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SUGAR CREEK FINANCIAL CORP.

Corporate Profile
22230059
Sugar Creek Financial Corp., headquartered in Trenton, Illinois, is the holding company
forTetip® Bitk. A majority of the outstanding shares of Sugar, Creek Financial Corp:’s
common st owned by Sugar Creek MHC, the mutual holding company ‘of Tempo
acBﬁ'ﬁlaﬁ w% Fmanmal Corp. is quoted on the OTC Bulletin Board under the
symbo! “SUGR.”

Established in'1889, Tempo Bank continues to operate as a community-oriented financial
institution offering traditional financial services to consumers and businesses in our
market area of Trenton and Breese, Illinois and the surrounding communities in Clinton
County, eastern St. Clair County and southeastern Madison County.
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Main Oﬂice _ . ' . .:..,-_. . : N L T -
28 West Broadway Street R e
Trenton, Illinois 62293
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301 North 4th Street,' e,
Breese, Illmons 62230
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Sugar Creek

FINANCIAL CORP

28 WEST BROADWAY

TRENTON, ILLINOIS 62293

(618) 224-9228

NOTICE OF 2008 ANNUAL MEETING OF STOCKHOLDERS

RECORDDATE .. ... ... ...

PROXY VOTING ...........

Trenton, Hlinois
July 14, 2008

2:00 p.m., local time, on Monday, August 18, 2008.

Trenton House Restaurant, 2 East Broadway, Trenton, Illinois,

(n
(2

&)

The election of two directors to serve for a term of three years,

The ratification of the selection of Michael Trokey & Company,
P.C. as our independent registered public accounting firm for fiscal
year 2009,

Such other business as may properly come before the meeting and
any adjournment or postponement of the meeting. The Board of
Directors is not aware of any other business to come before the
annual meeting.

To vote, you must have been a stockholder at the close of business on
June 23, 2008.

It is important that your shares be represented and voted at the meeting.
You can vote your shares by completing and returning the proxy card
or voting instruction card sent to you. Voting instructions are printed on
your proxy or voting inStiuction card and included in the accompanying
proxy statement. You can revoke a proxy at any time before its exercise
at the meeting by following the instructions in the proxy statement.

By Order of the Board of Directors

Qy/@,.%)

Phyllis J. Brown
Vice President and Corporate Secretary

Note: Whether or not you plan to attend the annual meeting, please vote by marking, signing, dating
and promptly returning the enclosed proxy card or voting instruction card.
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"PROXY STATEMENT

s b GENERAL INFORMATION v . o

* This proxy statement is furnishéd in connectich with the solicitation of proxies by the Board of Directors -
of Sugar Creek Financial Corp. ("‘Sugar Creek Financial” or the “Company™) to be used at the annual meet-
ing of stockholders of the Company. The Company is the holding company for-Tempo Bank (the “Bank’)
and the majonty -owned subsidiary, of Sugar Creek MHC (the “MHC”). The annual meeting will be held at
the Trenton House Restaurant, 2 East Broadway, Trenton, lllinois.on Monday, August 18, 2008 at 2: OO p.m,
local ume Thls proxy statement and the enclosed proxy card are bemg first mailed to stockholders on or

about July 14, 2008
R 4t .o Do oo L 1

- INFORMATION ABOUT VOTING
A VR ) Ao

Who Can Vote at the Meeting . g

LN i - .
LI 1 - . 1

You are entitléd’to vote your shares of Sugar CreeK Financial common stock if the records of the
Company show that you held your shares as of the close of business on-June 23, 2008. As of the close of
“business on June 23, 2008, 906,879 shares of Sugar Creek Financial common stock were outstanding. Each
share of common, stock has one vote.. , o . .

The Company ] Chaner prowdes that, until Apn] 3, 2012, record owners of the’ Company s common
stock (other than Sugar Creek MHC) who beneﬁmally own, either directly or mdlrect]y, in excess of 10% of
the Company’s outstandmg shares are not enmled to any vote in respect of the shares held in excess of the
10% limit. ‘

Ownership of Shares; Attendmg the Meeting
You may own shares of Sugar Creek Fmancnal in orle of the followmg ways:
*  Directly in your name as the stockholder of record or "

+ “rIndirectly through;a broker, bank or other holder of record in “street.name.”’

If your shares. are registered, directly;in your name, you are the holder of record of these shares and we
are sending these proxy materials directly to you. As the holder of record, you have the right to give your
proxy directly to us or to vote in person at the meeting.

If you hold your shares in street name, your broker, bank or other holder of record is sending these prox)‘f:
materials‘to you, As the beneficial owner, you have the right to direct your broker, bank or other holder 6f
record how to vote by filling out a voting instruction card that accompanies your proxy materials. Your broker,
bank or other holder of record may allow you to provide voting ‘instructions by telephone or by the Internet.
Please see the instruction card provided by your broker, bank or other holder of record that accompanies this -
proxy statemerit, If you hold your shares in street name, you will need proof of ownership to be admitted to
the meeting. A recent brokerage .statement or letter from a bank or broker are examples of proof of ownership.
If you want to voté your shares of. Sugar Creek Financial common stock held in street name in person-at the
meeting, you must obtain a written-proxy in your name from the broker, bank or other holder of record of
your shares.

! r .

Quorum and Vote Requlred

Quoerum. The annual meetmg w1ll be hcld only |f there is a quorum. A. majority of the outslandmg
shares of Sugar Creek Financial common stock entitled to vote, represemcd at the meclmg in person or by

proxy, constitutes a quorum. , . .




Votes Required for Proposals. In voting on the élection of directors; you may vote in favor of both
nominees, withhold votes as to both nominees or withhold votes as to either nominee, There is no cumulative
voting for the election of directors. Directors are elected by a plurality of the votes cast at the annual meeting.
“Plurality” means that the nominees receiving the largest number of votes cast will be elected up to the
maximum number of directors to be elected at the annual meeting. The maximum number of directors to be
elected at the annual meeting is two. '

In voting to ratify the appointment of Michael Trokey & Company, P.C. as the Company’s independent .
registered public accounting firm, you may vote in favor of the proposal, vote against the proposal or, abstain
from voting. To be approved, this matter requires the affirmative vote of a majority, of the shares rcpresented

at the annual meeting and entitled to vote. . - ' - : Ce

Sugar Creek MHC, the mutual holding company for the Company, owned 55.0% of the outstandmg
shares f common stock of the Company as ‘of June 23, 2008. All shares of common stock‘owned by Sigar °
Creek MHC will be voted in acdordance with the instructions of the Board of Directors of Sugar Creek MHC,
the members of which are identical to the members of the Board of Directors of the Company. Sugar Ciéek
MHC is expected to vote such shares “FOR” each nominee for election as a director and “FOR” ratification
of the appointment of Michael Trokey & Company, P.C. as the Company’s independent registered public
accounting firm. Because Sugar Creek MHC owns in excess of 50% of the outstanding shares of Company
common stock, the votes it casts will ensure the presence of a quorum and determine the outcome. of Proposal
I (Election of Directors) and Prgposal 2 (Rati‘ﬁcation of Independent Registered Public Accoqming F‘irm)l.f

Routiné and Non-Routine Proposals. The rules of the New York Stock Exchange determine whether '
proposals presented at stockholder meetings are routine or non-routine. If a proposal is routine, a broker,”bank
or other entity holding shares for an owner in street name may vote for the proposal without receiving voting
instructions from the owner. If a proposal is non-routine, the broker or other entity may vote on the propesal
only if the owner has prowded voling instructions. A bquer non-vote occurs when. a broker, bank or other
entity holding shares for an owner in street name is unable to vote, on a particular proposal and ‘has not 0y .
received voting instructions from the beneficial owner. The election of directors and the ratification of
Michael Trekey & Company, F.C. as our independent accounting firm for 2009 are currently considered
routine matters.

P S LI
AR [ER RN
How We Count Votes. If you return valid proxy instructions or attend the meeting in person, we will
count your shares for purposes of determining whether ‘thére is a quorum, even if you abstain from voting.

Broker non-votes, if any, also will be counted for purposes of determining the existence of a quorum.
In the election of directors,. votes:that are withheld will have no effect on the outcome of the election:

In counting votes on the proposal to ratify the selection of the independent registered public accounting
firm, abstentions will have-the same effect as a. vote against the proposal. - . o
. !

Votmg by Proxy

This proxy statement is being sent to you by the Board of Directors of the Company to request- that you
allow your shares of the Company common stock to be represented at the annual meeting by the persons -
named in the enclosed proxy.card. All shares.of Company common stock represented at the meeting by -,
properly executed and dated proxy cards will be voted'according to the instructions indicated on the proxy-
card. If you sign, date and return a proxy card without giving voting instructions," your. shares will be voted as .
recommended by the Company’s Board of Directors: The Board of Directors recommends -that you vote
“FOR” each-of the nominees for director-and “FOR?” ratification of the appointment of Michael Trukey
& Company, P.C. as the Company’s independent registered public accounting firm. SRR

If any matter not described in this proxy statement is properly presented at the annual meeting, the
persons named in the proxy card will use their judgment to determine how to vote your shares. This includes |
a motion to adjourn or postpone the meeting to solicit additional proxies. If the annual megting is postponed
or adjourned, your-shares of Sugar’Creek Financial common stock may also be voted by the persons named in
the proxy card on the new meeting date, unless you have revoked your proxy. The Company does not know
of any other matters to be presented at the meeting. ¥




You may revoke your proxy at any time before the vote is taken at the meeting. To revoke your proxy,
you must either advise.the Corporate Secretary of the Company.in writing before your Company common
stock has been voted at the annual meeting, deliver a later-dated valld proxy or attend the meeting and vote
your shares, in person. Attendance at the annual meeting will not in itself constitute revocatlon of YOur proxy.

& A ' )

Participants in the Bank’s ESOP and 401(k) Plan

If you participate in the Tempo Bank Employee Stock Ownership Plan ‘("ESOP") or if you have invested
in Company common stock through the Sugar Creek Financial Corp. Stock Fund (the “Stock Fund™) in the
Tempo Bank Employees’ Savings and Profit-Sharing Plan and Trust (the “401(k) Plan"), you will receive a
voting instruction card for each plan that will reflect all the shares that you may direct the trustees to vote on
your behalf under the respective plans. Under.the terms of the ESQOP, all allocated shares of Sugar Creek
Financial common stock held by the ESOP are voted by the ESOP trustee, as directed by plan participants. All
unallocated shares of Sugar Creek Financial common stock held by the ESOP and all allocated shares for
which no timely votmg instructions are received, are voted by the ESOP trustee in the same proportlon as
shares for which the trustee has received voting mstrucuons subject to the exercnse of its fiduciary dutiés.
Under the terms of the 401 (k) Plan, part1c1pants investing in the Stock Fund through the 401(k) Plan may
direct the Stock Fund trustee how to vole the shares credited to their accounts. The Stock Fund trustee will
vote all shares for which it does not receive timely instructions from part1c1pants based on the final results of
the tabulation. The deadline for returning your voting instruction cards is August 11, 2008.

