regional averages indicate, many institutions hold greater
volumes of investment securities and/or mortgage-backed securities as cyclical alternatives to

lending, but may otherwise be similar to First Federal.

Total Net Loans and Mortgage-Backed Securities to Assets

Asdiscussed previously, First Federal's shares of mortgage-backed securities to assets and
total net loans to assets were 5.5 percent and 83.6 percent, respectively, for a combined share of
89.1 percent. Recognizing the industry and regional ratios of 13.0 percent and 8.3 percent,
respectively, of mortgage-backed securities to assets, the parameter range for the comparable

group in this category is 65.0 percent to 90.0 percent, with a midpoint of 77.5 percent.

39




Borrowed Funds to Assets

First Federal had a $4.0 million balance of borrowed funds at December 31, 2003,
consisting of FHLB advances, representing 3.3 percent of assets. At December 31, 2000, 2001
and 2002, the Association had no borrowed funds. The use of borrowed funds by some thrift
institutions indicates an alternative to retail deposits and may provide a source of term funds for
lending. The federal insurance premium on deposits has also increased the attractiveness of

borrowed funds.

The use of borrowed funds by some institutions indicates an alternative to retail deposits
and may provide a source of longer term funds. The federal insurance premium on deposits has
also increased the attractiveness of borrowed funds. The institutional demand for borrowed
funds increased from 1997 through 2001, due to the greater competition for deposits and higher
interest rates, resulting in an increase in borrowed funds by many institutions as an alternative
to higher cost and/or longer term certificates. In 2002 and 2003, however, lower interest rates
resulted in some moderation of borrowings by financial institutions, particularly among
nonpublicly-traded institutions. The ratio of borrowed funds to assets, therefore, does not
typically indicate higher risk or more aggressive lending, but primarily an alternative to retail

deposits.

The range of borrowed funds to assets is 25.0 percent or less with a midpoint of 12.5

percent.

Equity to Assets

First Federal's equity to assets ratio was 15.5 percent at December 31, 2003, and 15.1
percent at December 31, 2002, averaging 15.0 percent for the four calendar years ended
December 31, 2003. After conversion, based on the midpoint value of $37.0 million and a 45
percent minority public offering of $16,650,000, with 50.0 percent of the net proceeds of the

public offering going to the Association, First Federal's equity is projected to stabilize in the
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Equity to Assets (cont.)

area of 20.0 percent. Based on those equity ratios, we have defined the equity ratio parameter

to be 7.0 percent to 20.0 percent with a midpoint ratio of 13.5 percent.

PERFORMANCE PARAMETERS

Introduction

Exhibit 37 presents five parameters identified as key indicators of First Federal's earnings
performance and the basis for such performance both historically and during the four quarters
ended December 31, 2003. The primary performance indicator is the Association's return on
average assets (ROAA). The second performance indicator is the Association's return on average
equity (ROAE). To measure the Association's ability to generate net interest income, we have
used net interest margin. The supplemental source of income for the Association is noninterest
income, and the parameter used to measure this factor is the ratio of noninterest income to
average assets. The final performance indicator is the Association's ratio of operating expenses
or noninterest expenses to average assets, a key factor in distinguishing different types of
operations, particularly institutions that are aggressive in secondary market activities, which

often results in much higher operating costs and overhead ratios.

Return on Average Assets

The key performance parameter is the ROAA. For the twelve months ended December
31, 2003, First Federal's ROAA was 1.37 percent based on identical net and core earnings after
taxes of $1,613,000, as detailed in Item I of this report. The Association's average ROAA over
its most recent five calendar years of 1999 to 2003, based on net earnings, was a lower 1.16

percent, ranging from a low of 0.92 percent in 2000 to a high of 1.53 percent in 2002.
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Return on Average Assets (cont.)

Considering the historical and current earnings performance of First Federal, the range
for the ROAA parameter based on core income has been defined as 0.75 percent to ahigh of 1.75

percent with a midpoint of 1.25 percent.

Return on Average Equity

The ROAE has been used as a secondary parameter to eliminate any institutions with an
unusually high or low ROAE that is inconsistent with the Association's position. This parameter
does not provide as much meaning for a newly converted thrift institution as it does for
established stock institutions, due to the unseasoned nature of the capital structure of the newly
converted thrift and the inability to accurately reflect a mature ROAE for the newly converted

thrift relative to other stock institutions.

Prior to conversion, the Association's ROAE for the twelve months ended December 31,
2003, was 8.98 percent based on identical net and core income. In its most recent five calendar
years, the Association's average ROAE, based on net earnings, was a lower 7.9 percent, ranging

from a low of 6.2 percent in 2000 to a high of 10.3 percent in 2002.

The parameter range for the comparable group, based on core income, is from 5.0 percent

to 18.0 percent with a midpoint of 11.5 percent.

Net Interest Margin

First Federal had a net interest margin of 3.63 percent for the twelve months ended
December 31, 2003, representing net interest income as a percentage of average interest-earning

assets. The Association's net interest margin in calendar years 1999 through 2003 averaged 2.97
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Net Interest Margin (cont.)

percent, indicating a downward trend from 1000 to 2001, followed by an upward trend in 2002
and 2003.

The parameter range for the selection of the comparable group is from a low of 2.75

percent to a high of 4.75 percent with a midpoint of 3.75 percent.

Operating Expenses to Assets

For the twelve months ended December 31, 2003, First Federal had a significantly lower
than average 1.30 percent ratio of operating expense to average assets. In fiscal year 2002, the
Association’s expense ratio was also 1.30, representing increases from 1.11 percentin 2001, 1.13
percent in 2000 and 1.14 percent in 1999. For its five most recent calendar years ended
December 31, 2003, First Federal’s operating expense ratio averaged 1.20 percent. It should be
noted that the Association's operating expense ratio in 2003 was significantly lower than the
averages of 2.38 percent for all FDIC-insured savings institutions and 2.33 percent for all

publicly-traded savings institutions.

The operating expense to assets parameter for the selection of the comparable group is

from a low of 1.25 percent to a high of 3.00 percent with a midpoint of 2.13 percent.

Noninterest Income to Assets

Compared to publicly-traded thrifts, First Federal has historically experienced a
considerably lower than average dependence on noninterest income as a source of additional
income. The Association had negative noninterest income of $29,000 or (0.02) percent of
average assets for the twelve months ended December 31, 2003, resulting from a loss of $46,000

on the sale of available for sale securities, partially offset by other noninterest income of
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Noninterest Income to Assets (cont.)

$17,000. First Federal’s ratio of noninterest income to average assets was 0.11 percent in 1999,
0.08 percent in 2000, 0.19 percent in 2001 and 0.25 percent in 2002, all of which are much lower
than the 1.39 percent average for publicly-traded thrift institutions in 2003.

The range for this parameter for the selection of the comparable group is 1.20 percent of

average assets or less, with a midpoint of 0.60 percent.

ASSET QUALITY PARAMETERS
Introduction

The final set of financial parameters used in the selection of the comparable group are
asset quality parameters, also shown in Exhibit 37. The purpose of these parameters is to insure
that any thrift institution in the comparable group has an asset quality position similar to that of
First Federal. The three defined asset quality parameters are the ratios of nonperforming assets
to total assets, repossessed assets to total assets and loan loss reserves to total assets at the end

of the most recent period.

Nonperforming Assets to Assets

First Federal's ratio of nonperforming assets to assets was 0.12 percent at December 31,
2003, which was much lower than the national average of 0.74 percent for publicly-traded thrifts,
and 1.00 percent for Midwest thrifts. Consistently lower than national and regional averages,
the Association’s ratio of nonperforming assets to total assets was 0.16 percent in 1999, 0.12
percent in 2000, 0.19 percent in 2001 and 0.10 percent in 2002, averaging 0.14 percent for its

five most recent calendar years ended December 31, 2003.
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Nonperforming Assets to Assets (cont.)

The parameter range for nonperforming assets to assets has been defined as 1.35 percent

of assets or less with a midpoint of 0.68 percent.

Repossessed Assets to Assets

First Federal was absent repossessed assets at December 31, 1999 through 2003. National
and regional averages were 0.12 percent and 0.17 percent, respectively, for publicly-traded thrift

institutions at December 31, 2003.

The range for the repossessed assets to total assets parameter is 0.35 percent of assets or

less with a midpoint of 0.18 percent.

Loans Loss Reserves to Assets

First Federal had an allowance for loan losses of $429,000, representing a loan loss
allowance to total assets ratio of 0.35 percent at December 31, 2003, which was identical to its
0.35 percent ratio at December 31, 2002. For the five calendar years of 1999 to 2003, the
Association's loan loss reserve averaged 0.38 percent of assets with a very mild downward trend

from a high of 0.42 percent in 1999 to a low of 0.35 percent in both 2002 and 2003.

The loan loss allowance to assets parameter range used for the selection of the comparable

group required a minimum ratio of 0.20 percent of assets.
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THE COMPARABLE GROUP

With the application of the parameters previously identified and applied, the final
comparable group represents ten institutions identified in Exhibits 38, 39 and 40. The
comparable group institutions range in size from $117.7 million to $424.0 million with an
average asset size of $260.5 million and have an average of 5.4 offices per institution. One of
the comparable group institutions was converted in 1992, one in 1993, one in 1994, three in
1995, two in 1996, one in 1998 and one in 1999. All ten of the comparable group institutions
are traded on NASDAQ and all are SAIF members. The comparable group institutions as a unit
have a ratio of equity to assets of 10.3 percent, which is 20.5 percent higher than all publicly-
traded thrift institutions in the United States but 2.5 percent lower than publicly-traded thrift
institutions in Illinois; and for the most recent four quarters indicated a core return on average
assets of 1.03 percent, lower than all publicly-traded thrifts at 1.09 percent and slightly lower
than publicly-traded Illinois thrifts at 1.05 percent.
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IV. ANALYSIS OF FINANCIAL PERFORMANCE

This section reviews and compares the financial performance of First Federal to all
publicly-traded thrifts, to publicly-traded thrifts in the Midwest region and to Illinois thrifts, as
well as to the ten institutions constituting First Federal's comparable group, as selected and
described in the previous section. The comparative analysis focuses on financial condition,

earning performance and pertinent ratios as presented in Exhibits 41 through 46.

As presented in Exhibits 41 and 42, at December 31, 2003, First Federal's total equity of
15.47 percent of assets was higher than the 10.28 percent for the comparable group, the 7.99 for
all thrifts, the 9.02 percent for Midwest thrifts and the 9.84 percent ratio for Illinois thrifts. The
Association had an 83.61 percent share of net loans in its asset mix, considerably higher than the
comparable group at 74.66 percent, all thrifts at 66.87 percent, Midwest thrifts at 71.43 percent
and Illinois thrifts at 61.54 percent. First Federal's share of net loans, higher than industry
averages, is primarily the result of its lower 10.33 percent share of cash and investments and
significantly lower than average 5.53 percent share of mortgage-backed securities. The
comparable group had a moderately higher 14.69 percent share of cash and investments and a
modestly higher 6.33 percent share of mortgage-backed securities. All thrifts had 13.00 percent
of assets in mortgage-backed securities and 15.73 percent in cash and investments. First
Federal's 80.95 percent share of deposits was higher than the comparable group, all thrifts,
Midwest thrifts and [llinois thrifts, reflecting the Association's lower than average 3.31 percent
ratio of borrowed funds to assets. The comparable group had deposits of 71.41 percent and
borrowings of 17.52 percent. All thrifts averaged a 58.41 percent share of deposits and 29.76
percent of borrowed funds, while Midwest thrifts had a 63.54 percent share of deposits and a
24.06 percent share of borrowed funds. Illinois thrifts averaged a 67.12 percent share of deposits
and an 21.40 percent share of borrowed funds. First Federal had no intangible assets at
December 31, 2003, compared to 0.55 percent for the comparable group, 0.49 percent for all
thrifts, 0.38 percent for Midwest thrifts and 0.28 percent for Illinois thrifts.

47




Analysis of Financial Performance (cont.)

Operating performance indicators are summarized in Exhibits 43 and 44 and provide a
synopsis of key sources of income and key expense items for First Federal in comparison to the

comparable group, all thrifts, and regional thrifts for the trailing four quarters.

As shown in Exhibit 45, for the twelve months ended December 31, 2003, First Federal
had a yield on average interest-earning assets virtually identical to the comparable group and
higher than all thrifts, Midwest thrifts and Illinois thrifts. The Association's yield on interest-
earning assets was 6.04 percent compared to the comparable group at 6.03 percent, all thrifts at

5.52 percent, Midwest thrifts at 5.78 percent and Illinois thrifts at 5.53 percent.

The Association's cost of funds for the twelve months ended December 31, 2003, was
higher than all thrifts and Illinois thrifts, but lower than the comparable group and Midwest
thrifts. First Federal had an average cost of interest-bearing liabilities of 2.84 percent compared
to 2.88 percent for the comparable group, 2.50 percent for all thrifts, 3.03 percent for Midwest
thrifts and 2.61 percent for Illinois thrifts. The Association's similar yield on interest-earning
assets and slightly lower interest cost resulted in a net interest spread of 3.20 percent, which was
slightly higher than the comparable group at 3.15 percent, modestly higher than all thrifts at 3.02
percent, and moderately higher than Midwest thrifts at 2.74 percent and Illinois thrifts at 2.92
percent. First Federal generated a net interest margin of 3.62 percent for the twelve months
ended December 31, 2003, based its ratio of net interest income to average interest-earning
assets, which was moderately higher than the comparable group ratio of 3.40 percent. All thrifts
averaged a lower 3.19 percent net interest margin for the trailing four quarters, as did Midwest

thrifts at 2.92 percent and Illinois thrifts at 3.05 percent.

First Federal's major source of earnings is interest income, as indicated by the operations
ratios presented in Exhibit 44. The Association made a $30,000 provision for loan losses during
the twelve months ended December 31, 2003, equal to 0.03 percent of average assets. The
comparable group indicated a provision representing 0.19 percent of assets, with all thrifts at

0.18 percent, Midwest thrifts at 0.20 percent and Illinois thrifts at 0.08 percent.
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Analysis of Financial Performance (cont.)

The Association's noninterest income was a negative $29,000 or (0.02) percent of average
assets for the twelve months ended December 31, 2003, including $47,777 in losses on the sale
of securities. Such a negative ratio of noninterest income to average assets was significantly
different from the comparable group, which had a positive ratio of 0.64 percent, as did all thrifts
at 1.39 percent, Midwest thrifts at 1.60 percent and Illinois thrifts at 0.88 percent. For the twelve
months ended December 31, 2003, First Federal's operating expense ratio was 1.30 percent of
average assets, which was lower than the comparable group at 2.21 percent and lower than all

thrifts at 2.33 percent, Midwest thrifts at 2.41 percent and Illinois thrifts at 1.97 percent.

The overall impact of First Federal's income and expense ratios is reflected in the
Association's net income and return on assets. For the twelve months ended December 31, 2003,
the Association had an identical net and core ROAA of 1.37 percent. For its most recent four
quarters, the comparable group had a lower net and core ROAA of 1.04 percent and 1.03 percent,
respectively. All publicly-traded thrifts averaged a similar net ROAA of 1.31 percent and a
lower 1.10 percent core ROAA, as did Midwest thrifts and Illinois thrifts also at 1.10 percent.
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V. MARKET VALUE ADJUSTMENTS

This is a conclusive section where adjustments are made to determine the pro forma
market value or appraised value of the Corporation based on a comparison of First Federal with
the comparable group. These adjustments will take into consideration such key items as earnings
performance and growth potential, market area, financial condition, asset and deposit growth,
dividend payments, subscription interest, liquidity of the stock to be issued, management, and
market conditions or marketing of the issue. It must be noted, however, that all of the
institutions in the comparable group have their differences among themselves and from the

Association, and as a result, such adjustments become necessary.

EARNINGS PERFORMANCE

In analyzing earnings performance, consideration was given to net interest income, the
amount and volatility of interest income and interest expense relative to changes in market area
conditions and to changes in overall interest rates, the quality of assets as it relates to the
presence of problem assets which may result in adjustments to earnings, the level of current and
historical classified assets and real estate owned, the balance of valuation allowances to support
any problem assets or nonperforming assets, the amount and volatility of non-interest income,

and the level of non-interest expenses.

Asdiscussed earlier, the Association's historical business model has focused on increasing
its net interest income and net income; maintaining its low ratio of nonperforming assets;
monitoring and strengthening its ratio of interest sensitive assets relative to interest sensitive
liabilities, thereby improving its sensitivity measure and its overall interest rate risk; maintaining
adequate allowances for loan losses to reduce the impact of any unforeseen charge-offs, and
continuing to monitor its lower than average overhead expenses. In the future, the Association
will focus on maintaining and strengthening its net interest spread and net interest margin,
increasing its lower non-interest income; increasing the amount and consistency of its net

income; maintaining its higher return on assets; and maintaining its low balances of non-
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Earnings Performance (cont.)

performing and classified assets; increasing its ratio of interest sensitive assets relative to interest

sensitive liabilities, and maintaining its lower overhead expenses.

Eamnings are generallyrelated to an institution's ability to generate loans and/or to increase
its loan portfolio through loan purchases and participations at favorable rates. The Association
was an active originator of mortgage loans, including construction loans, and a modest originator
of non-mortgage loans in 2000, 2001, 2002 and 2003. First Federal was not a seller or purchaser
of loans during those periods and retained the loans it originated, including adjustable-rate and

fixed-rate residential loans.

From December 31, 2000, to December 31, 2003, net loans receivable increased by $14.9
million from $86.3 million to $101.2 million, representing an average annual increase of $5.0
million or 7.0 percent. During that period, the greatest loan category increase was in single
family residential real estate loans, followed by nonresidential and land loans. All other

categories indicated modest to moderate increases or decreases during that periods.

The impact of First Federal's primary lending efforts has been to generate a yield on
average interest-earning assets of 6.04 percent for the twelve months ended December 31, 2003,
compared to a virtually identical 6.03 percent for the comparable group, a moderately lower 5.52
percent for all thrifts and 5.78 percent for Midwest thrifts. The Association's ratio of interest
income to average assets was 5.95 percent for the twelve months ended December 31, 2003,
which was moderately higher than the comparable group at 5.73 percent, and more notably

higher than all thrifts at 5.02 percent and Midwest thrifts at 5.39 percent.

First Federal's 2.84 percent cost of interest-bearing liabilities for the twelve months ended
December 31, 2003, was similar to the comparable group at 2.88 percent, lower than Midwest
thrifts at 3.03 percent and moderately higher than all thrifts at 2.50 percent. The Association's
resulting net interest spread of 3.20 percent for the twelve months ended December 31, 2003,

was slightly higher than the comparable group at 3.15 percent, modestly higher than all thrifts
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Earnings Performance (cont.)

at 3.02 percent and moderately higher than Midwest thrifts at 2.74. The Association's net interest
margin of 3.62 percent, based on average interest-earning assets for the twelve months ended
December 31, 2003, was higher than the comparable group at 3.40 percent, all thrifts at 3.19
percent and Midwest thrifts at 2.92 percent.

The Association's ratio of noninterest income to assets was (0.02) percent for the twelve
months ended December 31, 2003, reflecting its loss of $45,777 on the sale of securities,
partially offset by other noninterest income of $16,715. First Federal’s retention rather than sale
of its originated fixed-rate residential mortgage loans eliminated meaningful gains realized by
other institutions in recent periods generated by both refinancing and new originations. That
(0.02) percent ratio of noninterest income to assets was significantly lower than the comparable
group at 0.64 percent, all thrifts at 1.39 percent and Midwest thrifts at 1.60 percent. The |
Association's operating expenses were considerably lower than the comparable group, all thrifts
and Midwest thrifts. For the twelve months ended December 31, 2003, First Federal had an
operating expenses to assets ratio of 1.30 percent compared to 2.21 percent for the comparable

group, 2.33 percent for all thrifts and 2.41 percent for Midwest thrifts.

For the twelve months ended December 31, 2003, First Federal generated significantly
lower noninterest income and noninterest expenses, and a moderately higher net interest margin
relative to its comparable group. As a result, the Association's net income was significantly
higher than the comparable group based on the comparable group’s net and core income for the
twelve months ended December 31, 2003. Based on identical net and core eamings, the
Association had a return on average assets of 1.37 percent in 2003, 1.53 percent in 2002, 0.93
percent in 2001 and 0.92 percent in 2000 for a four year average ROAA of 1.19 percent. For the
twelve months ended December 31, 2003, the comparable group had a lower core ROAA 0f1.03
percent, while all thrifts indicated a slightly higher 1.10 percent. The comparable group had a
net ROAA of 1.04 percent for the twelve months ended December 31, 2003, with all thrifts at
1.31 percent and Midwest thrifts at 1.18 percent.
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Earnings Performance (cont.)

The future earnings stream and net earnings of First Federal will continue to be dependent
on both the overall trends in interest rates and also on the consistency, reliability and variation
of its noninterest income and overhead expenses. Net of gains and losses, noninterest income
indicated considerable fluctuation during the last four years and overhead expenses, generally
constant in 2000 and 2001, indicated moderate increases in 2002 and 2003, although remaining
much lower than comparable group, industry and regional averages. The Association's net
interest margin, moderately higher than the comparable group and more significantly higher than
national and regional averages, has primarily been the result of its retention of fixed-rate
residential mortgage loans and its higher ratio of interest-earning assets to interest-bearing
liabilities. First Federal's cost of interest-bearing liabilities is likely to experience modest
increases during the next few years, as short term rates increase from their record lows in 2003
and 2004 to date. Some upward pressure on lending rates is also anticipated, but First Federal's
composite yield on interest-eamning assets is likely to increase only modestly based on the mix
and repricing interval of the Association's loan portfolio with its growing share of fixed-rate
loans. Considering the Association’s market area, it is also likely that competition from both
financial institutions and mortgage companies will limit the Association's ability to significantly
increase rates on individual mortgage and non-mortgage loan products. First Federal's success
in achieving its objective to maintain its overall net interest spread and net interest margin will
relate to its ability to increase its lower costing savings and higher yielding nonresidential
mortgage loans, rather than by significant rate changes on its loan and savings products. During
the next few years, the maintenance of the Association's net interest spread and net interest
margin will be dependent on First Federal's marketing and cross-selling capability, as well as the

demographic and economic characteristics and trends in its market area.

Itis also recognized that First Federal's current ROAA, higher than that of its comparable
group, has increased significantly since December 31, 2001, reaching its highest point of 1.53
percent at December 31, 2002, and declining 10.5 percent to 1.37 percent at December 31, 2003.

Following conversion, it is anticipated that the Association's higher equity to assets ratio will
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Earnings Performance (cont.)

result in decreases in ROAE until conversion proceeds can be deployed into higher yielding

loans.

In recognition of the foregoing earnings related factors, with consideration to First
Federal's current performance measures and trends, an upward adjustment has been made to First

Federal's pro forma market value for earnings performance.

MARKET AREA

First Federal's primary market area for retail deposits and loans consists of Madison
County and a portion of Macoupin County, Illinois, including the city of Edwardsville. As
discussed in Section I1, since 1990, Edwardsville has experienced strong increases in population
and households since 1990, although the increases in Madison and Macoupin Counties have been
very modest and much smaller than in Illinois and the United States. The 2002 unemployment
rate in the Association's market area was 5.9 percent in Macoupin County and 6.0 percent in
Madison County, compared to 6.5 percent in Illinois and a lower 5.8 percent in the United States.
Through December, 2003, the unemployment rate increased to 6.6 percent in Macoupin County
and decreased to 5.7 percent in Madison County, compared to 6.3 percent in Illinois and 5.4

percent in the United States.