CORPORATE GOVERNANCE AND BOARD MATTERS

Director Independence

The Company s Board of Directors consrsts of six members who afe elected for terms of three years
one-third of whom are eletted annually Ail of dur directors are mdependent under the current listing stan-
dards of the Nasdaq Stock Market, except for Robet J. 'Strohi, Jt., who is the Chief Executive Officer and
Chief Financial Officer of Sugar Creek Financial, Sugar Creek MHC and Tempo Bank, and Francis J.
Eversman, who is the President and Chief Operating Officer of Sugar Creek Financial, Sugar Creek MHC and
Tempo Bank. In determining the independence of its directors, the Board of Directors considered the legal
services provided to Tempo Bank in the past four years by Mr. Fleming’s law firm and determined the
amounts paid by Tempo Bank for such services were not-material. In addition, the Board considered transac-
tions, relationshi'ps or ari‘angements between the Company, thé Bank- and its directors that are not required to '
be disclosed in this proxy statement under the heading “Transactions with 'Related Persons,” including loans
that the Bank has made directly or mdlrectly with Directors Deieri and Fleming."

Committees of the Board of Directors PR e

" Audit Committee. The Company has a separately designated standmg Audit Committee consrstmg of
directors Trmothy W. Deien, Daniel S. Retlly {Chairperson) and Gary R. Schwend. The Audit Committee
meets periodically with the independent registered public accounting firm and management to.review account-
ing, auditing, internal control structure and financial reporting matters. Each member of the Audit Committee
is independent in.accordance with the listing standards of the Nasdaq Stock Market. The board of directors
has determined that Mr. Reilly is an “audit committee financial expert”, as such term is defined by the rules
and regulations of the Securities and Exchange Commission. The report of the Audit Committee required by
the rules of the Securities and, Exchange Commission is included in this proxy statement: See “Audit
Committee Report.” The Audit Committee operates under a written charter which is available in the Investor
Information portiGh of the Company s websne (www rempobank com). The Audit Committee helcl 3 meetmgs
in fiscal 2008. ¢ S . ‘

[ ‘ ) : '

Other Committees. The Company does not mamtam separately desrgnated cornpematton Or nominating
committees. Based on the number of mdependent diréctors currently serving on the Board, the Company
believes that the functions. customanly attrtbutable to these committees are sufficiently performed by our full
Board of Directors. o . . -




Compensation Processes and Procedures :

The Board of Directors is responsible for overseeing the Company’s and the Bank’s emiployee compensa-
tion and benefit programs, Management develops recommendations for the Board of Directors regarding the
appropriate range of annual salary increases of our employees. Each member of our Board of Directors par-
ticipates in the consideration of executive officer and director compensation. Our Chief Executive Officer and
Chief Financial Officer and President and Chief Operating Officer do not participate in Board discussions or
the roview of Board documents relating to the determination of their compensation.

Nominating Procedures

The Board of Directors is responsible for the annual selection'of its nominees for election as directors
and developing and implementing policies and practices relating to- corporate governance. J

Minimum Qualifications. The Board has adopted a set of criteria that it considers when it selects
individuals not currently on the Board of Directors to be nominated for election to the Board of Directors. A
candidate must meet the ehgiblllty requirements set forth in the Company s Bylaws, which include an age
limitation, a.stock ownership reqmremem and a requirement that the candidate not have been subject to
certain criminal or regulatory actions. A candidate must also meet any quallﬁcanon requirements set forth in
any Board or committee governing documents.  °

.

The Board will consider the following criteria in selecting nominees for initial election or appointment té
the Board: financial, regulatory and business experience; familiarity with and participation in the local com-
munity; integrity, honesty and reputation; dedication to the Company and its stockholders; independence; and
any other factors the Board deems relevant, including age, diversity, size of the Board of Directors and
regulatory disclosure obligations.

In additjon, before nominating an exlslmg director for re-election to the Board of Directors, the Board
will consider and review an existing ¢ dn’ector s Board and commlttee attendance and performance; Iength of
Board service; experience, skiils and contrlbuuons that the cxlstmg director brings to the Board; and the
director’s independence.

Director Nomination Process. 'The process that the Board follows when it identifies and evaluates -
individuals to be nommated for election to the Board of Directors is as follows:

' 4

For purposes of ldennfymg nommees for the Board of Directors, the Board relies on personal contacts of
the Board members, as well as their knowledge of members of the communities served by, Sugar Creek )
Financial. The Board also will consider director candidates recommended by steckholders in accordance with
the policy and procedures set forth below. The Board has not used an independent search firm to identify
nominees.

In evaluating potential nominees, the Board determines whether the candidate is eligible and qualified for
service on the Board of Directors by evaluating the candidate under the selection criteria set forth above. In
addition, the Board will conduct'a check of the individual’s background and 1nterv:ew the candldalc

. Consideration of Recommendations by Stockholders. Tt is the policy of the Board of Directors of the
Company to consider director candidates recommended by $tockholders who appear to be qualified to serve on
the Company’s Board of Directors. The Board may choose not to consider an unsolicited recommendation if
no vacancy exists on the Board of ‘Directors and the Board does not perceive a need to increase the size of the
Board of Directors. To avoid the unnecessary use of the Board's resources, the Board will consider only those
director candidates recommended in' accordance with the procedures set forth below.

Procedures to be Followed by Stockholders. To submit a recommendanon of a director candldate to the
Board of Dlrectors a stockholder should submit the following information i in writing, addressed to the
Chairman of the Board, care of the Corporate Secretary, at the main office of the Company:

(1) The name of the person recommendéd as a director candldate

" (2) All mfoxmatmn relating to such person-that is requlred to be disclosed in solicitations of proxies for
election of directors pursuant to Regulation 14A under the Securities Exchange Act of 1934;




(3) The written consent of the person being recommended as a director candidate to being named in the
proxy statement as a nominee and to serving as a director if elected;, B

(4) The name and address of the stockholder makmg the recommendation, as they appear on the Com-~"
' pany’s books; provided, howevef, that if the stockholder is not a registered-holder 6f ‘the Company s
common stock, the stockholder should submit his or her name and address along with a current '
written statément from the record hélder of the shares that reflects ownership of thé Company’s

. commeon stock; and | ‘ e . e B LU

*

(5) A statement disclosing whether such stockholder is acting’ with- or on behalf of any other person and .
© if applicable, thé identity of such person. R ‘ Sk ' T

.

In order for a director candldate to be consrdered for, normnauon at the Company s annual meetmg of
stockholders the recommendation must be recéived by the Board.of Directors at least 120 calendar days -
before the date the Company’s proxy statement was released to stockholders in connection with the previous
year’s annual meeting, advanced by one year. -

e, ¥ I

Director Compensation

The following table sets forth the compensatlon recewed by non- employee drrectors for thelr service on
our Board of Directors dunng 2008. - v - "

[

' - Fees Earned - s

Y
.- . . ‘ i, or Paid in All Other ,

T o Cash Compensatlon ‘ Total
Name . ‘ .. Co e oo @ Lo 0 ® .
Timothy W. Defen . ..~ . ... ... ... ... L L 6985 e oM 6085
Timothy P. Fleming . ............. e 1,225 0 — 7 11,225
Daniel S. Reilly . .. ... T wes -0 1,625 —_ Ao 7,625
Gary R. Schwend ... ............. e Y 7,345 '- - — oo 1,345

The followmg fables set forth the apphcable retainers and fees that are pard to non- employee dlreclors for
their service on the boards of directors of Sugar Creek Financial and Tempo Bank. Employee directors are
also eligible to receive fees for appraisal reviews and loan approvals Directors do not recerve any fees, for
their service on the board of directors of Sugar Creek MHC. oo tee e

Board of Directors of Tempo Bank: B
BoardMeetingFee'.' ........... [P A $375

Additional Board Fee for Anniral Organization Meeting . . . . ... cet R < v 5 SR
Board Meeting Reconvene Fee . ... ............... e o L $100 o
. Committee Fees for each Appraisal Review ............ P U S T
Committee Fees for each Loan Approval Review: s L . L
Chairman . .......... T, e ..... $.10
Other Loan Committee Members . . . . ............. T s $ 5

Board of Directors of Sugar Creek Finarcial;

“

AnnualRetainer._'..'._:._....',.'.'.l...,..............:..' ......... $1000 I
Audit Committee Chairman Annual Retainer .. ....................., e $l 000
Board Meetings b ' ; E B

Dﬁrlng fiscal 2008, the Boards of Directors of the Company and the Bank jointly held 4 meetingo_. No
director attended fewer than 75% of the meetings of the Board of Directors and Board committees on which
they served in 2008. ‘

B v

Director Attendance at the Annual Meeting of Stockholders

The Board of Directors encourages directors to attend the annual meeting of stockholders. All directors
attended the 2007 Annual Meeting of Stockholders.




R " AUDIE COMMITTEE REPORT ., - . ...

The Company’s management is responsiblé for the Company’s ifiternal ‘controls and financial reporting
process. The independent registered public accounting firm.is responsible for performing an independent audit
of the Company.'s consolidated financial statements and issuing an opinion on the conformity of. those finan-
cial statements with U.S. generally accepted accounting principles. The Audit Committee oversees the
Company’s internal controls and financial reporting process on behalf of the Board of Directors.

In this context, the Audit Committee has met and held discussions with management and the independent
registered public accounting firm. Management represented to the Audit Committee that the Company’s con-
solidated financial statements were prepared in accordance with U.S. generally accepted accounting principles,
and the Audit Committee has reviewed and discussed the consolidated financial statements with management
and the independent reglstered publi¢ accounting firm. The -Audit Committee discussed with the independent
registered public accounting firm matters requnred to be discussed by Statement on Auditing Standards No. 61,
as amended (AICPA, Professional Standards, Vol. 1 AV Section 380), as adopted by the Public Company ‘
Accounting Oversight Board in Rule 3200T, including the quality, not just’the acceptability, of the accounting
principles, the reasonableness of significant judgments, and the clarity of the disclosures in the financial
statements. '

In addmon the Audit Committee has received the written disclosures and the letter frorn the, 1ndepcndent
registered public accounting firm required by the Independence Standards Board Standard No. 1 (Indepen-
dence Discussions With Audit Committees), as adopted by the Public Company Accounting Oversight Board
in Rule 3600T, and has dlscussed with the independent registered public accounting firm the auditors’ indepen-
dence. In concluding that the registered public accounting firm is independent, the Audit Committee
con51dered among other factors, whether the non-audit services provided by the registered public. accounting
firm’ were compatible with its mdcpendencc

“The Audit Committee discussed with the Company’s independent registered public accountlng firm the .
overall scope and plans for their audit. The Audit Committee meets with the independent registered public
accounting firm, with and wnhput management present, to discuss the results of their examination, their
evaluatlon of the Company s 1ntemal controls and the overal] quality of the Company s financial reportlng

In performlng all.of these functions, the Audit Commntec acts ‘only in an oversight capacity. In its over-
sight role, the Audit Committee relies on the work and assurances of the Company’s management, which has
the primary responsibility for financial statements and reports, and of the independent registered public
accounting firm who, in their report, express an opinion on the conformity of the Company’s financial state-
ments to generally accepted accountmg principles. The Audit Committee’s oversight does not provide 1t with
an independent basis to determine that management has maintained appropnate accounting and financial
reporting pnncnples or policies, or appropriate internal controls and procedures designed to assure compliance
with accounting standards and applicable laws and regulations. Furthermore, the Audit Committee’s consider-
ations and discussions with management and the independent registered public accounting firm do not assure
that the Company’s financial statements are presented in accordance with U.S. generaliy accepted accounting
principles, that the audit of the Company’s consolidated financial statements has been carried out in accor-
dance with the standards of the Public Company Accounting Oversight Board or that the Company’s -’
independent registered public accounting firm is in fact “independent.”

In reliance on the reviews and discussions referred to above, the Audit Committee recommended to the
Board of Directors, and the Board has approved, that the audited consolidated financial statements be included
in the Company’s Annual Report on Form 10-K for the year ended March 31, 2008 for filing with the
Securities and Exchange Commission. The Audit Committee has appointed, and the Board of Directors has
approved subject to stockholder ratification, the sefection of the Company’s mdcpendenl reglstered public
accoummg ﬁrm for the fiscal year ending March 31, 2009,

Audit Committee of the Sugar Creek Financial Board of Directors
Daniel S. Reilly — Chairperson” ' '
o . : - Timothy W. Deien.. -
Gary R. Schwend




. STOCK OWNERSHIP. « =~

The following table provides information as of June 23, 2008 about the persons khown to' the Company.
to be the beneficial owners of more than 5% of the Company’s outstanding common stock. A person:may be
considered . to beneﬁcnally own any ';hares of common stock over which he or she has, directly, or indirectly,,

sole or shared voting or investment.power. | _ - J0 . . T "
o - : Al weolae
Percent of
o, . . Lo, !, " .. Numberof .. Common Stock
Name and Address ‘ o o ' ‘" " Shares Owned ' Outstandmg‘”
Sugar, Creek MHC A T TP T T
28 West Broadway. - .. e L. Lo, B
Trenton, 1ilinois 62293 .. .. ... e e em e e o 498784 . 55.0%-

(1) Based on 906,879 sharés of Company common stdck outstandmg and entitled to vote as of June 23,
2008.. o P : . i :

The followmg table provides mformanon as of June 23, 2008 about the shares of Sugar Creek Flnanual
common stock that may be considered to be beneficially owned by each director or nominee for director of
the Company, by those executive oﬁicers of the Company listed in the Summary Compensation Table and all
directors and executive officers of the Company as a group. A person may be considered to beneficially own
any shares of common stock over which he or she has’ dxrectly or mdlrectly, sole ‘or shared votmg or invest-
ment power. Unless otherwise indicated, none of the shares listed are pledged as security and edch of the . !
listed individuals has' sole voting and sole investment power with féspect to thé shares shown.

hEN

Lot RS , L " ) . . ; " . Percent of
) ' T ‘ ' ’ . Number of Common Stock
Name .o oo : - ' . + .. Shares Owned'" -+ Quistanding’®
Timothy W. Deien ... ............ e PPN 100 *
Francis J. Eversman . ............ AR L 10,169 ; 1.12
Timothy P. Fleming .. ... ... ooooooooo e 10,0007 A0
Daniel S. Reilly . ... ... ... e e e e . 1,000 oy
Gary R. Schwend . ... .o te e, Yl 1500 A
Robert J. SOR, ., oot i 10938 . 121
- All-directors and execuuve officers as a group (7 persons) e e, 368660 ’ 4.0{1%
*  Represents less than 1% of the Company’s outstanding shares. "~ ¢ ''» - ° S R s

(1) Includes shares allocated.to the account of individuals under,the Bank!s ESOP with respect to which:
individuals have voting but not investment power as-follows: Mr. Eversman — 354; Mr. Stroh —435; 5,

and, for all executive officers not individually listéd in the table — 215. . S
(2) Based on-906, 879 shares of Company common stock outstanding and entitled to vote as of June 23 a
2008. ‘ 5 . .o Vi. L gu
] . . ¢
' 1 . LA



ITEMS TO BE VOTED ON BY STOCKHOLDERS

Item 1 — Election of Directors

The Company’s Board of Directors consists of six membeérs who are elected -for terms of three years,
one-third of whom are elected annually. The Board of Directors’ nominees for election this year to serve for a’
three-year term or until their respective successors have been elected and qualified are Messrd, Fleming and
Reilly. Both of the Board's nominees are current directors of the Company and the Bank.

" It is intended that the proxies solicited by the Board of Directors will be voted for the election of the
nominees named above. If any nominee is unable to serve, the persons named in the proxy card would vote
your shares 1o approve the election of any substitute nominee proposed by the Board of Directors. Alterna-
tively, the Board of Directors may adopt a resolution to reduce the size of the board. At this time, the Board
of Directors knows of no reason why any nominee might be unable to serve.

The Board of Directors recommends a vote “FOR” the election of both nominees.

Informaticn regarding the Board of Directors’ nominees and the directors continuing in office is provided
below. Unless otherwise stated, each person has held his or her current occupation for the last ﬁve years. Agcs
presented are as of March 3| 2008. :

1

Board Nominees for Terms Ending in 2011

Timothy P, Fléming is ah attorney and shareholder-in the law firm Fleming & Fleming, LTD and also
serves as the ﬁrm s president. Fleming & Fleming has provided general legal advice to Tempo Bank since °
1996. Age 61. Director of Tempo Bank since 1996. Director of Sugar Creek MHC and Sugar Creek Financial
since 2007,

Damel S Reilly retired as a partner in the accounting firm of KPMG LLP in 1998. Age 66, Director of
Tempo Bank\smce October 2006. Director of Sugar Creck MHC and Sugar Creek Financial since 2007.

Directors Continuing in Office

T_he following directors have terms ending in 2009:

*

Gary R. Schwend is the owner and president of Trenton Processing Center, a meat processor. Age 53.
Director of Tempo Bank' since 2000. Director of Sugar Creek MHC and Sugar Creek Financial since 2007.

Timothy W. Deien is the dealer principal of Deien Chevrolet, an automobile dealership. Age 42. Director
of Tempo Bank since December 2003. Director of Sugar Creek MHC and Sugar Creek Financial since 2007,

The folluwmg directors have terms ending in 2010:

Robert J. Stroh, Jr. has been the Chairman of the Board, Chief Executive Officer and Chief Financial
Officer of Tempo Bank since 1992. Previously, Mr. Stroh served as President and Treasuter since 1980.
Mr. Stroh, Jr. has served as the Chairman of the Board, Chief Executive Officer and Chief Financial Officer of
Sugar Creek MHC and Sugar Creek .Financial since their formation in April 2007. Age 60. Director of Tempo
Bank since 1976. Director of Sugar Creek MHC and Sugar Creek Financial since 2007.

Francis J. Eversman has been the President and Chief Operating Officer of Tempo Bank since 1993,
Previously, Mr. Eversman served as Vice President and Corporate Secretary since 1980. Mr. Eversman has
served as President and Chief Operating Officer of Sugar Creek MHC and Sugar Creek Financial since their
formation in April 2007. Age 57. Director of Tempo Bank since 1980. Director of Sugar Creek MHC and
Sugar Creek Financial since 2007.

Item 2 — Ratification of Independent Registered Public Accounting Firm

The Audit Committee of the Board of Directors has appointed Michael Trokey & Company, P.C. to be
the Company’s independent registered public accounting firm for the 2009 fiscal year, subject to ratification by
stockholders. A representative of Michael Trokey & Company, P.C.is expected to be present at the annual
meeting to respond to appropriate questions from stockholders and will have the opportunity to make a
statement should he or she desire to do so.




If the ratification of the appointment of the independent régistered public accounting firm is not approved
by a majority of the shares represented at the annual meeting and entitled to vote, the Audit Committee of the

‘Board of Directors will consider other independent registered public accounting firms. .

The Board of Directors recommends a vote “FOR” the ratification of the appomtment of the
independent registered public accounting firm. ' -

4

Audit and Other Fees. The following table sets forth the fees billed to the Company for the fiscal years
ending March 31, 2008 and March 31, 2007 for services provided by, Michael Trokey & Company, PC.

. e . l - ' ) 2008 - : 2007
Audit Fees' Voo, $22,690 . $22,640,
Audit-Related Fees™ .. ... ... ... [P PR 50,558 $50,000
CTax Feest™ 3,000 3,000

All.Other Fees . . ... e . . e ' — -

{1} For 2008 and 2007, includes fees for the financial statement audit and quarterly reviews.
{2) For 2008 and 2007, includes fees related to the initial public offering of Sugar Creek Financial.
(3) For 2008 and 2007, includes fees related to tax compliance, tax advice and tax planning.

Pre-Approval of Services by the Independent Registered Public Accountmg Firm, ~The Audit i
Committee is responsnb]e for appomtmg, seiting compensation and overseeing the work of the independent
registered public accountmg\ firm. In accordance with its charter, the Audit Committee approves, in advance,
all audit and permissible non-audit services to be performed by the independent registered public accountmg
firm. Such approval process ensures that the external auditor does not provide any non-audit services to the
Company that are.prohibited by law or regulation.

In addlu(m the Audit Commlttec has established a pohcy regardmg pre-approval of all audit and perrms-
sible non- audit services prov1ded by the independent, regls[ered public accounting firm. Requests for services
by the independent regxslered pub]:c Aaccounting firm for compliance with the auditor services policy must be
spec1ﬁc as to the particular services to be provnded The request may be made with respect to either specific
services or a type of service for predictable or recurring services.

During the year ended “March 31,_20Q§, all Servicé's‘wellre approved, in adiﬁance, by the Audit Committee
in compliance with these procedures.




EXECUTIVE COMPENSATION .

Summary Compensation Table - sl

The following information is furnished for the principal executive officer and the. other most highly .
compensated executive officers of the Company whose total compensation for the 2008 fiscal year exceeded
$100,000.

Name and Principal Position Year Salary™ Bonus' Cot:lilpglt:aelli-on ' Total '
Robert J. Stroh, Jr. 2008 $120543  § 6,771 $9,182 $136,496
EZ:;{ Lxecutive 3§§§§; and 2007 112,249 14,022 5,293 131,564
Francis J. Eversm‘an. 2008 97.976 5,724 7,407 111,107
Drfoment and Chief Operating 2007 92,132 11853 4402 108,387 -

(t) For 2008, includes loan approval and appraisal review fees of $260 for each of Mr. Stroh and
Mr. Eversman. For 2007, includes loan approval and appraisal review fees of $390 for each of Mr, Stroh
and Mr. Eversman.