Per capita income and median household income in Macoupin and Madison Counties
have historically been and remain lower than state and national averages and modestly lower than
the comparable group, reflecting the market area's similar to higher unemployment rate. It
should be noted, however, that from 1990 to 2000, per capita and median household income in
Edwardsville have increased to levels higher than either of the two counties, Illinois and the
United States. The median housing values in the Macoupin and Madison Counties is

significantly lower than Illinois and the United States, with Edwardsville’s median housing value

54




Market Area (cont.)

being higher than the two county values, but still approximately 20 percent lower than [llinois

and the United States.

First Federal's market area is both suburban and rural, with the services sector
representing the primary source of employment, followed closely by the wholesale/retail and the
manufacturing sectors. The level of financial competition First Federal's market area is strong,
with commercial banks holding a majority of deposits. Although First F edéral has a strong 28.9
percent penetration of thrift deposits, it nevertheless has a small 2.7 percent share of total
deposits. The Association experienced net increases in deposits in each of its most recent four
calendar years, as deposits and interest credited exceeded withdrawals, and its average annual

deposit growth rate of was lower than the comparable group.

In recognition of the foregoing factors, including deposit potential in a generally stagnant

market, we believe that a downward adjustment is warranted for the Association's market area.

FINANCIAL CONDITION

The financial condition of First Federal is discussed in Section I and shown in the related
exhibits and is compared to the comparable group in Exhibits 40, 41 and 42. The Association's
ratio of total equity to total assets was 15.47 percent at December 31, 2003, which was
moderately higher than the comparable group at 10.28 percent, and considerably higher than all
thrifts at 7.99 percent and Midwest thrifts at 9.02 percent. With a conversion at the midpoint,
the Corporation's pro forma equity to assets ratio will increase to approximately 24.5 percent,

and the Association's pro forma equity to assets ratio will increase to approximately 19.7 percent.

The Association's mix of assets and liabilities indicates some areas of notable variation
from its comparable group. The Association's 80.95 percent ratio of deposits to total assets was

significantly higher than the comparable group at 71.41 percent, all thrifts at 58.41 percent and
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Financial Condition (cont.)

Midwest thrifis at 63.54 percent. Those variations are directly related to First Federal's 3.31
percent ratio of borrowed funds to assets, which was also lower than the comparable group at

17.52 percent, all thrifts at 29.76 percent and Midwest thrifts at 24.06 percent.

First Federal had a higher 83.61 percent ratio of net loans to total assets at December 31,
2003, compared to the comparable group at 74.66 percent, although the Association's share of
net loans was more significantly higher than éll thrifts at 66.87 percent. The Association's 10.33
percent share of cash and investments was lower than the comparable group at 14.69 percent and
also lower than all thrifts at 15.73 percent and Midwest thrifts at 15.69 percent. First Federal's
5.53 percent ratio of mortgage-backed securities to total assets was similar to the comparable
group at 6.33 percent, but considerably lower than all thrifts at 13.00 percent and moderately
lower than Midwest thrifts at 8.25 percent.

First Federal was absent intangible assets at December 31, 2003, compared to a similar
0.55 percent for the comparable group, 0.49 percent for all thrifts and 0.38 for Midwest thrifts.
The Association was also absent repossessed assets at December 31, 2003, compared to the
comparable group at 0.10 percent, while all thrifts and Midwest thrifts had higher ratios 0£0.12
percent and 0.17 percent, respectively. The financial condition of First Federal is influenced by
its nonperforming assets of $140,000 or 0.12 percent of assets at December 31, 2003, compared
to a much higher 0.75 percent for the comparable group, 0.74 percent for all thrifts and 1.00
percent for Midwest thrifts. It should be recognized that the Association's dollar balance of
nonperforming assets and its ratio of nonperforming assets to total assets at Decemnber 31, 2003,
has been generally constant since December 31, 1999. First Federal's ratio of nonperforming
assets to total assets was 0.16 percent, 0.12 percent, 0.19 percent and 0.10 percent at December

31, 1999, 2000, 2001 and 2002, respectively.

The Association had a lower 8.95 percent ratio of high risk real estate loans to assets

compared to 19.43 percent for the comparable group, and the Association's share was also lower

56
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than all thrifts at 19.85 percent. The regulatory definition of high risk real estate loans is all

mortgage loans other than those secured by one- to four-family residential properties.

At December 31, 2003, First Federal had $429,000 of allowances for loan losses, which
represented 0.35 percent of assets and 0.41 percent of total loans. Those ratios are lower than
the comparable group, which indicated allowances equal to 0.73 percent of assets and 1.00
percent of total loans. More significant, however, is an institution's ratio of allowances for loan
losses to nonperforming assets, since a considerable portion of nonperforming assets might
eventually be charged off. First Federal's $429,000 of allowances for loan losses, represented
a significantly higher 306.47 percent of nonperforming assets at December 31, 2003, compared
to the comparable group's 153.54 percent, with all thrifts at 155.28 percent and Midwest thrifts
at 100.66 percent. First Federal's had no net charge-offs in 2003, while the comparable group
had a 0.16 percent ratio of net charge-offs to average total loans and a 299.67 percent ratio of
provisions for loan losses to net charge-offs. Relative to the comparable group, those ratios are
reflective of the Association's maintenance of a lower ratio of reserves to loans and a higher ratio

of reserves to nonperforming assets in anticipation of lower charge-offs in future years.

Historically, First Federal has experienced moderate levels of interest rate risk, as
reflected by the exposure of its net portfolio value to negative changes under conditions of rising
interest rates, related to Association’s retention of fixed-rate residential mortgage loans.
Although it is still focused on originating fixed-rate loans, First Federal has significantly reduced
its interest rate risk by originating adjustable-rate loans and maintaining a higher ratio of equity

to assets.

Overall, with particular consideration to the Association's asset quality, reserves,
coverage, interest rate risk and shares of loans and deposits relative to the comparable group, we
believe that a small upward adjustment is warranted for First Federal's current financial

condition.
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ASSET, LOAN AND DEPOSIT GROWTH

During its most recent four calendar years, First Federal has been characterized by lower
than average rates of growth in assets, loans and deposits. The Association’s average annual
asset growth rate from 2000 to 2003, was 6.8 percent, compared to a higher 7.8 percent for the
comparable group, 11.3 percent for all thrifts and 8.0 percent for Midwest thrifts. The
Assaciation’s lower asset growth rate is reflective primarily of its smaller than average increase
in loans during that four year period . The Association’s loan portfolio indicates an average
annual increase of 6.5 percent from 2000 to 2003, compared to average growth rates of 8.6

percent for the comparable group, 11.3 percent for all thrifts and 7.5 percent for Midwest thrifts.

First Federal’s deposits indicate an average annual increase of 5.5 percent from December
31, 1999, to December 31, 2003. Annual deposit growth has been from a low of 1.9 percent in
2003 to a high of 12.6 percent in 2001, compared to average growth rates of 8.6 percent for the
comparable group, 11.7 percent for all thrifts and 8.3 percent for Midwest thrifts.
Notwithstanding its lower rate of deposit growth, the Association has not had any borrowed
funds from December 31, 1999, compared to the comparable group’s 17.52 percent ratio of

borrowed funds to assets at December 31, 2003.

The Association's ability to maintain its asset base and deposits in the future is, to a great
extent, dependent on its being able to competitively price its loan and savings products, to
maintain a high quality of service to its customers, to increase its market share and to continue
its loan origination activity. With the exception of the City of Edwardsville, First Federal’s
primary market area has experienced a very modest increase rise in population and households
between 1990 and 2000 and those increases are projected to continue at rates lower than state
and national rates through 2008. The Association's primary market area also indicates 2000 per
capita income and median household income lower than Illinois and the United States. In 2000,

housing values in First Federal’s market area were also lower than both Illinois and the United

States.
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Asset, Loan and Deposit Growth (cont.)

The Association's historical dependence on its current primary market area could result
in lower asset growth in the future as a result of its competitive operating environment in a
market area with very modest growth in population and households, projected to remain lower
than state and national levels and growth in the future. First Federal's projections indicate
deposit shrinkage in 2004, reflecting the outflow of deposits to purchase stock, followed by a
generally flat trend in 2005 and 2006. Total portfolio loans are projected to experience moderate
growth in 2004, as conversion proceed are deployed in the second haif of the year, with cash and
investments remaining constant. First Federal’s competitive operating environment, together
with its projected lack of deposit growth during the next few years, combined with only moderate
loan growth, should result in the continuation of lower asset and deposit growth for the

Association relative to the comparable group.

Based on the foregoing factors, we have concluded that a downward adjustment to the

Association's pro forma value is warranted.

DIVIDEND PAYMENTS

The Corporation intends to pay an annual cash dividend of between $0.20 and $0.28 per
share following the completion of its stock offering. Such a dividend results in a yield ranging
from 2.0 percent to 2.8 percent, based on the total number of shares outstanding following the
- conversion and the offering price per share of $10.00. Based on the pro forma earnings per share
at the midpoint of the valuation range opined in this report, the corresponding payout ratio of a
$0.24 dividend, the mean of the range, is 49.90 percent. The actual payment of cash dividends
by the Corporation will be dependent upon such factors as earnings performance, capital

position, growth, and regulatory limitations.

Each of the ten institutions in the comparable group pays cash dividends for an average

dividend yield of 2.38 percent and a payout ratio of 32.52 percent.
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Dividend Payments (cont.)

In our opinion, no adjustment to the pro forma market value of the Corporation is

warranted at this time related to dividend payments.

SUBSCRIPTION INTEREST

In 2003, investors' interest in new issues was generally positive and subscription levels
were consistently high, although a few issues received a less than strong reaction from the
marketplace. Overall, although the reaction of IPO investors appears generally to be related to
a number of analytical factors, including the financial performance and condition of the
converting thrift institution, the strength of the local economy, general market conditions,
aftermarket price trends and the anticipation of continuing merger/acquisition activity in the thrift
industry, the smaller number of offerings appears to have concentrated greater subscription

activity beyond the stronger institutions.

First Federal will direct its offering primarily to depositors and residents in its market
area. The board of directors and officers anticipate purchasing approximately $1.0 million or 6.0
percent of the stock offered to the public based on the appraised midpoint valuation. The
Association will form an ESOP, which plans to purchase 5.0 percent of the total shares issued
to the public in the current offering. Additionally, the Prospectus restricts to 15,000 shares,
based on the $10.00 per share purchase price, the total number of shares in the conversion that
may be purchased by a single person, and to 25,000 shares by persons and associates acting in

concert.

The Association has secured the services of Keefe, Bruyette & Woods, Inc. (“KBW") to

assist in the marketing and sale of the conversion stock.

Based on the size of the offering, recent market movement and current market conditions,

local market interest, the terms of the offering and recent subscription levels for imtial mutual
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Subscription Interest (cont.)

holding company offerings, we believe that no adjustment is warranted for the Association's

anticipated subscription interest.

LIQUIDITY OF THE STOCK

First Federal will offer its shares through a subscription offering and, if required, a.
subsequent community offerings with the assistance of KBW. First Federal will pursue at least

two market makers for the stock.

The Association's proposed market capitalization pursuant to its public offering and
shares to be issued at the midpoint of the valuation range is 53.8 percent smaller than the average
of the comparable group, 87.7 percent smaller than publicly-traded thrifts in Illinois, and only
about 2.9 percent the .size of all publicly-traded thrifts. We have concluded, therefore, that a
downward adjustment to the pro forma market value is warranted at this time relative to the

liquidity of the stock.