Employment Agreements. Tempo Bank and Sugar Creek Financial each entered into employmem
agreements with Robert J. Stroh, Jr. and Francis J. Eversman (referred to below as “executive” or
“executives’) effective Apnl 13, 2007. Under the agreemems which have essentially identical prowsmns
Sugar Creek Financial makes any payments not made by Tempo Bank under |ts agreements ‘with cxecuuves
but the executives do not receive any duplicative payments.

The employment agreements each provide for three-year terms, subject to annual renewal by the board of
directors for an additional year beyond the then-current expiration date. The current base salaries for Mr. Stroh
and Mr. Eversman are $118,447 and $97,836, respecuvely The agreements also provide for the executives’
participation in employee benefit plans and programs maintained for the benefit of senior management person-
nel, including dlscreuonary bonuses, participation in stock based beneﬁt plans, and certdin fnnge benefits as
described in the agreements.

Under the terms of the agreements, Tempo and Sugar Creek Financial will pay the executives for reason-
able costs and attorneys’ fees associated with the successful legal enforcement of the parties’ obligations under
the employment agreements. The employment agreements also provide for the' indemnification of the execu-
tives to the fullest extent legally permissible. Upon termination of employment other than involuntary
termination in connection with a change in control, each executive will be required to adhere to a one-year
non-competition provision in the agreements.

Other Potential Post-Termination Benefits

Payments Made Upon Termination for Cause. Upon termination of employment for cause, as defined
in the agreement, the executive will receive no further compensation or benefits under the agreement.

Payments Made Upon Voluntary Termination and Termination without Cause or for Good Reason. If
Sugar Creek Financial or Tempo Bank terminates an executive for reasons other than cause, or if an executive
resigns after the occurrence of specified circumstances that constitute constructive termination, the executive,
or, upon his death, his beneficiary, will receive a lump sum cash payment equal to his base salary for the
remaining term of the agreement. Executives will also continue to participate in any benefit plans of Tempo
Bank or Sugar Creek Financial that provide medical, dental and life insurance coverage for the remaining
term of the agreements, under terms and conditions no less favorable than those provided to executives during
the same time period. If Sugar Creek Financial or Tempo Bank cannot provide coverage because the execu-
tives are no longer employed, comparable coverage on an individual basis or a cash equivalent will be
provided.
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Payments Made Upon.a Change in Control. 'vlndér the employment agreements, if the executive is
involuntarily terminated, or terminates voluntarily’ under certain cifcumstances specified in the agreement,
within one year of a change in controt, he will receive.a severance payment equal to, three, times his average
taxable compensatlon (as reported on Form W-2) for the five precedmg years, or his penod of employment if
less than five years. Executwes wrll also continue 10 part1c1pate in any beneﬁt plans of Tempo Bank or, Sugar
Creek Fmanmal that provrde medlcal dental and llfe insurance coverage for the remaining term of the agree-
ments, under terms and conditions no less favorable than those provrded to executives dunng the same term
period. If Sugar Creek Financial or Tempo Bunk cannot provide coverage because the executives are no
longer employed, comparable coverage on an individual basis or a cash equivalent will be provided. Coverage
will cease upon the earlier of death, employment by another employer or 36 months from termination of
employment o o - . . o b

The agreements also provrde for the reduction of change in, control payments t0 the e},(ecutwes to the
extent necessary to ensure that they, will not receive “‘excess parachute payments” under Section 280G of the
lnternal Revenue Code, and therefore will not be subject to the 20% excrse tax 1mposed on such payments
under Section 4999 of the lnternal Revenue Code.

L aat *

Payments Made Upon Disability. . Under the employment agreements, upon the executive’s disability, as
defined in the agreements, the executive will receive an amount equal to 100% of his base salary until the
earlicr of the date he returns to full- ume employmem his death, his attainment of age 65, or the exptratlon of
the agreemem We will also contmue 1o’ pay the costs of the executlves and their dependants lrfe health and
dental co\'erage for the remdmmg term of the agréement. ' Coor e

- L L FYRER :
Payments Made Upon Death. . Under. the employment agreements, upon the executive’s death the. .
executive’s beneficiary will receive the compensation due to -the executive throughthe last day. of the calendar

month in which his death occurred.

OTHER INFORMATION RELATING TO
EXECUTIVE OFFICERS AND DIRECTORS

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires the Company’s executive officers and -
directors, and persons who own more than 10% of any registered class of the Company’s equity securities, 0
file reports of ownership and changes in ownership with the Securities and Exchange Commission. Executive
officers, directors and greater than 10% stockholders are required by regulation to furnish the Company with
copies of all Section 16{a) reports they file.

Based solely on its review of the copies of the reports it has received and written representations pro-
vided to the Company from the individuals required to file the reports, the Company believes that each of its
executive officers and directors has complied with applicable reporting requirements for transactions in Sugar
Creek Financial common stock during the year ended March 31, 2008,

Transactions with Related Persons

A number of the Company’s directors and their associates are customers of the Bank. All extensions of
credit made to them are made in the ordinary course of business on substaniially the same terms, including
interest rates and collateral, as those prevailing at the time for comparable transactions with others, and do not
involve more than normal risk of collectibility or present other unfavorable features. None of such credits are
past due or are classified as non-accrual, restructured or potential problem loans.
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- SUBMISSION OF BUSINESS PROPOSALS - .
AND STOCKHOLDER NOMINATIONS . . .. b

The Co'm’pany must feceive propdsals that stockholders seek to have included in the proxy statement for
the Company’s next annual meeting no later than March 16, 2009. If next year’s annual fneetmg is held on a
date more than 30 calendar days from August 18, 2009, a stockholder proposal must ‘be received by a reason-
able time before the’ Company begms to print and mail its proxy solicitation materials. Any stockholder o
proposals will be subject to the requirements of the proxy mles adopted by the Securities and Exchange
Commlssmn

v
«

The Company’s Bylaws provide that in order for a stockholder to make nominations for the election of
directors or proposals for business to be brought before the annual meeting of stockholders, a stockholder -
must deliver written notice of such nominations and/or proposals to the Corporate Secretary not less than
30 days before the date of the annual meeting; provided that if less than 40 days notice or prior public
disclosure of the date of the meeting is given or made to stockholders, such notice must be received not later
than the close of the tenth day following the day on which nouce of the date of the meeting was marled to
stockholders or such public disclosure was made.

. o STOCKHOLDER COMMUNICATIONS

The Company encourages stockholder commumcanons 0 the Board of Directors andfor mdmdual
directors. Stockholders who wish to communicate with the Board of Directors or an individual dlrector should
send their communications to the care of Phyllis J. Brown Corporate Secretary, Sugar Creek Financial, ’

28 West Broadway, Trenton, Illinois 62293, Communications regarding financial or. accountmg policies should
be sent to the attention of the Chairperson of the Audit Committee. . - o

-
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MISCELLANEOUS

The Company will pay the cost of this proxy solicitation. The Company will reimburse brokerage firms
and other custodians, nominees and fiduciaries for reasonable expenses incurred by them in sending proxy
materials to the beneficial owners of the Company. In addition to soliciting proxies by mail, directors, officers
and regular employees of the Company may solicit proxies personally or by telephone. None of these persons
will receive additional compensation for these activities.

If you and others who share your address own your shares in ‘‘street name,” your broker or other holder
of record may be sending only one annual report and proxy statement to your address. This practice, known
as “householding,” is designed to reduce our printing and postage costs. However, if a shareholder residing at
such an address wishes to receive a separate annual report or proxy statement in the future, he or she should
contact the broker or other holder of record. If you own your shares in *“street name’ and are receiving mul-
tiple copies of our annual report and proxy statement, you can request householding by contacting your broker
or other holder of record,

Whether or not you plan to attenclj the annual meeting, please vote by marking, signing, dating and
promptly returning the enclosed proxy card in the enclosed envelope.

: By Order of the Board of Directors

Phyliis J. Brown
Vice President and Corporate Secretary

Trenton, Illinois
July 14, 2008
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United States
Securities and Exchange Commission
Washington, D.C. 20549

F ORM 10-K

- ['Xi ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURIT[ES EXCHANGE
ACT OF 1934

For the fiscal year ended March 31, 2008

{] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACTOF 1934 .

o

A _n’ I
For the transition period from to

Commission File Number: 0-52532

" SUGAR CREEK FINANCIAL CORP

(Exact name of registrant as specified n its ¢ arter)

1

. " United States _ 74.3210459

(State or other jurisdiction of ' ) _ (I.R.S. Employer Identification No.)
incorporation or organization) :
28 West Broadway, Trenton, lllinois 62293
{Address of principal executive offices) o o (Zip Code) .

Registrant’s telephone number, including area code: (618) 224-9228
Securities registered under Section 12(b) of the Act: None
Securities registered under Section 12(g) of the Act:

Common Stock, par value $0.01 per share e ‘
(Tn‘.le of class) ‘

Indicate by check mark if the registrant is a well known seasoned i |ssuer as defined in Rulé 405 of the
_Securities Act. Yes _ No _ X

Wy

Indicate by check mark if the reglstrant is not reqmred to f'lle reports pursuant to Section ]3 or 15(d) of the
Act. Yes __ No X

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

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

X

i PR VoL 1 ~

. . s . 1° . PR .
Indicate by check mark whether the registrant is a large accelerated filer, an acce]erated filer, a non-
accelerated filer, or a smaller reporting company. See definition of “large accelerated filer,” “accelerated filer” and
“smallér reporting company” in Rule 12b-2 of the Exchange Act. (Check one)

Large Accelerated Filer (O ., - . . : yAccelerated Filer O3

Non-Accelerated Filer [] o Smaller Reporting Company
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is 'a shéll company (as defined in Rule 12b-2 of the Act).
Yes __ No _X_ .

The issuer’s revenues for its most recent fiscal year were $5.2 million.

' The aggregate market value of the voting and non-voting common equity held by non-affiliates at
September 30, 2007 was $3.67 million. Solely for purposes of this calculation, the shares held by Sugar Creek
MHC and the directors and executive officers of the issuer are deemed to be held by affiliates.

As of June 10, 2008, the issuer had 906,879 shares of common stock outstanding. +
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the 2008 Annual Meeting of Stockholders are incorporated by i
reference in Part I1I of this Form 10-K.
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This report contains certain '‘forward-looking statements ™ within the meaning of the federal securities. , - .
laws that are based on assumptions and may describe future plans, strategies and expectations of Sugar Creek
Financial Corp. (the “Sugar Creek Financial” or "Company "}, Sugar Creek MHC and Tempo Bank: (the 'Bank").
These forward-looking statements are generally identified by terms such as, “expects,”’ “believes,;” “anticipates,”
“infends, " “estimates, rojects” and-similar expressions. -~ . o ‘ RS

* [ .o o v . 1. ER

Management s ability to predict results or the actual effect of future pl'ans or strategies is inherent] fy
uncertain. Factors which could have a material adverse effect on the operations of Sugar Creek Financial and its
subsidiaries include, but are not limited ro, the following: interest rate trends; the general economic climate in the
market area in which we operate, as well as nationwide, our ability to contral costs and expenses; compelitive
products and pricing; loan delinquency rates and changes in federal and state legislation and regulation: These
risks and uncertainties should be considered in evaluating the forward-looking statements and undue veliance
should not be placed on such statements. We assume no obhgauon to updale any forward-looking statements.

. ¥ -t i e ’ v ?
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ITEM1.  BUSINESS o T

General : SR A , L

Sugar Creek Financial was organized as a federal corporation at the direction of Tempo Barik in connection
with the'reorganization of the Bank from the mutual form of organization to the mutual holding company form of
organization: The reorganization was completed on April 3, 2007} In the reorganization, Sugar Creek Financial .
issued a tota} of 906,879 shares of common stock, selling 408,095 shares of its common stock to the publicand « -
issuing 498,784 shares of its common stock'to Sugar Creek MHC, the mutual holding company of the Bank. In*-
addition, a contribution of $50,000 was made to capitalize Sugar Creek MHC. Costs incurred in connection with the
common stock offering (approximately. $679,000) were recorded as a reduction of the proceeds from the offering.
Net proceeds from the common stock offering amounted to approximately $3.0 million, after deduction of
conversion costs and uneamed compensatlon of $355,000 related to shares lssued to the ESQOP.. .- o

As aresult. of the reorgamzatlon Tempo Bank is a wholly owned subsndtary of Sugar Creek Financial, *
which is a majority-owned subsidiary of Sugar.Creek MHC: Sugar Creek Financial’s business activities primarily” .
consist of the ownership of the outstandmg Capltal stock of Tempo Bank. Sugar Creek Financial neither owns nor
leases any property buf instead uses the premises, equipment and'other property of Tempo Bank with the-payment of
appropriate rental-fées, under the tefms 6f an expense’ allocation agreement. In the-future, Sugar Creek Financial
may‘acquire or organize other operating subsidiaries; however, there are'nc current plans, arrangements, agreerents
or understandings, written or oral, to do'so. Sugar Creek Financial has no significant a$sets, .other than-all of the
outstanding 'shares of Tempo Bank and no significant liabilities.- Accordingly, the information set forth in thlS Teport,
including the consolidated financial stateménts and related ﬁnancm] data, relates prlmanly to Tempo Bank: ~

Cte e N R .

Tempo Bank was originally chartered in 1889 as an Illinois state-chartered mutual bulldmg and loan
association named “Trenton Building and Loan Association.” Tempo Bank converted to a federally chartered
savings bank in 1989 and changed its name to “Tempo Bank A Federal Savmgs Bank Tempo Bank adopted its
presem name in October 2006 o S BN

v T R P "

' *Sugar Creek MHC is our federally chartered mutual - holdmg company parent. As a mutual holdmg
company; Sugar Creek MHC is a non-stock company that has as its members the depositor.and certain-borrowers of
Tempo Bank. Sugar Creek MHC does not engage in any business activity.other than ownmg a majorlty oflhe
common stock of Sugar Creek Financial.. ~+ . . L A N

' e a e, ., Ao < ‘
Our website address is www.tempobank.com. Information on our'website should not be conSIclered a part L
of this Form 10-K. -




Market Areas - o ' .
We are headquartered in Trenton, [llinois. In addition to our main office, we operate a full-service branch
office in Breese, Illinois. Trenton and Breese are in Clinton County, Illinois, approximately 35 miles east of St. *
Louis, Missouri. Historically, substantially all of our loans were made to borrowers who resided within . .-
approximately 18 miles of our main office, which includes the communities in Clinton County, eastern St. Clair
County and southeastern Madison County. :

1 .
LY

The communities served by Tempo Bank are economically diverse. The communities in Clinton County
and southeastern Madison County are generally rural and have an agriculturally-based economy. St. Clair County,
Illinois is immediately due east of St. Louis, Missouri and is home to Scott Air Force Base. The communities that
we serve in eastern St. Clair County were once dominated by agriculture. In the past several years, however, as the
St. Louis metropolitan area has expanded in Iilinois, the communities in eastern St. Clair County have experienced
economic expansion and now consist of a diverse blend of industries, urban centers and significant corporate
investment.

Compefition o N

We face significant competition for the attraction of deposits and origination of loans. Our most direct -
competition for deposits has historically come from the many financial institutions operating in our market area and,
to a lesser extent, from other financial service companies such as brokerage firms, credit unions and insurance
companies. Several large holding companies operate banks in our market area, including Bank of America, U.S.
Bancorp and Regions Financial.Corporation. These institutions are significantly larger than us and, therefore, have
significantly greater resources. We also face competition for investors’ funds from money market funds, mutual
funds and other corporate and government securities. At June 30, 2007, which is the most recent date for which data
is available from the Federal Deposit Insurance Corporation, we held 7.01% of the deposits in Clinton County,
[Illinois, which was the sixth largest market share out of 12 institutions.with offices in Clinton County. . Yo

Our competition for loans comes primarily from financial institutions in our market-area and, to a lesser .
extent, from other financial service providers, such as mortgage companies and mortgage brokers. Competition for
loans also comes from the incéreasing number of non-depository financial service companies entering the mortgage
market, such as insurance compames securitics companies and Spe(:lalty finance companies.

We expect competmon to remain mtense in the future as a result of leglslatlve regulatory and technolog:cal
changes and the.continuing trend of consolidation in the financial services industry. Technological advances, for
example, have Jowered barriers to entry, allowed banks to expand their geographic reach by prov:dlng services over
the Internet and made it possible for non-depository institutions to offer products and services that traditionally have
been provided by banks. Changes in federal law permit affiliation among banks, securities firms and insurance
companies, which promotes a competitive environment in the financial services industry.” Competition for deposits
and the origination of loans could limit our growth in the future.

Lending Activities Poov o e oL K ~

One- to Four-Family Residential Loans. We offer three types of residential mortgage loans: fixed-

_ rate loans, balloon loans and adjustable-rate loans. We offer fixed-rate mortgage loans with terms of 10, 15 or 30
years and balloon mortgage loans with terms of three, five, 10 or 15 years. We'offer.adjustable-rate mortgage ioans
with interest rates and payments that adjust annually or every three years. Interest rates and payments on our
adjustable-rate loans generally are adjusted to a rate equal to a percentage above the one year U.S. Treasury index.
The maximum amount by which the interest rate may be increased or decreased is generally 2.0%. per adjustment
period and the lifetime interest rate cap is generally 6.0% over the initial interest rate of the lean. Our current

- practice is to retain all mortgage loans that we originate in our loan portfolio. ‘

Borrower demand for adjustable-rate or balloon loans compared to fixed-rate loans is a function of the level
of interest rates, the expectations of changes in the level of interest rates, and the difference between the interest
rates and loan fees offered for fixed-rate mortgage loans as compared to the interest rates and loan fees for
adjustable-rate or balloon loans. The relative amount of fixed-rate, balloon and adjustable-rate mortgage loans that
can be originated at any time is largely determined by the demand for each in a competitive environment. The loan
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fees, interest rates and other provisions of mortgage loans aré determmed by us on'the basis of our own pncmg
criteria and competmve market conditions.

While one- to,four-family residential real estate loans are.normally originated with up to 30-year terms,

- such loans typically remain outstanding for substantially shorter periods because borrowers often prepay their loans

in full.either upon sale of the property pledged as security or upon refinancing the original loan. Therefore, average
loan maturity is a function’of, among other factors, the level of purchase and sale activity in the real estate market, .
prevailing interest rates and the interest rates payable on ocutstanding Ioans We do not offer loans with negative
amortization and generally do not offer interest only loans. . . "

We generally do not make high loan-to-value loans {defined as loans with a loan-to-value ratio of 90% or
more) without private mortgage insurance. We require all properties securing mortgage loans to be appraised by a
board-approved independent appraiser. We generally require titie insurance on al! first mortgage loans. Borrowers
must obtain hazard insurance, and flood.insurance is required for loans on properties located in a flood zone:

- . Lo t ' ‘.

Commercial and Multi-Family Real Estate L oans. We.occasionally offer fixed-rate, balloon and
adjustable-rate mortgage loans secured by commercial and multi-family real estate. Our commercial and multi-
family real estate loans are generally secured by apartment, retail, restaurant and office/warehouse buildings.

While the terms of our commercial and multi-family real estate loans are set on a case by case basis,
generally these loans are balloon loans with terms of three, five, 10 or 15 years. Loans.are secured by first .
mortgages, and amounts generally do not exceed 85% of the property’s appraised value. CL

As of March 31, 2008, our largest (;c;mmercial or multi-family real estaté loan was $774,000 and was
secured by a commercial bmldmg This loan was performing in accordance with its orlgmal terms at March 31,
2008. : . v

Land Loans. We also originate._fixed-rate,loans secured by unimproved land.. Qur land loans generatly
have terms of 15 years or less and loan amounts generally do not exceed 85% of the lesser of the appraised value or
the purchase price. As of March 31, 2008, our largest land loan was $226,000 and was secured by undeveloped land.
This loan was performing in accordance with its original terms at March 31, 2008.

Consumer Loans. Ourconsumer loans consist primarily of new and used automobile loans and home
equity loans. We occasionally make loans secured by deposit accounts. » “

Our automobile loans have fixed interest rates and generally have terms up to five yeérs for new
automobiles and four years for used automobiles. We will generally offer automobile loans w1th a maximum loan-
to-value ratio of 90% of the purchase prlce of the vehicle.
. | : A S .
. We generally offer home equity loans with a maximum combined loan to value ratio of 89% or less. Home
equity loans have fixed interest rates and terms that typically range from one to 15 years. '
The procedures for underwriting consumer loans include an assessment of the applicant’s payment history
on other debts and ability to meet existing obligations and payments on'the proposed loan. Although the applicant’s
creditworthiness is.a primary consideration, the underwriting process also includes a comparison of the value of the

collateral, if any, to the proposed loan amount. .. P . Lo
Loan Underwriting Risks . *

Acﬂustabie-Rate Loans. While we anticipate that adjustable-rate loans will better offset the adverse

, effects of an increase in interest rates as compared to fixed-rate mortgages, an increased monthly mortgage payment

required of adjustable-rate loan borrowers in a rising interest rate environment could cause an increase in
delinguencies and defaults. The marketabllnty of the underlying property also may be adversely affected ina high
interest rate environment. In addition, although adjustable-rate mortgage loans make our asset base more responsive
to changes in interest rates, the extent of this interest sensitivity is limited by the annual and hfetlme interest rate
adjustment limits.
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Commercial and Multi-Family Real Estate Loans and Land Loans. Loans secured by multi-family .
and commercial real estate generally have larger balances and involve a greater degree of risk than one- to four-
family residential mortgage toans, Of primary concem in commercial and multi-family real estate lending is the
borrower’s creditworthiness and the feasibility and cash flow potential of the project. Payments on loans secured by
income properties often depend on successful operation and management of the properties. Loans secured by *
undeveloped land generally involve greater risks than residential mortgage lending because land loans are more
difficult to evaluate. If the estimate of value proves to be inaccurate, in the event of default and foreclosure, we may
be confronted with a property the value of which is insufficient to assure full repayment. As a result, repayment of
commercial and multi-family real estate and land loans may be subject to a greater extent than residential real estate
loans, to adverse conditions in the real estate market or the economy. In reaching a decision on whether to make a
commercial or multi-family real estate loan or a land loan, we consider and review a global cash flow analysis of the
borrower and consider the net operating income of the property, the borrower’s expertise, credit history and
profitability and the value of the underlying property. We have generally required that the properties securing these
real estate loans have debt service coverage ratios (the ratio of earnings before debt service to debt service) of at
least 1.25. An environmental survey or environmental risk insurance is obtained when the possibility exists that
hazardous materials may have existed on the site, or the site may have been impacted by adjommg properties that
handled hazardous materials.