MANAGEMENT

Larry W. Moseby has been chief executive officer of First Federal since 1984 and
president since 1996. Mr. Moseby was first elected a director of the Association in 1990 and has
been a director of First Federal Financial Services, Inc. since its formation in 2001. Mr. Moseby
is currently also the president and chief executive officer of First Federal Financial Services, Inc.
Donald Engelke has been employed by the Association since 1985 and has been vice president,
treasurer and chief financial officer since 1994. Mr. Engelke has been vice president and chief
financial officer of First Federal Financial Services, Inc. since its formationin 1991 and has been

a director of the Association and First Federal Financial Services, Inc. since 2003.
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Management (cont.)

Since 2002, the management of First Federal have been successful in increasing the
Association's loan portfolio, maintaining a higher ratio of loans to deposits, strengthening the
Association’s its net interest margin and ROAA, maintaining a much lower than average level
of nonperforming assets, and increasing its ratio of equity to assets. The Association’s asset,
loan and deposit growth have, however, lagged the comparable group and industry averages in
acompetitive operating environment. First Federal's operating expenses have been and continue
to be significantly lower than the comparable group and industry averages, contributing to the
Association's efficiencyratio being much more favorable than the comparable group and industry

averages.

Overall, we believe the Association to be professionally, knowledgeably and efficiently
managed, as are the comparable group institutions. It is our opinion that no adjustment to the

pro forma market value of the Corporation is warranted for management.

MARKETING OF THE ISSUE

The necessity to build a new issue discount into the stock price of a converting thrift
institution continues to prevail in recognition of uncertainty among investors as a result of the
thrift industry's dependence on interest rate trends, recent volatility in the stock market and
pending federal legislation related to thrift charters and the regulation of financial institutions.
Increased merger/acquisition activity, as well as the presence of new competitors in the financial
institution industry, such as de novo institutions, investment firms, insurance companies and
mortgage companies, have resulted in increased pressure on an individual institution’s ability to
attract retail deposits at normal rates rather than premium rates and to deploy new funds in a

timely and profitable manner.

We believe that a new issue discount applied to the price to book valuation approach

continues and is considered to be reasonable and necessary in the pro forma valuation of the
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Marketing of the Issue (cont.)

Corporation. We have made a downward adjustment to the Corporation's pro forma market

value in recognition of the new issue discount
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VI. VALUATION METHODS

Historically, the most frequently used method for determining the pro forma market value
of common stock for thrift institutions by this firm has been the price to book value ratio method,
due to the volatility of earnings in the thrift industry in the early to mid-1990s. As earnings in
the thrft industry stabilized and improved in the late 1990s, more emphasis was placed on the
price to earnings method, particularly considering increases in stock prices during those years.
During the past few years, however, as decreasing interest rates have had varying effects on
indfvidual institutions, depending on the nature of their operations, the price to book value
method has again become pertinent and meaningful in the objective of discerning commonality
and comparability among institutions. In determining the pro forma market value of the
Corporation, primary emphasis has been placed on the price to book value method, with

additional analytical and correlative attention to the price to earnings methods.

In recognition of the volatility and variance in earnings due to fluctuations in interest
rates, the continued differences in asset and liability repricing and the frequent disparity in value
between the price to book approach and the price to earnings approach, a third valuation method,
the price to net assets method, has also been used. The price to assets method is used less often
for valuing ongoing institutions, but becomes more useful in valuing converting institutions
when the equity position and earnings performance of the institutions under consideration are

different.

In addition to the pro forma market value, we have defined a valuation range with the
minimum of the range being 85.0 percent of the pro forma market value, the maximum of the
range being 115.0 percent of the pro forma market value, and a super maximum being 115.0
percent of the maximum. The pro forma market value or appraised value will also be referred
to as the "midpoint value". Inasmuch as the ownership of First Federal will remain in the mutual
holding company form, the public offering of the Corporation will be based on the sale to the
public of shares aggregating 45 percent of the of the fully converted pro forma market value of
the Corporation at each of the valuation ranges defined in this report. Consequently, the fewer

number of shares offered to the public and the lower proceeds resulting from that offering will
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Valuation Methods (cont.)

result in actual pricing ratios considerably higher than those determined in this fully converted
valuation of the Corporation where higher proceeds are assumed; and it should be noted that such
higher pricing ratios, presented in detail in the offering prospectus, are pertinent to the

prospective minority shareholders and their evaluation of the offering.

In applying each of the valuation methods, consideration was given to the adjustments to
the Association's pro forma market value discussed in Section V. Downward adjustments were
made for the Association’s market area, asset, loan and deposit growth, the liquidity of the stock
and the marketing of the issue. Upward adjustments were made for the Association's earnings
performance and ﬁﬁancial condition. No adjustments were made for the Association's dividend

payments, subscription interest and management.

PRICE TO BOOK VALUE METHOD

In the valuation of thrift institutions, the price to book value method focuses on an
institution's financial condition, and does not give as much consideration to the institution's long
term performance and value as measured by earnings. Due to the eamings volatility of many
thrift stocks, the price to book value method is frequently used by investors who rely on an
institution's financial condition rather than earnings performance. Although this method is,
under certain circumstances, considered somewhat less meaningful for institutions that provide
a consistent earnings trend, it remains significant and reliable when an institution’s performance
or general economic conditions are experiencing volatile or uncustomary trends related to
internal or external factors, and serves as a complementary and correlative analysis to the price

to earnings and price to assets approaches.

It should be noted that the prescribed formulary computation of value using the pro forma
price to book value method retums a price to book value ratio below market value on a fully

converting institution. As noted previously, however, in the case of an initial mutual holding
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Price to Book Value Method (cont.)

company minority offering where a majority of the shares will not be held by the public, the
application of the prescribed formulary computation to the notional sale of all the shares based
on the full valuation of the institution necessarily returns higher book value per share and a lower
price to book value ratio than is reflective of the actual number of shares to be owned by the
public and the proceeds generated by such a smaller offering. In most instances, nevertheless,

such a value remains below current comparable market values.

Exhibit 48 shows the average and median price to book value ratios for the compafable
group which were 136.97 percent and 138.55 percent, respectively. The full comparable group
indicated a moderately wide range, from a low of 108.83 percent (Park Bancorp) to a high of
156.35 percent (CKF Bancorp, Inc.). The comparable group had moderately higher average and
median price to tangible book value ratios of 145.77 percent and 150.19 percent, respectively,
with the range of 108.83 percent to a higher 176.02 percent. Excluding the low and the high in
the group, the comparable group's price to book value range narrowed modestly from a low of
116.68 percent to a high of 151.60; and the comparable group’s price to tangible book value
range also narrowed modestly from a low of 116.58 percent to a high of 168.70.

Considering the foregoing factors in conjunction with the adjustments made in Section
V, we have determined a fully converted pro forma price to book value ratio of 69.16 percent and
a price to tangible book value ratio of 69.11 percent at the midpoint. The price to book value
ratio increases from 65.18 percent at the minimum to 75.37 percent at the super maximum, while
the price to tangible book value ratio increases from 65.19 percent at the minimum to 75.38

percent at the super maximum.

The Corporation's pro forma price to book value and price to tangible book value ratios
of 69.16 percent and 69.11 percent, respectively, as calculated using the prescribed formulary
computation indicated in Exhibit 47, are influenced by the Association's capitalization and local

market, as well as subscription interest in thrift stocks and overall market and economic

66




Price to Book Value Method (cont.)

conditions. Further, the Corporation's ratio of equity to assets after conversion at the midpoint
of the valuation range will be approximately 34.01 percent compared to 10.28 percent for the
comparable group. Based on the price to book value ratio and the Association's total equity of
$18,719,000 at December 31, 2003, the indicated fully converted pro forma market value of the
Association using this approach is $37,111,015 at the midpoint (reference Exhibit 47).

PRICE TO EARNINGS METHOD

The foundation of the price to earnings method is the determination of the earnings base
to be used, followed by the determination of an appropriate price to earnings multiple. As
indicated in Exhibit 3, First Federal’s after tax net earnings for the twelve months ended
December 31, 2003, were $1,613,000, which also represents the Association’s core earnings for
that period. To opine the pro forma market value of the Corporation by using the price to

earnings method, we applied that eamings base of $1,613,000 in the context of core earnings.

In determining the price to core eamings multiple, we reviewed the range of price to core
earnings and price to net earnings multiples for the comparable group and all publicly-traded
thrifts. The average price to core earnings multiple for the comparable group was 14.61, while
the median was 14.65. The average price to net earnings multiple was a similar 14.57 and the
median multiple was 14.32. The comparable group's price to core earnings multiple was lower
than the 22.42 average multiple for all publicly-traded, FDIC-insured thrifts and also lower than
their median of 17.98. The range in the price to core earnings multiple for the comparable group
was from a low of 11.06 (North Central Bancshares, Inc.) to a high of 18.04 (First Federal
Bancorp, Inc.). The range in the price to core earnings multiple for the comparable group,
excluding the high and low ranges, was from a low multiple of 12.88 to a high of 17.68 times
earnings for eight of the ten institutions in the group, indicating a very slight narrowing of the

range.
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Price to Earnings Method (cont.)

Consideration was given to the adjustments to the Corporation's pro forma market value
discussed in Section V. In recognition of those adjustments, we have determined a fully
converted price to core earnings multiple of 20.75 at the midpoint, based on First Federal's core

earnings of $1,613,000 for twelve months ended December 31, 2003.

Based on the Association's core eamings base of $1,613,000 (reference Exhibit 47), the
fully converted pro forma market value of the Corporation using the price to eaniings method

is $36,924,810 at the midpoint.

PRICE TO ASSETS METHOD

The final valuation method is the price to assets method. This method is not frequently
used, since the calculation incorporates neither an institution's equity position nor its earnings
base. Additionally, the prescribed formulary computation of value using the pro forma price to
net assets method does not recognize the runoff of deposits concurrently allocated to the
purchase of conversion stock, returning a pro forma price to net assets ratio below its true level
following conversion. Further, once again as previously noted, the prescribed formulary
computation of fully converted pro forma value does not recognize the lower pro forma asset

base resulting from small offering proceeds.

Exhibit 48 indicates that the average price to assets ratio for the comparable group was
14.19 percent and the median was 13.40 percent. The range in the price to assets ratios for the
comparable group varied from a low of 11.79 percent (I.SB Financial Corp.) to a high 0f 20.05
percent (United Tennessee Bancshares). The range narrows modestly with the elimination of the

two extremes in the group to a low of 11.86 percent and a high of 16.49 percent.
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Price to Assets Method (cont.)

Consistent with the previously noted adjustments, it is our opinion that an appropriate
price to assets ratio for the Corporation is 23.53 percent at the midpoint, which ranges from a low

0f 20.72 percent at the minimum to 28.93 percent at the super maximum.

Based on the Association's December 31, 2003, asset base 0f $120,971,000, the indicated
pro forma market value of the Corporation using the price to assets method is $37,016,245 at the

midpoint (reference Exhibit 47).

VALUATION CONCLUSION

Exhibit 53 provides a summary of the valuation premium or discount for each of the
valuation ranges when compared to the comparable group based on each of the full converted
valuation approaches. At the midpoint value, the fully converted price to book value ratio of
69.16 percent for the Corporation represents a discount of 49.51 percent relative to the
comparable group and decreases to 44.98 percent at the super maximum. As presented Exhibits
49 through 52 of this report and as further detailed in the offering prospectus, however,
recognizing the lower actual proceeds to be realized by the offering to the public of only 45
percent of the pro forma fully converted shares, the Corporation’s pro forma book value and pro
. forma book value per share will be significantly lower and its corresponding price to book value
ratio will be higher at the offering price of $10.00 per share. Specifically, the sale to the public
of 45 percent of the shares, with the remaining 55 percent of the shares retained by the
Corporation, results in a price to book value ratio of 101.94 percent, 111.86 percent, 120.34
percent and 129.03 percent at the minimum, midpoint, maximum and adjusted maximum of the
actual offering range, respectively. Those ratios represent discounts relative to the average of
the comparable group of 25.57 percent, 18.33 percent, 12.14 percent and 5.80 percent at the

minimum, midpoint, maximum and adjusted maximum of the actual offering range, respectively.
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Valuation Conclusion (cont.)

The price to core earnings multiple of 20.75 for the Corporation at the midpoint value
indicates a premium of 42.45 percent, increasing to a premium of 83.06 percent at the super
maximum. The price to assets ratio at the midpoint represents a premium of 65.84 percent,

increasing to a premium of 87.98 percent at the super maximum.

It is our opinion that as of February 27, 2004, the fully converted pro forma market value
of the Corporation, is $37,000,000 at the midpoint, representing 3,700,000 shares at $10.00 per
share. The fully converted pro forma valuation range of the Corporation is from a minimum of
$31,450,000 or 3,145,000 shares at $10.00 per share to a maximum of $42,550,000 or 4,255,000
shares at $10.00 per share, with such range being defined as 15 percent below the appraised
value to 15 percent above the appraised value. The maximum, as adjusted, defined as 15 percent
above the maximum of the range, is $48,932,500 or 4,893,250 shares at $10.00 per share
(reference Exhibits 49 to 52).

The fully converted pro forma appraised value of First Federal Financial Services, Inc.

as of February 27, 2004, is $37,000,000 at the midpoint.
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EXHIBIT 1

FIRST FEDERAL FINANCIAL SERVICES, INC. AND SUBSIDIARY

EDWARDSVILLE, ILLINOIS

Consolidated Balance Sheet
At December 31, 2003

ASSETS
Cash and due from banks
Federal funds sold
Total cash and cash equivalents
Interest-bearing time deposits
Securities available-for-sale
Securities held-to-maturity (fair value of $665,577)
Federal Home Loan Bank stock
Loans, net of allowance for loan losses of $428,700
Property and equipment
Accrued interest receivable
Other assets

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities
Deposits:
Savings
Time, $100,000 and over
Other time
Total Deposits
Advances from Federal Home Loan Bank
Accrued interest payable
Other liabilities
Total liabilities

STOCKHOLDERS' EQUITY

Preferred stock, $.10 par value, 1,000,000 shares authorized
no shares issued

Common stock, $.10 par value, 10,000,000 shares authorized,
100 shares issued and outstanding

Surplus

Retained earnings

Accumulated other comprehensive income

Total stockholders' equity

Total liabilities and stockholders' equity

Source: First Federal Financial Services, Inc.'s audited financial statement
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At
December 31,
2003

$ 1,343,860
800,000

2,143,860
500,000
9,856,218
668,602
5,401,700
101,144,595
873,028
299,587
83,216

$ 120,970,807

$ 27,386,692
9,659,495
60,885,145

97,931,332
4,000,000
13,243
307,506

102,252,081

10

4,990
18,705,730
7,996

18,718,726

$ 120,970,807




EXHIBIT 2

FIRST FEDERAL FINANCIAL SERVICES, INC. AND SUBSIDIARIES
EDWARDSVILLE, ILLINOIS

Consolidated Statements of Financial Condition
December 31, 1999 through 2002

December 31,

2002 2001 2000 1999
ASSETS
Cash $ 369,844 § 317,783 § 443584 § 920,258
Federal funds sold ‘ 3,900,000 4,500,000 1,000,000 3,400,000

Investment securities held-to-maturity, fair value

approximates $70,546 and $95,001 for 2000 and 1999,

respectively - - 70,000 95,000
Investment securities available-for-sale at fair value,

amortized cost of $15,182,864, $11,496,768,

$6,421,971 and $7,976,662, for 2002, 2001, 2000

and 1999, respectively 15,337,040 11,427,419 6,299,773 7,645,331
Loans receivable, net 91,696,595 89,043,414 86,224,117 78,808,742
Mortgage-backed certificates held-to-maturity, fair value

approximates $109,349, §144,858, $187,008 and $257,328,

for 2002, 2001, 2000 and 1999, respectively 100,028 135,399 179,708 245779

Office property and equipment, at cost, less accumulated :
depreciation 907,721 949,562 986,006 1,035,263
Federal Home Loan Bank stock 884,000 839,700 784,400 715,800
Accrued interest receivable 308,180 211,044 118,969 137,170
Other assets 146,413 90,530 120,276 40,774
Total assets $ 113,649,821 § 107,514,851 § 96,226,833 $ 93,044,117

LIABILITIES AND NET WORTH

LIABILITIES
Savings deposits $ 96,059,627 § 91778300 § 81,541,516 $ 79435017
Income taxes payable 46,628 34,064 - 20,507
Accrued interest on savings deposits 12,662 13,110 23,420 12,111
Accrued interest on borrowed funds - - 3,668 -
Advances from borrowers for taxes and insurance 9,514 3,202 12,638 10,216
Accounts payable and accrued expenses 280,126 221,243 184,417 158,162
- -Deferred income taxes payable 46,292 82,206 54,175 -
Total liabilities 96,454,849 92,132,125 81,819,734 79,636,013
NET WORTH
Retained earnings - substantially restricted 17,100,522 15,425,210 14,481,959 13,611,081
Accumulated other comprehensive income (loss) 94 450 (42,484} (74,860) (202,977)
Total net worth 17,194,972 15,382,726 14,407,099 13,408,104
Total liabilities and net worth $ 113,649,821 $ 107,514,851 $ 96,226,833 $ 93,044,117

Source: First Federal Financial Services, Inc's audited financial statements

72

—



EXHIBIT 3
FIRST FEDERAL FINANCIAL SERVICES, INC. AND SUBSIDIARY
EDWARDSVILLE, ILLINOIS

Consolidated Statement of Income
For the Year Ended December 31, 2003

Year ended
December 31,
2003
INTEREST INCOME
Interest and fees on loans $ 6,097,867
Securities:
Taxable interest income 520,735
Nontaxable interest income 9,262
Dividends 337,229
Interest-bearing deposits 42,145
Total interest income 7,007,238
INTEREST EXPENSE
Deposits 2,797,470
Advances from Federal Home Loan Bank 14,935
Total interest expense 2,812,405
Net interest income 4,194,833
Provision for loan losses 30,000
Net interest income after provision for loan losses 4,164,833
OTHER INCOME
{Loss) on sale of securities available-for-sale (45,777)
Other 16,715
Total other income (29,062)
OTHER EXPENSES
. Compensation and employee benefits 783,682
Occupancy expense 95,399
Data processing services _ 61,318
Advertising 38,243
Director fees 126,650
Charitable contributions 218,625
Other 203,691
Total other expenses 1,527,608
Income before income taxes 2,608,163
income taxes 995,446
Net income $ 1,612,717

Source: First Federal Financial Services, inc.'s audited financial statement
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EXHIBIT 4

FIRST FEDERAL FINANCIAL SERVICES, INC. AND SUBSIDIARIES
EDWARDSVILLE, ILLINOIS

Consolidated Statements of Operations
Years Ended December 31, 1999 through 2002

Year ended December 31,

2002 2001 2000 1999
INTEREST INCOME
Interest on loans
Mortgage loans $ 6,419,501 $ 6,478,331 $ 6,165,163 $ 5593434
Loan fees earned 51,134 48,613 31,228 39,207
Mortgage-backed certificates 10,567 14,158 18,354 26,556
Property improvement loans 2,291 3,585 2,733 1,701
Education loans 42 367 335 875
Savings deposit loans 1,861 7,751 6,308 5,692
Consumer loans 42 979 55,069 39,493 30,613
Total interest on loans 6,528,475 6,607,874 6,263,614 5,698,078
Interest on investments 514,921 443,985 419,006 683,647
Dividends on stock 139,958 122,635 134,290 117,891
Total interest and dividends 7,183,354 7,174,494 6,816,910 6,409,616
INTEREST EXPENSE 3,534,824 4,647,481 4,402,574 3,936,169
Net interest income 3,648,530 2,527,013 2,414,336 2,563,447
Provision for loan losses - 11,000 — --
Net interest income after provision for ioan losses 3,648,530 2,516,013 2,414,336 2,563,447
OTHER INCOME 227,556 153,572 49,240 67,700
OPERATING EXPENSE 1,445,419 1,134,713 1,068,921 1,062,546
Income before income taxes 2,430,667 1,534,872 1,394,655 1,568,601
Provision for federal and state income taxes 755,355 591,621 523,777 590,302
Net income $ 1675312 § 943,251 3 870,878 S 978,299

Source: First Federal Financial Services, Inc.'s audited financial statements
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EXHIBIT 5

Selected Financial Information
At December 31, 2002 and 2003

At December 31,
2003 2002
(In thousands)

Selected Financial Condition Data:

Total assets $ 120,971 $ 113,649
Loans, net 101,145 91,695
Securities available-for-sale 9,856 10,837
Securities held-to-maturity 669 100
Federal Home {Loan Bank stock 5,402 4,884
Deposits 97,931 96,063
Borrowings 4,000 -

Equity 18,719 17,192

Source: First Federal Financial Services, Inc.'s Prospectus
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EXHIBIT 6

Income and Expense Trends
For the Years Ended December 31, 2002 and 2003

Years Ended
December 31,
2003 2002
(In thousands)

Selected Operations Data:

Interest and dividend income $ 7,007 § 7,390
Interest expense 2,812 3,635
Net interest income 4,195 3,855
Provision for loan losses 30 -

Net interest income after provision for loan losses 4,165 3,855
Noninterest income (29) 11
Noninterest expense 1,528 1,433
income before income tax expense 2,608 2,433
Income tax expense 995 756
Net income $§ 1613 § 1,677

Source: First Federal Financial Services, Inc.'s Prospectus
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EXHIBIT 7

Normalized Earnings Trends
For the Fiscal Years Ended December 31, 2002 and 2003

Years ended
December 31,
2003 2002
(In Thousands)

Net income before taxes ’ $ 2608 $ 2433
Expense adjustments --

Income adjustments

Loss on sale of securities 45 -
Normalized earnings before taxes 2,653 2,433
Taxes 1,013 @ 756
Normalized earnings after taxes $ 1,640 $ 1,677

) Based on tax rate of 38.2 percent.

Source: First Federal Financial Services, Inc.'s audited financial statements
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EXHIBIT 8

Performance Indicators
For the Years Ended December 31, 2002 and 2003

Years Ended
December 31,

2003 2002
Selected Financial Ratios and Other Data:
Performance Ratios:
Return on assets (ratio of net income to average total assets) 1.37% 1.53%
Return on equity (ratio on net income to average equity) 8.91% 10.33%
Average interest rate spread 3.20% 3.02%
Net interest margin @ 3.56% 3.51%
Efficiency ratio® 36.68% 37.07%
Noninterest expense to average total assets 1.30% 1.30%
Average interest-earning assets to average interest-bearing liabilities 117.21% 116.58%
Asset Quality Ratios:
Nonperforming assets to total assets 0.12% 0.10%
Nonperforming loans to total loans - 0.13% 0.13%
Allowance for loan losses to nonperforming loans 306.43% 335.29%
Allowance for loan losses to total loans 0.41% 0.42%
Capital Ratios:
Equity to total assets at end of period 15.47% 15.13%
Average equity to average assets 15.37% 14.77%
Tier 1 risk-based ratio 29.82% 29.90%

“

The average interest rate spread represents the difference between the weighted-average yield on interest-earning assets
and the weighted-average cost of interest-bearing liabilities for the period.

The net interest margin represents net interest income as a percent of average interest-earning assets for the period.

The efficiency ratio represents noninterest expense divided by the sum of net interest income and noninterest income.
Tier 1 risk based ratio represents Tier 1 Capital of First Federal divided by its risk-weighted assets as defined

in federal regulations on required capital.