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

+ Loan Originations, Purchases and Salfes. Loan originations come from a number of sources. The
primary source of loan originations are real estate agents and home builders, existing customers, walk-in traffic, -
advertising and referrals from customers. We generally originate loans for our portfolio and generally do not -
purchase or sell loans or participation interests in loans.

Loan Approval Procedures and Authority. Our lending activities follow written, non-discriminatory,
underwriting standards and loan origination procedures established by our board of directors and management. The
board of directors has granted loan approval authority to certain officers or groups of officers up to prescribed limits,
based on the officer’s experlence and tenure. All'loans over $50,000 must be approved by the loan committee of the
board of directors. ! - ‘

Loans to One Borrower. The maximum amount that we may lend to one borrower and the borrower’s
related entities is limited, by regulation, to generally 15% of our stated capital and reserves. At March 31, 2008, our
regulatory limit on loans to one borrower was $1.3 million. At that date, our largest lending relationship under the
regulatory limit was $891,000, secured by several single-family rental properties.

Loan Commitments. We issue commitments for fixed- and adjustable-rate mortgage loans conditioned
upon the occurrence of certain events. Commitments to originate mortgage toans are legally binding agreements to
lend to our customers. Generally, our loan commitments expire after 60 days. ;

Investment Activities

We have legal authority to invest in various types of liquid assets, inciuding U.S. Treasury obligations,
securities of various federal agencies and of state and municipal govetnments, mortgage-backed securities and
certificates of deposit of federally insured institutions. Within certain regulatory limits, we also may invest a portion
of our assets in corporate securities and mutual funds. We also are reqmred to mamtam an investment in Federal
Home Loan Bank of Chicago stock - .

At March 31, 2008, our investment portfolio totaled $1.7 million, or 1.92% of total assets, and ‘consisted
solely of our investment in Federal Home Loan Bank of Chicago stock.
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Our investment objectives are to provide and maintain liquidity, to establish an acceptable level of interest |
rate and credit risk, to provide an alternate source of low-risk investments when demand for loans is weak and to
generate a favorable return. Our board of directors has the overall responsibility for the investment portfolio,
including approval of our investment policy. The board of directors is also responsible for implementation of the,
investment policy and monitoring our investment performance. .Our board of directors reviews the status of our
investment portfolio on a monthly basis, or more frequently if warranted. -

Deposit-Activities and Other Sources of Funds
i ‘ ‘ 1

Generai Deposits, borrowmgs and loan repayments are the major sources of our funds for lendmg and
other investment purposes. Scheduled loan repayments are a relatively stable source of funds, while deposit inflows
and outflows, and loan prepayments are, sxgmﬁcantly influenced by general interest rates and money market
conditions. . . . ot '

. . D f ; 4 ) L R . K -
Deposit Accounts. Substantially all of our depositors are residents of [llinois.- Deposits are attracted
from within our market area through the offering of a broad selection of deposit instruments, including non-interest-
bearing NOW accounts, interest-bearing demand accounts (such as NOW and money market accounts), savings
accounts and certificates of deposit. In addition to accounts for individuals, we also offer commercial checking
accounts designed for the businesses operatmg in our markct area. We do not have any brokered deposits.

L | o )

Deposit acu)unt lerms vary accordmg o the minimum balance required, the time penods the funds must
remain on deposit and the interest rate, among other factors. In determining the terms of our deposit accounts, we
consider the rates offered by our competition, our liquidity needs, profitability to us, and customer preferences and
concerns. We generally review our deposit mix and pricing weekly. Our deposit pricing strategy has generally been
to offer competitive rates and to be in the middle of the market for rates on all types of deposit products.

., Borrowings. We utilize.advances from the Federal Home Loan Bank-of Chicago to supplement our
investable funds, The Federal Home Loan Bank functions as a central reserve bank providing credit for member
financial institutions. As a member, we-are required to own capital stock in the Federal Home Loan Bank and are
authorized to apply for advances on.the security of such stock and certain of our mortgage loans and other assets
(principally securities which are obligations of, or,guaranteed by, the United States), provided certain standards
related to creditworthiness have been met. Advances are made under several different programs, each having its
own interest rate and range of maturities. Depending on the program, limitations on the amount of advances are

based either on a fixed-percentage of an.institution’s net worth or on the Federal Home Loan Bank s assessment of

the institution’s creditworthiness.

.
v
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Personnel

1
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As of March 31, 2608-, we had 17 full-time employees-and four part-time employees, none of whom:is
represented by a-collective bargaining unit. We believe our relationship with our employees is good.
B 1‘ . ' - . . " . . o,
SubsidiarieS'- - Lt e ' - ' '
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- Sugar Creek Fmancml ] only d1rect subs:dlaly is Tempo Bank: Tempo Bank does not have any

subsidiaries. - . It '




Regulation and Supervision
General s - : : o ,

As a federal miutual holding company, Sugar Creek MHC i$ reduired by fedetal law to repott to, and
otherwise comply with the niles and regulations of, the OTS. Sugar Creek Financial, as a federally chartered ™ : -+
corporation, is also subject to reporting to and regulation by the OTS. Tempo Bank is'subject to extensive
regulation, examination and supervision by the OTS, as its primary federal reguldtor, and the FDIC, as the deposit *
insurer. Tempo Bank is a member of the FHLB System and, with respect to deposit insurance, of the Deposit
Insurance Fund managed by the FDIC. Tempo Bank must filé reports with the OTS and the FDIC concerning its
activities and financial condition in addition to obtaining regulatory approvals prior to entering into certain
transactions such as mergers with, or acquisitions of, other savings institutions:” The OTS and/or the FDIC conduct
periodic examinations to test the Bank’s safety and soundness and compliance with various regulatory requirements. -
This regulation and supervision establishes a comprehensive framework of activities in which an institution can» |
engage and is intended primarily for the protection of the insurance fund and depositors. The regulatory structure
also gives the regulatory authorities extensive discretion in connection with their supervisory and enforcement
activities and examination policies, including policies with respect to the classification of assets and the'« .-
establishment of adequate loan loss reserves for regulaiory purposes. Any change in such regulatory requirements « .
and policies, whether by the OTS, the FDIC or Congress, could have a material adverse impact on Sugar Creek
MHC, Sugar Creek Financial, Tempo Bank and their operations. Certain regulatory requirements applicable to. .
Sugar Creek MHC, Sugar Creek Financial and Tempo Bank are referred to below or elsewhere herein. “The
description of statutory provisions and regulations applicable to savings institutions and their holding companies set
forth below and elsewhere in this document does not purport to be 4 complete description of such statutes and
regulations-and their effects on Sugar Creek MHC, Sugar Creek Fmanc1al and Tempo Bank and is quallﬁed in its
entirety by reference to the actual statutes and regulanons w : SRR S

L . . P

Holding Company Regulatlon

‘General. Sugar Creek MHC and Sugar Creek Financial are federal savings and loan holding companies
within the meaning of federal law. As such, Sugar Creek MHC arid Sugar Creek Financial are registered with the
OTS and are subject to OTS regulations, examinations, supervision-and reporting requirements, In-addition, the
OTS has enforcement authority over Sugar Creek MHC and Sugar Creek Financial and their non-savings ‘institution-
subsidiaries. "Among other things, this authority perm:ts the OTS to resmct or pl’()hlblt activities that are determmed
to be a serious r1sk o Tempo Bank!

oot . P I { '

Activities Resirictions Applicable to Mutual Holding Companies. Pursuant to federal law and-
OTS regulations, a mutual holding company, such as Sugar Creek MHC, may engage in the'following activities: " (i)
investing in the stock of a savings association; {ii} acquiring a mutual association through the merger of such
association into a savings association subsidiary of such holding company or an interim savings association T
subsidiary of such holding company; {iii) merging with or acquiring another holding company, one of whose
subsidiaries is a savings association; (iv) investing in a corporation, the capital stock of.which is available for
purchase by a savings association under federal law or under the law-of any state where the subsidiary savings
" association ot associations share their home offices; (v} furnishing or performing management services for a savings
association subsidiary of such company; (vi) holding, managing or liquidating assets owned or acquired-from a- .
savings subsidiary of such company; {vii) holding or managing properties used or occupied by a savings association
subsidiary of such company properties used or occupied by a savings association subsidiary of such company; (viii)
acting as trustee under deeds of trust; (ix) any other activity (A) that the Federal Reserve Board, by regulation, has* -
determined to be permissible for bank holding companies under Section 4{c) of the Bank Holding Company Act,
unless the OTS, by regulation, prohibits or limits any such activity for savings and loan holding companies; or (B} in
which multiple savings and loan holding companies were authorized (by regulation) to directly engage on March 5,
1987; and (x) purchasing, holding, or disposing of stock acquired in connection with a qualified stock issuance if the
purchase of such stock by such savings and loan holding company s approved by the OTS.

The Gramm-Leach Bliley Act of 1999 was designed to modernize the regulation of the financial services
industry by expanding the ability of bank holding companies to affiliate with other types of financial services
companies such as insurance companies and investment banking companies. The legislation also expanded the
activities permitted for mutual savings and loan holding companies to also include any activity permitted a
“financial holding company” under the legislation, including a broad array of insurance and securities activities.
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Federal law prohibits a savings and loan holding company, including a federal mutual holding company; -
from, directty or indirectly or through one or more subsidiaries, acquiring more than 5% of the voting stock of
another savings institution, or holding company thereof, without prior written approval of the OTS from acquiring or
retaining, with certain exceptions, more than 5% of a non-subsidiary holding company or savings association. A
savings and loan holding company is also prohibited from acquiring more than 5% of a company engaged in
activities other than those authorized by federal law; or acquiring or retaining control of a depository institution that
is not insured by the FDIC. [n evaluating applications by holding companies to acquire savings institutions; the
OTS must consider the financial and managerial resources and future prospects of the company and institution
involved, the effect of the acquisition on the risk to the insurance funds; the convenience and needs of the
community and competitive factors. . S .

The OTS is prohibited from approving any acquisition that would result in a multiple savings and loan
holding company controlling savings institutions in more than one state, except: (i) the approval of interstate ,
supervisory acquisitions by savings and loan holding companies; and (ii) the acquisition of a savings institution in
another state if the laws of the state of the target savings institution specifically permit such acquisitions. The states
vary in the extent to which they permit interstate savings and loan holding company acquisitions.