@
[&)]
(4)

Source: First Federal Financial Services, inc.'s Prospectus
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EXHIBIT 9

Volume/Rate Analysis
For the Years Ended December 31, 2003 and 2002

Years Ended December 31,
2003 vs. 2002
Increase (Decrease)
Due to

Total increase

Volume Rate {Decrease)
(in thousands)

Interest-earning assets:

Loans $ 323 § (951) § (628)
Securities avaitable-for-sale 32 (23) 9
Securities held-to-maturity 17 {2) 15
Federal Home Loan Bank stock 232 12 244
Other (34) 11 (23)

Total interest-earning assets 570 (953) (383)

Interest-bearing liabilities:

- Savings deposits 22 (42) (20)
Money market deposits 32 (115) 83)
Certificates of deposit 125 (760) (635)
Borrowings 15 - 15

Total interest-bearing liabilities $ 194 $ (917) S (723)
Change in net interest income $ 376 § 36) % 340

Source: First Federal Financial Services, inc.'s Prospectus
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EXHIBIT 10

Yield and Cost Trends
At December 31, 2003 and
For the Years Ended December 31, 2002 and 2003

At Years Ended
December 31, December 31,
2003 2003 2002
Yietd/ Yield/ Yield/
Rate Rate Rate
Interest-earning assets:
Loans 5.83% 6.40% 7.38%
Securities available-for-sale 4.48% 4.20% 4.46%
Securities held-{o-maturity 4.98% 4.23% 9.48%
Federal Home Loan Bank stock 7.00% 5.82% 5.20%
Other 1.66% 1.77% 1.55%
Total interest-earning assets 5.78% 6.04% 6.82%
Interest-bearing liabilities:
Savings deposits 1.25% 1.39% 2.19%
Money market deposits 1.70% 1.74% 2.26%
Certificates of deposit 2.96% 3.29% 4.35%
Borrowings 1.21% 1.18% 0.00%
Total interest-bearing liabilities 2.53% 2.84% 3.80%
Net interest rate spread'” 3.25% 3.20% 3.02%
Net interest margin @ 3.69% 3.56% 3.51%
Ratio of interest-earning assets fo
interest-bearing liabilities - 117.21% 116.58%

) Net interest rate spread represents the difference between the yield on average interest-earning assets and the cost
of average interest-bearing liabilities.

@ Net interest margin represents net interest income divided by average total interest-earning assets.

Source: First Federal Financial Services, Inc.'s Prospectus
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EXHIBIT 11

Net Portfolio Value (NPV)
At December 31, 2003

Change in
Interest Rates Net Portfolio Value NPV as % of Assets
(Basis Points) $ Amount $ Change % Change NPV Ratio Change'”
(Doltars in thousands)
300 $ 13,167 $(8,466) (39)% 11.59% (572)
200 15,942 (5,691) (26)% 13.59 (372)
100 18,838 (2,7986) (13)% 15.54 (176)
-- 21,634 - - 17.30 -
(100) 22,753 1,119 5% 17.88 58

™) Expressed in basis points.

Source: First Federal Financial Services, Inc.'s Prospectus
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EXHIBIT 12

Loan Portfolio Composition
At December 31, 2002 and 2003

At December 31,
2003 2002
Amount Percent Amount Percent
(Dollars in thousands)

One- to four-family residential mortgage loans $ 93,967 89.07% $ 84,884 89.77%
Multi-family 2,421 2.29% 2,464 2.61%
Nonresidential 8,400 7.96% 6,615 7.00%
Total mortgage loans 104,788 93,963
Consumer loans 721 0.68% 584 0.62%
Total loans $ 105,509 100.00% $ 94,547 100.00%
Less:
Deferred loan origination fees, net 190 34
Undisbursed portion of construction loans 3,745 2,419
Allowance for loan losses 429 399
Total loans, net $ 101,145 $ 91,695

Source: First Federal Financial Services, Inc.'s Prospectus

32




L60'v01 $ Loz'vz $ 968'6L $

G9% -~ 95

2es'eol ¢ 102'52 $ 1ee'6. $

00€'L 98.L'9 1437

1z2+'e 960'2 gze

118'c6 $ 6LE'GL § Z6v'8L $

(spuesnoy; u))
1ejol aey ajey

ajgeisnipy paxig

002 'L¢ Joquweas( Jeye enQg

snoddsold s,'0u] ‘S9IAISS [BIdUBUL [BI3pa4 ISl [82In0g

SuBO| [R}0]
sueo| JaWNSUCH

sueof abebjow {10}
|enuapiSaIUCN
jehuapisal Ajwej-nnp
sueo| abebliow |enuapisas Ajlwe)-inoy o} ~auQ

"sueo| uojiisnboe pue( sepniau|

"sueo| Jepiaso pue'Aimew Jo e|npayss JuswAedss pereis ou Bulaey sueo) ‘sUeO] pueWSp SBPNoY| ()

605°'G0L $ 2L $ 007’8 $ tev'e $ l96'€6 $ 1elo]
626'001 89 028'9 65¢'2 Z89°16 puoAsq pue 6002
gal'e L6V 08t z9 6zZ1'z 800Z 01 5002
'L $ 951 § 001t § - 3 9GL $ ) Y002
O Bunf BUIpUg
sies ) 9y} D:t:O ang
{spuesnoy uj)
sueoT] Jauwinsuo) Q_m_«cm_u_ww._:oz jeliuapisay {ehuapisay
fejoL Apwer-niny Ajjwej-ino4
0} -auQ

€002 ‘L€ J8quiadaq iy
8|NpPoaydg Ajuniel UeoT

¢l LIgIHX3

83




EXHIBIT 14

Delinquent Loans
At December 31, 2002 and 2003

Loans Delinquent For

60 -89 Days 90 Days and Over Total
Number Amount Number Amount Number Amount
(Dollars in thousands)
At December 31, 2003
One- to four-family 1 $ 41 3 % 140 4 3 181
Multi-family -~ -- -- - -- -
Nonresidential - - - - -- -
Consumer - - -- - .- -
Total 1 3 41 3 3 140 4 3 181
At December 31, 2002
One- ta four-family 4 & 148 2 3 114 6 % 262
Muiti-famity -- -- -- -- - --
Nonresidential - - - - - --
Consumer -- - 3 5 3 5
Total 4 $ 148 5 $ 119 9 $ 267

Source: First Federal Financial Services, Inc.'s Prospectus
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Nonaccrual loans:
Cne- to four-family
Multi-family
Nonresidential
Consumer
Total nonaccrual loans

Accruing loans delinquent more than 90 days:

One- to four-famify
Multi-family
Nonresidential

Total nonperforming

Real estate owned:
One- to four-family

Commercial rea) estate
“Tofal real estate owned

Total nonperforming assets

Ratios:
Nonperforming loans to total loans

Nonperforming assets to total assets

EXHIBIT 15

Nonperforming Assets

At December 31, 2002 and 2003

At December 31,

2003

2002

(Dolfars in thousands)

Source: First Federal Financial Services, inc.'s Prospectus
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$ - $ -~
$ 0 $ 0
$ 140 $ 119
$ 140 $ 119
s - s -

0 0
$ 140 $ 119
0.13% 0.13%
0.12% 0.10%



EXHIBIT 16

Classified Assets
At December 31, 2003 and September 30, 2003

December 31, September 30,
2003 2003
(In thousands)

Classified Assets:

Substandard $ 182 $ 190
Doubtful assets 1 8
Loss assets 0 0

Total $ 183 $ 198

Source: First Federal Financial Services, Inc.'s Prospectus
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EXHIBIT 17

Allowance for Loan L.osses
At or For the Years Ended December 31, 2002 and 2003

For the years ended
June 30,

2003 2002

{Dollars in thousands)

Balance at beginning of year $ 399 § 399
Charge-offs:
One- to four-family - -
Multi-family - -
Nonresidential - -
Consumer - -
Total charge-offs 0 o]
Recoveries:
One- to four-family - -
Multi-family -~ --
Nonresidential - -
Consumer - --
Total recoveries : 0 0
Net {charge-offs) recoveries 4] 0
Provision for loan losses 30 -
Balance at end of year $ 429 § 399
Ratios:
Net charge-offs to average loans outstanding 0.00% 0.00%
Allowance for loan losses to nonperforming loans 306.43 335.29
Allowance for loans losses to total loans 0.41 0.42

Source: First Federal Financial Services, Inc.'s Prospectus
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EXHIBIT 18

Investment Portfolio Composition
At December 31, 2002 and 2003

At December 31,
2003 2002
Amortized Fair Amortized Fair
Cost Value Cost Value

{Dollars in thousands)

Available-for-Sale
Investment securities:

Federal agency obligations $6,423 $6,452 $ 6,464 $ 6,649
Corporate debt securities 3,355 3,338 1,761 1,766
State and municipal securities 65 66 1,125 1,133
Equity securities -- -- 1,333 1,289
Total investment securities available-for-sale $ 9,843 $ 9,856 $ 10,683 $ 10,837

Held-to-Maturity
Mortgage-backed securities:
Pass-through securities:

Ginnie Mae $69 $73 $100 $ 109
Freddie Mac 600 593 -- --
Total mortgage-backed securities held-to-maturity $ 669 $ 666 $ 100 $ 109

Source: First Federal Financial Services, Inc.'s Prospectus
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Deposit type:
Savings deposits
Money market deposiis

Certificates of deposit

Total deposits

EXHIBIT 19

Mix of Deposits
Years Ended December 31, 2002 and 2003

At December 31,
2003 2002
Average Average
Balance Percent Balance Percent
(Doiliars in thousands)
$ 4,520 4.62% $ 3,792 4.08%
21,639 22.14% 20,351 21.89%
26,159 26.76% 24,143 25.97%
71,578 73.24% 68,829 74.03%
$97,737 100.00% $92,972 100.00%

"Source: First Federal Financial Services, inc.'s Prospectus
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EXHIBIT 21

Borrowed Funds Activity
At December 31, 2002 and 2003

At or For the Years Ended
December 31,

2003 2002

(Dollars in thousands)

Balance at end of period $4000 § -
 Average balance during period 1.269 -
Manimt;r;';oﬁts.t;;d‘i:{é étwaﬁy month end 4,000 -
Weighted average interest rate at end of period 1.21% -
Average interest rate during period 1.18% -

Source: First Federal Financial Services, Inc.'s Prospectus
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EXHIBIT 22

OFFICE OF FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION
‘EDWARDSVILLE, ILLINOIS
as of December 31, 2003

Net
Owned Year Book Value
or Acquired or of
Location Leased Leased Real Property
Main Office
300 St. Louis Street
Edwardsville, lllinois 62025 Owned 1964 $ 829

Source: First Federal Financial Services, inc.'s Prospectus
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EXHIBIT 23

DIRECTORS AND MANAGEMENT OF THE ASSOCIATION
At December 31, 2003

Director

Name Position(s) Held with the Bank Age  since®
Larry W. Mosby President, Chief Executive Officer 62 1990
Nina Baird Director 76 1984
Harry Gallatin Director 76 1980
Donald Engleke : Vice President and Chief Financial Officer 40 2003
Joseph Helms Chairman of the Board 66 1972
Dean Pletcher Director 69 1980
Robert Richards Director 79 1966
Joseph Stevens Director 57 1990

Y At December 31, 2003

“ All directors were appointed to the Board of Directors of First Federal Financial Services, Inc.
upon its formation in January 2001, except for Mr. Engelke, who was appointed in 2003. The year
indicated is the year each director was first elected or appointed to the Board of Directors of First Federal.

Saurce: First Federal Financial Services, Inc.'s Prospectus
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EXHIBIT 24

Key Demographic Data and Trends
Edwardsville, Macoupin and Madison Counties, lllinois and the United States
1990, 2000 and 2008

1990 2000 % Change 2008 % Change
Population
Edwardsville 14,579 21,491 47.4% 22,737 5.8%
Macoupin County 47,679 49,019 2.8% 49,047 0.1%
Madison County 249,238 258,941 3.9% 264,133 2.0%
lllinois 11,430,602 12,419,293 8.6% 13,131,022 5.7%
United States 248,709,873 281,421,906 13.2% 309,302,654 9.9%
Households
Edwardsville 5,710 7.975 39.7% 8,485 6.4%
Macoupin County 18,265 19,253 5.4% 19,625 1.9%
Madison County 94,834 101,953 7.5% 106,659 4.6%
Winois 4,197,720 4,591,779 9.4% 4,907,730 6.9%
United States 91,947,410 105,488,101 14.7% 117,073,982 11.0%
Per Capita Income
Edwardsville $15,338 $26,510 72.8% -- --
Macoupin County 11,365 17,298 92.2% -- -
Madison County 13,272 20,509 54 5% -- -
lllinois 15,201 23,104 52.0% -- --
United States 14,420 21,587 49.7% -- --
Median Household Income
Edwardsville $32,733 $50,921 55.6% $63,717 25.1%
Macoupin County 23,913 36,190 51.3% 42,857 18.4%
Madison County 29,861 41,541 39.1% 50,957 22.7%
illinois 32,252 46,590 44.5% 58,628 25.8%
United States 30,056 41,994 39.7% 54,319 29.3%

Source: U.S. Census and ESRI
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EXHIBIT 25

Key Housing Data
Edwardsville, Macoupin and Madison Counties, lllinois and the United States

1990 & 2000

Occupied Housing Units 1990 2000
Edwardsville 5,736 7,975
Macoupin County 18,176 19,253
Madison County 94 857 101,853
inois 4,202,240 4,591,779
United States 91,947,410 105,480,101
Occupancy Rate
Edwardsville

Owner-Occupied 70.3% 70.5%

Renter-Occupied 29.7% 29.5%
Macoupin County

Owner-Occupied 77.4% 79.0%

Renter-Occupied 22.6% 21.0%
Madison County

Owner-Occupied 72.1% 73.8%

Renter-Occupied 27.9% 26.2%
Hlinois

Owner-Occupied 64.2% 67.3%

Renter-Occupied 35.8% 32.7%
United States

Owner-Occupied 64.2% 66.2%

Renter-Occupied 35.8% 33.8%
Median Housing Values
Edwardsville $ 64,400 $ 99,200
Macoupin County 39,700 66,700
Madison County 51,000 77,200
lilinois 80,100 130,800
United States 78,500 119,600
Median Rent
Edwardsville $ 435 $ 556
Macaoupin County 322 422
Madison County 384 490
Hinois 445 605
United States 447 6502

Source: U.S. Census and ESRI
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EXHIBIT 26

Major Sources of Employment by Industry Group
Edwardsville, Macoupin and Madison Counties, lllinois and the United States

1990 and 2000

1990

Macoupin Madison United

industry Group Edwardsville County County llinois States
Agriculture/Mining 1.3% 9.3% 1.8% 2.4% 3.3%
Construction 3.9% 5.7% 5.2% 5.1% 6.3%
Manufacturing 17.6% 17.0% 21.3% 19.5% 17.7%
Transportation/Utilities 4.9% 7.2% 7.7% 7.8% 71%
Wholesale/Retail 20.4% 21.2% 21.9% 21.4% 21.2%
Finance, Insurance, & Real Estate 8.5% 5.3% 7.2% 8.0% 6.9%
Services 43.4% 34.3% 34.9% 35.8% 37.5%

2000

Macoupin Madison United

Edwardsviile County County lllinois States
Mining 0.4% 5.8% 0.9% 1.1% 1.9%
Construction 4.5% 6.6% 5.8% 57% 6.8%
Manufacturing 11.6% 14.5% 16.1% 16.0% 14.1%
Wholesale/Retail Trade 13.3% 15.6% 14.9% 14.8% 15.3%
Transportation/Utilities 3.4% 71% 6.4% 6.0% 5.2%
information 3.0% 1.8% 2.2% 3.0% 3.1%
Finance, Insurance, & Real Estate 8.6% 5.5% 6.7% 7.9% 6.9%
Services 55.2% 43.1% 47.1% 45.4% 46.7%

Source: U.S. Census

Source: Bureau of the Census
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Macoupin and Madison Counties, lilinois and the United States
1999 through December 2003

EXHIBIT 27

Unemployment Rates

Through
December

Locatiqn 1999 2000 2001 2002 2003
Macoupin County 51% 4.8% 5.9% 5.9% 6.6%
Madison County 4.5% 4.8% 5.7% 6.0% 57%
{llinois 4.3% 4.4% 5.4% 6.5% 6.3%
United States 4.2% 4.0% 4.7% 5.8% 5.4%
Source: llinois Bureau of Labor Statistics
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Banks
Thrifts
Total

Source: FDIC

EXHIBIT 28

Market Share of Deposits
Macoupin and Madison Counties
June 30, 2003

Macoupin Madison First First
County's County's Federal's Federal's
Deposits Deposits Share Share
($000) ($000) ($000) (%)
$ 717,239 $ 3,279,255
21,156 340,689 $ 98,510 28.9%
$ 738,395 $ 3,619,944 $ 98,510 2.7%
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Prime Rate

90-Day Treasury Bills
1-Year Treasury Bills
30-Year Treasury Notes

Prime Rate

90-Day Treasury Bills
1-Year Treasury Bills
30-Year Treasury Notes

Prime Rate

90-Day Treasury Bills
1-Year Treasury Bills
30-Year Treasury Notes

Prime Rate

90-Day Treasury Bills
1-Year Treasury Bills
30-Year Treasury Notes

EXHIBIT 29

National Interest Rates by Quarter

Source: The Wall Street Journal

2000 - 2003
1stQir. 2nd Qir.  3rd Qfr.
2000 2000 2000
9.00% 9.50% 9.50%
5.63% 6.04% 5.98%
6.16% 6.18% 6.05%
6.30% 6.25% 5.65%
{stQtr. 2nd Qfr. 3rd Qitr.
2001 2001 2001
7.50% 6.75% 5.75%
4.75% 3.51% 2.95%
4.90% 3.70% 3.27%
5.92% 5.70% 5.65%
1stQtr.  2nd Qtr.  3rd Qfr.
2002 2002 2002
4.75% 4.75% 4.75%
1.72% 1.68% 1.20%
1.60% 1.59% 1.25%
4.95% 4.94% 4.69%
1stQtr. 2nd Qtr. 3rd Qtr.
2003 2003 2003
4.00% 4.00% 4,00%
1.02% 1.00% 1.98%
1.13% 1.12% 1.10%
4.62% 4.70% 4.78%
99

4th Qtr.
2000

9.50%
5.90%
6.01%
5.78%

4th Qtr.
2001

4.75%
1.74%
2.35%
5.62%

4th Qitr.
2002

4.25%
1.05%
1.14%
4.58%

4th Qtr.
2003

4.00%
0.94%
1.11%
4.85%
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EXHIBIT 33

KELLER & COMPANY
Dublin, Ohio
614-766-1426

ACQUISITIONS AND PENDING ACQUISITIONS
COUNTY, CITY OR MARKET AREA OF FIRST FEDERAL SAVINGS & LOAN ASSOCIATION

NONE
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EXHIBIT 47

KELLER & COMPANY
Dublin, Ohio
614-766-1426

VALUATION ANALYSIS AND CONCLUSIONS

First FLSA/First Federal Financial Services, Inc.
Stock Prices as of February 27, 2004

Vajuation assumptions: Comparable Group All Thrifts
Symbol Value Average Median Average Median
Post conv. price to earnings P/E 20.75 14.57 14.32 22.60 17.27
Post conv. price to book value P/B 69.16% 136.97% 138.55% 164.28% 145.77%
Post conv. price to assets P/A 23.53% 14.19% 13.40% 16.22% 15.45%
Post conv. price to core earnings P/E 20.75 14.61 14.65 22.42 17.98
Pre conversion earnings ($) Y $ 1,613,000 For the twelve months ended December 31, 2003
Pre conversion book value ($) B $ 18,719,000 At December 31, 2003
Pre conversion assets ($) A $ 120,971,000 AtDecember 31,2003
Pre conversion core earnings ($) $ 1,613,000 For the tweive months ended December 31, 2003
Conversion expense ($) X 3 675,000
Proceeds not reinvested ($) Z $ 832,500 ESOP shares.
ESOP borrowings ($) E $ 832,500
ESOP cost of borrowings, net (%) S 0.00%
ESOP term of borrowings {yrs.} T 20
RRP amount (3) M $ 666,000
RRP expense (§) N $ 133,200
Tax rate (%) TAX 38.00%
Investment rate of return, net (%) R 0.78%
Investment rate of return, pretax (%) 1.25%
Formulae to indicate value after conversion:
1. P/E method: Value = P/E(Y-R(X+Z)ES-(1-TAX)E/T-(1-TAXIN)} = $ 36,924,810
1-(P/E)R
2, P/B method: Value = P/B(B-X-E-M) = $ 37,111,015
1-P/B
3. P/Amethod: Value = P/A(A-X) = $ 37,016,245
1-P/A
VALUATION CORRELATION AND CONCLUSIONS:
Number of Price TOTAL
Shares Per Share VALUE
Value - midrange 3,700,000 $10.00 $ 37,000,000
Minimum - 85% of midrange 3,145,000 $10.00 $ 31,450,000
Maximum - 115% of midrange 4,255,000 $10.00 $ 42,550,000
Superrange - 115% of maximum 4,893,250 $10.00 $ 48,932,500
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KELLER & COMPANY
Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF ACTUAL OFFERING PROCEEDS
First FLSA/First Federal Financial Services, Inc.
At the MINIMUM of the Range

1. Gross Conversion Proceeds

Minimum market value $ 14,152,500
Less: Estimated conversion expenses 643,000
Net conversion proceeds 3 13,609,500

2. Generation of Additional Income
Net conversion proceeds $ 13,509,500
Less: Proceeds not invested @ 707,625
Total conversion proceeds invested $ 12,801,875
Investment rate 0.78%
Earnings increase - return on proceeds invested $ 99,215
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings, net of taxes 21,936
Less: RRP expense, net of taxes 70,196
Net earnings increase 3 7,082

3. Comparative Earnings

Regular Core
Before conversion - 12 months ended 12/31/03 $ 1,613,000 1,613,000
Net earnings increase 7,082 7,082

After conversion $ 1,620,082 1,620,082

4. Comparative Net Worth @

Before conversion - 12/31/03 3 18,719,000
Conversion proceeds 12,235,775
After conversion $ 30,954,775

5. Comparative Net Assets

Before conversion - 12/31/03 $ 120,971,000
Conversion proceeds 13,509,500
After conversion $ 134,480,500

(1) Represents ESOP borrowings.
(2) ESOP borrowings and RRP are omitted from net worth.
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KELLER & COMPANY
Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF ACTUAL OFFERING PROCEEDS
First FLSA/First Federal Financial Services, inc.
At the MIDPOINT of the Range

1. Gross Conversion Proceeds

Midpoint market value $ 16,650,000
Less: Estimated conversion expenses 675,000
Net conversion proceeds $ 15,975,000

2. Generation of Additional Income

Net conversion proceeds $ 16,975,000
Less: Proceeds not invested @ 832,500
Total conversion proceeds invested $ 15,142,500
Investment rate of return 0.78%
Earnings increase - return on proceeds invested $ 117,354
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings, net of taxes 25,808
Less: RRP expense, net of taxes 82,584
Net earnings increase $ 8,963

3. Comparative Earnings

Regular Core
Before conversion - 12 months ended 12/31/03 $ 1,613,000 1,613,000
Net earnings increase 8,963 8,963

After conversion 3 1,621,963 1,621,963

4. Comparative Net Worth @

Before conversion - 12/31/03 $ 18,719,000

Conversion proceeds 14,476,500

After conversion $ 33,195,500
5. Comparative Net Assets

Before conversion - 12/31/03 $ 120,971,000

Conversion proceeds 15,975,000

After conversion $ 136,946,000

(1) Represents ESOP borrowings.
(2) ESOP borrowings and RRP are omitted from net worth.
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WAL Q0 LUNIAINY
Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF ACTUAL OFFERING PROCEEDS
First FLSA/First Federal Financial Services, Inc.