If the savings institution subsidiary of a savings and loan holding company fails to meet the qualified thrift |
lender test set forth in federal law, the holding company must register with the Federal Reserve Board as a bank -
holding company within one year of the savings institution’s failure to so qualify.

- Although savings and loan holding companies are not currently subject to regulatory capital requirements
or specific restrictions on the payment of dividends or other capital distributions, federal regulations do prescribe
such restrictions on subsidiary savings institutions as described below. Tempo Bank must notify the OTS 30 days
before declaring any dividend. In addition, the financial impact of a holding company on its subsidiary institution is
a matter that is evaluated by the OTS and the agency has authority to order cessation of activities or divestiture of
subsidiaries deemed to pose a threat to the safety and soundness of the institution.

Stock Holding Company Subsidiary Regulation. The OTS has adopted regulations governing the
two-tier mutual holding company form of organization and mid-tier stock holding companies that are controlled by
mutual holding companies. We have adopted this form of organization, where Sugar Creek Financial is the stock
holding company subsidiary of Sugar Creek MHC. Under these rules, Sugar Creek Financial holds all the shares of
Tempo Bank and issued the majority, of its own shares to Sugar Creek MHC. In addition, Sugar Creek Financial is -
permitted to engage in activities that are permitted for Sugar Creek MHC subject to the same. terms and conditions.
Finally, OTS regulations maintain that Sugar Creek Financial must be federally chartered for supervisory reasons.

Waivers of Dividends. OTS regulations require mutual holding companies to notify the OTS if they
propose to waive receipt of dividends from their stock holding company subsidiary. The OTS reviews dividend
waiver notices on a case-by-case basis, and, in general, does not object to a waiver if:_(i).the waiver would not be
detrimental to the safe and sound operation of the savings association; and.(ii) the mutual holding company’s board
of directors determines that their waiver is consistent with such directors’ fiduciary duties to the mutual holding
company’s members. We antncnpate that Sugar Creek MHC will waive dividends that Sugar Creek Financial may |
pay, if any. | : ‘ oo ‘ Ca

Conversion of Sugar Creek MHC to Stock Form. OTS regulations permit Sugar Creek MHC to
convert from the mutual form of organization to the capital stock form of organization. There can be no assurance
when, if ever, a conversion transaction will occur, and the Board of Directors has no present intention or plan to
undertake a conversion transaction. In a conversion transaction, a new holding company would be formed as the
successor to Sugar Creek Financial, Sugar Creek MHC’s corporate existence would end and cenain depositors of
Tempo Bank would receive the right to subscribe for.additional shares of the new holding company. In a conversion
transaction,.each share of common stock.held by stockholders other than Sugar Creek MHC would be automaticaily
converted into a. number of shares of common stock of the new holding company based on an exchange ratio ‘
determined at the time of conversion that ensures that stockholders other than Sugar Creek MHC own the same
percentage of common stock in the new holding company as they owned in Sugar Creek Financial immediately
before conversion. The total number of shares held by stockholders other than Sugar Creek MHC after a conversion
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transaction would be increased by any purchases by such stockholders in the stock offering conducted as part of the
conversion transaction. : :

Acquisition of the Company. Under the Federal Change in Contrel Act, a notice must be submitted to
the OTS if any person (including a company), or group acting in concert, seeks to acquire “control” of a savings and
loan holding company or savings institution. Under certain circumstances, a change of contrel may occur, and prior
notice is required, upon the acquisition of 10% or more of the cutstanding voting stock of the company or
institution, unless the OTS has found that the acquisition will not result in a change of conirol of the Company.
Under the Change in Contro! Act, the OTS generally has 60 days from the filing of a complete notice to act, taking *
into consideration certain factors, including the financial and managerial resources of the acquirer and the anti-trust
effects of the acquisition. Any company that acquires control would then be subject to regulation as a savings and
loan holding company.

Federal Savings Institution Regulation : o

Business Activities. The activities-of federal savings banks are govemned by federal law and
regulations. These laws and regutatiéns dehineate the nature and extent of the activities in which federal savings
banks may engage. In particular, certain lending authority for federal savings institutions, e.g., commercial, non-
residential real property loans and consumer loans, is limited to a spec:f‘ ed percentage of the institution’s capital or
assets.

Capital Requirements. The OTS capital regulations require savings institutions to meet three minimum
capital standards: a J.5% tangible capital to total assets ratio; a 4% Tier | capital to total assets leverage ratio (3%
for institutions receiving the highest rating on the CAMELS examination rating system); and an 8% risk-based
capital ratio. In addition, the prompt corrective action standards discussed below also establish, in effect, a -
minimum 2% tangible capital standard, a 4% leverage ratio (3% for institutions receiving the highest rating on the
CAMELS system) and, together with the risk-based capital standard itself, a 4% Tier 1 risk-based capital standard.
The OTS regulations also require that, in meeting the tangible, leverage and risk-based capital standards, institutions
must generally deduct investments in and loans to subsidiaries engaged in activities as principal that are not
permissible for a national bank :

The risk-based capital standard for savings institutions requires the maintenance of Tier'l (core} and fotal
capital (which is defined as core capital and supplementary capital) to risk-weighted assets of at least 4% and 8%;
respectively. In determining the amount of risk-weighted assets, all assets; including certain off-balance sheet
assets, recourse obligations, residual interests and direct credit substitutes, are multiplied'by a risk-weight factor of
0% to 100%, assigned by the OTS capital regulation based on the risks believed inherent in the type of asset. Core
(Tier 1) capital is generally defined as common stockholders’ equity (including retained earnings);-2ertain non-
cumulative perpetual preferred stock and related surplus, and minority interests in equity accounts of consolidated
subsidiaries less intangibles other than certain mortgage servicing rights and credit card relationships. The
components of supplementary capital (Tier 2 capital) currently'include cumulative preferred stock, long-term
perpetual preferred stock, mandatory convertible securities, subordinated debt and intermediate preferred stock, the
allowance for loan and lease losses, limited to a maximum of 1.25% of risk-weighted assets, and up to 45% of
unrealized gains on available-for-sale equity securities with readily determinable fair market values. Overall, the
amount of supplementary capital included as part of total capital cannot exceed 100% of core capital.

The OTS also has duthority to establish individual minimum capital requirements in appropriate cases upon
a determination that an institution’s capital level is or may become inadequate in light of the particular
circumstances. At March 31, 2008, Tempo Bank met each of its capital requirements.

Prompt Corrective Regiilatory Action. The OTS is required to take certain supefvisory actions
against undercapitalized institutions, the severity of which depends upon the institution’s degree of
undercapitalization. Generally, a savings institution that has a ratio of total capital to risk weighted assets of less
than 8%, a ratio of Tier 1 (core) capital to risk-weighted assets of less than 4% or a ratio of core ‘capital to total
assets of less than 4% (3% or less for institutions with the highest examination rating) is considered to be -
“undercapitalized.” A savings institution that has a total risk-based capital ratio less than 6%, a Tier | capital ratio
of less than 3% or a leverage ratio that is less than 3% is considered to be “significantly undercapitalized” and a
savings institution that has a tangible capital to assets ratio equal to or less than 2% is deemed to be “critically
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undercapitalized.” Subject to a narrow exception, the OTS is required to appoint a receiver of conservator within
specified time frames for an institution that is “critically undercapitalized.” The regulationalso provides that a
capital restoration plan must be filed with the OTS within 45 days of the date a savings institution is deemed to have
received notice that it is “undercapitalized,” “‘significantly undercapitalized” or “critically undercapitalized.”
Compliance with the plan must be guaranteed by any parent holding company in an amount ofiup to'the’lesser of 5%
of the savings association’s total assets when it was deemed to be undercapitalized or the amount necessary to
achieve compliance with applicable capital regulations. In addition, numerous mandatory supervisory actions
_become immediately applicable to an-undercapitalized intitution, including, but-not limited.to, increased monitoring
by regulators and restrictions on growth, capital distributions and expansion. The OTS could also take any one of a
number of discretionary supervisory actions, including the issuance of a capital directive and the replacement of
senior executive officers and directors. “Significantly and undercapitalized msntutlons are subject to additional
mandatory and discretionary restrictions. . 0

- Insurance of Deposit Accounts: Tempo Bank’s deposits are insured up to applicable limits by the
Deposit Insurance Fund of the FDIC. The Deposit Insurance Fund is.the successor to the Bank Insurance Fund and
the Savings Association Insurance Fund, which were merged in 2006. The FDIC amended its risk-based assessment
system in 2007 to implement authority granted by the Federal Deposit Insurance Reform Act of 2005 (“Reform
Act™). Under the revised system, insured institutions are assigned to one of four risk categories based on
supervisory evaluations, regulatory capital levels and certain other factors. An institution’s assessment rate depends
upon the category to which it is assigned. -Risk category I, which contains the.least risky depository institutions, -
includes more than 90% of all institutions. Unlike the other categories, Risk Category I contains further risk
differentiation based on the FDIC’s analysis of financial ratios, examination component ratings and other
information. Assessment rates are determined by.the FDIC and currently range from five to seven basis points for .
the healthiest institutions (Risk Category [) to 43 basis points of assessable deposits for the riskiest (Risk Category
IV). The FDIC may adjust rates uniformly-from one quarter to the next, except that no single adjustment can exceed
three basis points. No mstltutlon may pay a dividend if in default of the FDIC assessment.- :

© The Reform Act also provided for a one-time credit for eligible institutions based on their assessment. base
as of December 31, 1996. Subject to certain limitations with respect to institutions that are exhibiting weaknesses,
credits could be used to offset assessments until exhausted. Tempo Bank's one-time credit approximated $46,000,
of which $37,000 was used to offset assessments during the 2008 fiscal year, and $9,000 is stil} available for future
use. The Reform Act also provided for the possibility that the FDIC may pay dividends to insured mstltutlons once
the Deposit Insurance fund reserve rat10 equals or exceeds 1 35% of estimated insured deposits.

In addition to the assessment for deposit insurance, ‘institutions are requ1red to ‘make payments on bonds .
issued in the late 1980s by the Financing Corporation to recapltallze a predecessor deposit insurance ﬁmd Lo

The Reform Act provided the FDIC with authority to adjust the Deposit Insurance Fund ratio to. msured
deposits within a range of 1.15% and 1.50%, in contrast to the prior statutorily fixed ratio of 1.25%. The ratio,
which is viewed by the FDIC as the level that the fund should achieve, was estabhshed by the agency atl. 25%,
subject to future adjustments. -+ - \ o . oo
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For the year ended March 31, 2008, Tempo Bank paid an annual deposit insurance assessment to the FDIC

of $7,000. Based on the present level of deposits and assessment rate, management expects. its annual deposit

insurance assessment for the year ended March.31, 2009 will be approxnmately $40 000.