At the MAXIMUM of the Range
1. Gross Conversion Proceeds
Maximum market value $ 19,147,500
Less: Estimated conversion expenses 707,000
Net conversion proceeds $ 18,440,500

2. Generation of Additional Income

Net conversion proceeds $ 18,440,500
Less: Proceeds not invested 957,375
Total conversion proceeds invested $ 17,483,125
Investment rate 0.78%
Earnings increase - return on proceeds invested $ 135,494
Less: Estimated cast of ESOP borrowings 0
Less: Amortization of ESOP borrowings, net of taxes 29,679
Less: RRP expense, net of taxes 94,972
Net earnings increase $ 10,844

3. Comparative Earnings

Regular Core
Before conversion - 12 months ended 12/31/03 $ 1,613,000 1,613,000
Net earnings increase 10,844 10,844
After conversion $

1,623,844 1,623,844

4. Comparative Net Worth @

Before conversion - 12/31/03 3 18,719,000
Conversion proceeds 16,717,225
After conversion 3 35,436,225

5. Comparative Net Assets

Before conversion - 12/31/03 $ 120,971,000
Conversion proceeds 18,440,500
After conversion $ 139,411,500

(1) Represents ESOP borrowings.
(2) ESOP borrowings and RRP are omitted from net worth,
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KELLER & COMPANY
Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF ACTUAL OFFERING PROCEEDS
First FLSA/First Federal Financial Services, Inc.
At the MAXIMUM, AS ADJUSTED

1. Gross Conversion Proceeds

Superrange market value $ 22,019,625
Less: Estimated conversion expenses 744,000
Net conversion proceeds ‘ $ 21,275,625

2. Generation of Additional Income

Net conversion proceeds $ 21,275,625
Less: Proceeds not invested 1,100,981
Total conversion proceeds invested $ 20,174,644
Investment rate 0.78%
Earnings increase - return on proceeds invested $ 156,353
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings, net of taxes 34,130
Less: RRP expense, net of taxes 109,217
Net earnings increase $ 13,006

3. Comparative Earnings

Regular Core
Before conversion - 12 months ended 12/31/03 $ 1,613,000 1,613,000
Net earnings increase 13,008 13,006
After conversion $

1,626,006 1,626,006

4. Comparative Net Worth ?

Before conversion - 12/31/03 $ 18,719,000
Conversion proceeds 19,293,859
After conversion $ 38,012,859

5. Comparative Net Assets

Before conversion - 12/31/03 $ 120,971,000
Conversion proceeds 21,275,625
After conversion $ 142,246,625

(1) Represents ESOP borrowings.
(2) ESOP borrowings and RRP are omitted from net worth.
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KELLER & COMPANY
Dublin, Ohio
614-766-1426

SUMMARY OF VALUATION PREMIUM OR DISCOUNT

Premium or (discount)
from comparable group.

First Federal Average Median
Midpoint:
Pricel/earnings 20.75 x 42.45% 44.94%
Price/book value 69.16 % * (49.51)% (50.08)%
Price/assets 23.53 % 65.84% 75.60%
Priceftangible book value 69.11 % (52.59)% (53.98)%
Price/core earnings 20.75 x 42.11% 41.67%
Minimum of range:
Price/earnings 17.93 x 23.05% 25.20%
Price/book value 65.18 % * (62.42)%  (52.96)%
Price/assets 20.72 % 46.04% 54.63%
Price/tangible book value 65.19 % (55.28)% (56.60)%
Price/core earnings 17.93 x 22.76% 22.38%
Maximum of range:
Price/earnings 23.57 x 61.78% 64.60%
Price/book value 7232 % * (47.20)% (47.80)%
Price/assets 2613 % 84.19% 95.03%
Price/tangible book value 7233 % (50.38)% (51.84)%
Price/core earnings 23.57 x 61.39% - 60.89%
Super maximum of range:
Price/earnings 26.67 x 83.06% 86.26%
Price/book value 7537 % * (44.98)%  (45.60)%
Price/assets 28.83 % 87.98% 99.05%
Price/tangible book value 75.38 % (48.29)% (49.81)%
Price/core earnings 26.67 x 415.79% 82.06%

* Represents pricing ratio associated with primary valuation method.
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LAl DAk A
KELLER & COMPANY, INC.
FINANCIAL INSTITUTION CONSULTANTS
555 METRO PLACE NORTH
SUITE 524

DUBLIN, OHIO 43017
(614) 766-1426
(614) 766-1459 FAX

PROFILE OF THE FIRM

KELLER & COMPANY, INC. is a full service consulting firm to financial institutions,
serving clients throughout the United States from its office in Dublin, Ohio. The firm consults
primarily in the areas of regulatory and compliance matters, financial analysis and strategic
planning, stock valuations and appraisals, mergers and acquisitions, mutual to stock
conversions, conversion/mergers and branching. Since its inception in 1985, KELLER &
COMPANY has provided a wide range of consulting services to over 150 financial institutions
including thrifts, banks, mortgage companies and holding companies located in twenty-three
states and Washington D.C., extending from Oregon to Massachusetts. KELLER &
COMPANY is an affiliate member of numerous trade organizations including American

Bankers Association and America's Community Bankers.

Each of the firm's senior consultants has over twenty-four years front line experience and
accomplishment in various areas of the financial institution and real estate industries. Each
consultant provides to clients distinct and diverse areas of expertise. Specific services and
projects have included financial institution charter and deposit insurance applications, market
studies, institutional mergers and acquisitions, branch sales and acquisitions, operations and
performance analyses, business plans, strategic planning, financial projections and modeling,
stock valuations, fairmess opinions, conversion appraisals, capital plans, policy development
and revision, lending, underwriting and investment criteria, data processing and management

information systems, and incentive compensation programs.

It is the goal of KELLER & COMPANY to provide specific and ongoing services that are
pertinent and responsive to the needs of the individual client institution within the changing
industry environment, and to offer those services at reasonable fees on a timely basis. Inrecent

years, KELLER & COMPANY has become one of the leading consulting firms in the nation.
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CONSULTANTS IN THE FIRM

MICHAEL R. KELLER has over twenty-four years experience as a consultant to the
financial institution industry. Immediately following his graduation from college, Mr. Keller
took a position as an examiner of financial institutions in northeastern Ohio with a focus on
Cleveland area institutions. After working two years as an examiner, Mr. Keller entered Ohio

State University full time to obtain his M.B.A. in Finance.

Mr. Keller then worked as an associate for a management consulting firm specializing in
services to financial institutions immediately after receiving his M.B.A. During his eight years
with the firm, he specialized in mergers and acquisitions, branch acquisitions and sales, branch
feasibility studies, stock valuations, charter applications, and site selection analyses. By the
time of his departure, he had attained the position of vice president, with experience in almost

all facets of banking operations.

Prior to forming Keller & Company, Mr. Keller also worked as a senior consultant in a larger
consulting firm. In that position, he broadened his activities and experience, becoming more
involved with institutional operations, business and strategic planning, regulatory policies and
procedures, performance analysis, conversion appraisals, and faimess opinions. Mr. Keller
established Keller & Company in November 1985 to better serve the needs of the financial

institution industry.

Mr. Keller graduated from Wooster College with a B.A. in Economics in 1972, and later
received an M.B.A. in Finance in 1976 from the Ohio State University where he took

numerous courses in corporate stock valuations.
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JOHN A. SHAFFER has over twenty years experience in banking, finance, real estate

lending, and development.

Following his university studies, Mr. Shaffer served as a lending officer for a large real estate
investment trust, specializing in construction and development loans. Having gained
experience in loan underwriting, management and workout, he later joined Chemical Bank of
New York and was appointed Vice President for Loan Administration of Chemical Mortgage
Company in Columbus, Ohio. At Chemical, he managed all commercial and residential loan
servicing, administering a portfolio in excess of $2 billion. His responsibilities also included
the analysis, management and workout of problem commercial real estate loans and equity
holdings, and the structuring, negotiation, acquisition and sale of loan servicing, mortgage and
equity securities and real estate projects. Mr. Shaffer later formed and managed an
independent real estate and financial consulting firm, serving corporate and institutional

clients, and also investing in and developing real estate.

Mr. Shaffer's primary activities and responsibilities have included financial analysis, projection
and modeling, asset and liability management, real estate finance and development, loan
management and workout, organizational and financial administration, budgeting, cash flow

management and project design.

Mr. Shaffer graduated from Syracuse University with a B.S. in Business Administration, later

receiving an M.B.A. in Finance and a Ph.D. in Economics from New York University.
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Consultants in the Firm (cont.)

JAMES E. CAMPBELL has over twenty-five years experience in the banking and thrift
industry. He served in upper management and was involved in asset and liability management,

lending policy, retail management, public policy and Community Reinvestment Act policy.

From 1969 to 1991 , Mr. Campbell was employed by National City Bank of Columbus, Ohio.
He was appointed Executive Vice President of the Retail Banking Group in 1984. He had
management responsibility for 135 banking officers with over 1,500 associates in Central and

Southern Ohio. He also managed the consumer and real estate functions of the Bank.

Mr. Campbell became Chairman, President and Chief Executive Officer of Jefferson Savings

Bank, West Jefferson, Ohio in 1993 and remained with them until the bank was sold in 1997.

Mr. Campbell graduated from Stonier School of Bank, Rutgers University in 1979.
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EXHIBIT B

RB 20
CERTIFICATION

I hereby certify that I have not been the subject of any criminal, civil or administrative
judgments, consents, undertakings or orders, or any past administrative proceedings
(excluding routine or customary audits, inspections and investigation) issued by any federal
or state court, any department, agency, or commission of the U.S. Government, any state or
municipality, any self-regulatory trade or professional organization, or any foreign
government or governmental entity, which involve:

(1) commission of a felony, fraud, moral turpitude, dishonesty or breach of trust;

(i) violation of securities or commodities laws or regulations;

(iii)  violation of depository institution laws or regulations;

(iv)  violation of housing authority laws or regulations;

(v) violation of the rules, regulations, codes or conduct or ethics of a self-regulatory trade
or professional organization;

(vi)  adjudication of bankruptcy or insolvency or appointment of a receiver, conservator,
trustee, referee, or guardian.

I hereby certify that the statements I have made herein are true, complete and correct to the best of
my knowledge and belief.

Conversion Appraiser

Jil's, ot/ 7

Date 4 Michael R. Keller
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AFFIDAVIT OF INDEPENDENCE

STATE OF OHIO,

COUNTY OF FRANKLIN, ss:

I, Michael R. Keller, being first duly sworn hereby depose and say that:

The fee which I received directly from the applicant, First Federal Savings and Loan
Association, Edwardsville, Illinois, in the amount of $25,000 for the performance of my appraisal
was not related to the value determined in the appraisal and that the undersigned appraiser is
independent and has fully disclosed any relationships which may have a material bearing upon the
question of my independence; and that any indemnity agreement with the applicant has been fully
disclosed.

Further, affiant sayeth naught.

4

K 7/
MICHAEL R. KELLER

Sworn to before me and subscribed in my presence this 8th day of March 2004.

7% Notary Public, State of Ohio

My Commissipn Expires NOQARY PUBLIC
(t z ‘tlo 7

2 :; A,S} JANET M. MOHR QM W W%/
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