The FDIC has authority to-increase insurance assessments- A sngmﬁcant increase in insurancé premiums
would likely have an adverse effect on the operating expenses and results of operations of Tempo Bank '
Management cannot predlct what insurance assessment rates will be in the future. .+ - - | s
Insurance of deposits may be termmated by the FDIC upon a ﬁndmg that the institution has engaged in
unsafe or unsound practices, is in an unsafe or unsound condition to continue operations or has violated any
applicable law, fegulation, rule, order or condition imposed by the FDIC or'the' OTS. The management of Tempo
Bank does not know of any practice, condition or violation that might lead to termination:of deposit insurance.

Loans fo One Borrower. Federal law provides.that savings institutions are generally subject to the
limits on loans to one borrower applicable to national banks. -Subject to certain exceptions.a, savings institution may
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not make a.loan or extend creditto a single or retated group of borrowers in excess of 15% of its unimpaired capital
and surplus. An additional amount may be lent, equal to 10% of ummpalred capital and surplus, if secured by
specified readily- marketable collateral . : " .

(R H T . . ) . ! .

; QTL Test. Federal law requires savings institutions to meet a.qualified thrift lender test. Under the test, a
savings association'is required to either qualify as a “domestic building and loan association” under the Internal
Revenue Code or maintain atleast 65% of its “‘portfolio assets™ (total assets less: (i) specified liquid assets up to
20% of total assets; (ii) intangibles, including goodwill; and (iii) the value of property used to conduct business) in
certain “qualified thrift investments™ (primarily residential mortgages and related investments, including certain
mortgage-backed securities) in at least 9 months out of each 12 month period. Legislation has expanded the extem .
to which educauon loans, credit card loans and small business loans may be considered “quahﬂed thrift
investments.’ . . D

. A'savings institution that fails.the qualified thrift lender test is subject to certain operating restrictions and
may be requtred to convert to a bank charter -As of March 31, 2008, Tempo Bank met the qualified thrift lender
test.. : . . . .

Limitation on. Capital Distributions. OTS regulations impose limitations upon alt capital distributions
by a savings institution, including cash dividends, payments to repurchase its shares and payments to shareholders of
another institution in a cash-out merger.. Under the regulations, an application to and prior approval of the OTS is
required prior to any capital distribution if the institution does not meet the criteria for “expedited treatment” of
applications under OTS regulations (/.e., generally, examination and Community Reinvestment Act ratings in the
two top categories), the total capital distributions for the calendar year exceed net income for that year plus the
amount of retained net income for the preceding two years; the institution would be undercapitalized following the
distribution or the distribution would otherwise be contrary to-a statute, regulation or agreement with the OTS. If an
application is not required, the institution-must still provide prior notice to the OTS of the capital distribution if, like
Tempo Bank, it is a subsidiary of a holding company. In the event Tempo Bank’s capital fell below its regulatory
requirements or the OTS notified it that it was in need of increased supervision, Tempo Bank’s ability to make
capitat distributions could be restricted. In addition, the OTS could prohibit a proposed capital distribution by any
institution, which would otherwise be permitted by the regulation, if the OTS determines that such distribution-
would ¢onstitute an unsafe or unsound- practlce . -

e . o

Standards for Safety and Soundness. The federal banking agencies have adopted Interagency
Guidelines prescribing Standards for Safety and Soundness. The guidelines set forth the safety and soundness
standards that the federal banking agencies use to identify and address problems at insured depository'institutions
before capital becomes impaired. [f the OTS determines that a savings institution fails to meet any'standard
prescribed by the guidelines, the OTS may require the institution to submit an acceptable plan to achieve compliance
with the standard .

*Transactions with Related Persons.: Tempo Bank’s authority to engage in transactions with
“affiliates™ (e.g., any entity that controls or is under common control with an institution, including Sugar Creek
MHC, Sugar Creek Financial and their non-savings institution subsidiaries) is limited by federal law. The aggregate
amount of covered transactions with any individual affiliate is limited to 10% of the capital and surplus of the
savings institution,, The-aggregate amount of covered transactions with all affiliates is limited to 20% of the savings:
institution’s capital and surplus. Certain transactions with affiliates are required to be secured by collateral in an
amount and of a type specified by federal law. The purchase of low quality assets from affiliates is generally
prohibited. The transactions with affiliates must be on terms and under circumstances that are at least as favorable
to the institution as those prevailing at the time for comparable transactions with non-affiliated companies. In
addition, savings institutions are prohibited from Iending to any affiliate that is engaged in activities that are not
permissible for bank holding compames and no savmgs institution may purchase the securities of any affiliate other
than a subsidiary. . . - = . '

The Sarbanes-Oxley Act of 2002 generally prohibits loans by a company.to its executive afficers and
directors. However, the law contains a specific exception for loans by Tempo Bank to, its executive officers and -.
directors in compliance with federal banking laws. Under such laws, Tempo Bank’s authority to extend credit to
executive officers, directors and 10% shareholders (“insiders”), as well as entities such persons control, is limited.
The law limits both the individual and aggregate amount ofiloans Tempo Bank may make to insiders based, in part,
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on Tempo Bank’s capital position-and requires certain board approval procedures to bé.followed. Such loans are
required to be made on terms substantially the same as those offered to unaffiliated individuals and not involve more
than the normal risk of repayment. There is an exception for loans made pursuant to a benéfit or compensation =+
program that is widely available to all employees of the institution and does not give preference to 1n51ders over
other employees. Additional restnctlons apply to Ioans to executive officers. -+ . A
., ¢ L, T 1 . v
' Enforcement. The OTS has primary enforcement responsnbrllty over savings institutions and has the o
authonty to bring actions against the institution and all institution-affiliated partles including stockholders, aridiany -
attorneys, appraisers and accountants who knowingly or recklessly participate in wrongful action likety to have.an -
advefse effect on an insured institution. Formal enforcement action may range from the issuance of a capital -
directive or cease and desist order to removal of officers and/or. directors to institution of receivership, =+
conservatorship or termination of deposit insurance. Civil penalties cover a wide.range of violations and can - * ..
amount to $25,000 per day, or even $1 million per day in especially egregious cases. The FDIC has the authonry to
recommend to the Director of the OTS that enforcement action to be taken with respect to a particular savings-
 institution. If action is not taken by the Director, the FDIC has authority to take such action under certairi~ . = "

circumstances. Federal law also establlshes criminal penaltres for certain violations.
L} r

Assessments Savings institutions are requ:red to pay assessments to the OTS to fund the agency’s -
opérdtions. The general assessments, paid on a semi-annual basis, are computed based upon the savings institution’s

(including consolidated subsidiaries) total assets, condition and complexity of portfolio. . = .-~ A

+ . .
' . L

Federal Home Loan Bank System o : S

BEFE. '

r

Tempo Bank is a member of the FHLB System, WhICh consists of‘ 12 reglonal FHLBs. The.FHLB prowdes
a central credit facility primarily for member institutions. Tempo Bank, as a member of the FHLB, is required to -
acquire and hold shares of capllal stock in that FHLB. Tempo Bank was in comphance w1th this requlrement at
March 31,2008. - ! : : : . ol

‘ : LA C I B

The FHLBs are required to prov1dc funds for the resolutlon of insolvent thriftsin the late 1980s and to -
contribute funds for affordable housing programs. ‘These requirements could'result in the FHLBs imposing'a hlgher'
rate of interest on advances to theif members and reduce Ternpo Barik’s net interest income. See “Management’s
Discussion and Analysis of Financial Condition and Results of Operation-Balance Sheét Analysis-Investmeénts” for -

discussion of suspension of dividends on FHLB of Chicago stock.

Federal Reserve System L .

yoomh e .o, - . p , T

; * The Fedéral Reserve Board regulations require savings institutions to' maintain- non-interest eammg ¥
reserves against their transaction accounts {primarily Negotiable Order of’ Withdrawal (NOW) and'regular chécking
accounts). The regulations generally provide that reserves be. maintaified againspaggregate'transaction accounts as
follows: a 3% reserve ratio is assessed on net transaction accounts up to and including $43.9 million; a 10% reserve
ratio is applied above $43.9 million, The first $9.3 million of otherwise reservable balances (subject to adjustments
by the Federal Reserve Board) are exempted from the reserve requirements. The amounts are adjusted annually.
Tempo Bank complies with the foregoing requirements. .

Federal Income Taxation

General. We report our income on a fiscal year basis using the accrual method of accounting. The federal
income tax laws apply to us in the same manner as to other corporations with some exceptions, including
particularly our reserve for bad debts discussed below. The following discussion of tax matters is intended only as a
summary and does not purport to be a comprehensive description of the tax rules applicable to us. Our féderal
income tax returns have been either audited or closed under the statute of limitations through tax year 2003. For its
2008 fiscal year, Tempo Bank’s maximum federal income tax rate was 34%.

Sugar Creek Financial and Tempo Bank have entered into a tax allocation agreement. Because Sugar
Creek Financial owns 100% of the issued and outstanding cap:tal stock of Tempo Bank, Sugar Creek Financial and
Tempo Bank are members of an affiliated group within the meaning of Section 1504(a) of the Internal Revenue
Code, of which group Sugar Creek Financial is the common parent corporation. As a result of this affiliation,
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Tempo Bank will be included in the filing of a consolidated federal income tax return with Sugar Creek Financial
and the parties agree to compensate each other for their individual share of the consolidated tax llabll:ty and/or any
tax benefits pr0v1ded by them in the ﬁlmg of the consolldated federal income tax return.

Bad Debt Reserves Pnor to 1996, thrift mstltutlons that quahﬁed under certain definitional tests and
other conditions of the Internal Revenue Code were permitted to use certain favorable provisions to calculate their
deductions from taxable income for annual additions to their bad debt reserve. A reserve could be established for
bad.debts on qualifying real property loans, generally secured by interests in real property improved or to be
improved, under the percentage of taxable income method or the experience method. The reserve for nonqualifying
loans was computed using the experience method. Federal tegislation enacted in 1996 repealed the reserve method
of accounting for bad debts and the percentage of taxable income method for tax years beginning after 1995 and
require savings institutions to recapture or take into income certain portions of their accumulated bad debt reserves.
Tempo Bank uses the experience method bad debt deduction. Approximately $888,000 of our accumulated bad debt
reserves would not be recaptured into taxable income unless Tempo Bank makes a “non-dividend distribution” to
Sugar Creek Financial as described below. ,

Distributions. If Tempo Bank makes “non-dividend distributions™ to Sugar Creek Financial, the
distributions will be considered to.have been made from Tempo Bank’s unrecaptured tax bad.debt reserves,
including the balance of its reserves as of March 31, 1988, to the extent of the “non-dividend distributions,” and then
from Tempo Bank’s supplemental reserve for losses on loans, to the extent of those reserves, and an amount based.
on the amount distributed, but ngt more than the amount of those reserves, will be included in Tempo Bank’s taxable
income. Non-dividend distributions include distributions in excess of Tempo Bank’s current and accumulated
earnings and profits, as calculated for federal income tax purposes, distributions in redemption of stock, and
distributions in partial or complete liquidation. Dividends paid out of Tempo Bank’s current or accumulated
earnings and profits will not be so included in Tempo Bank’s taxable income.

The amount of additional taxable income triggered by a non-dividend is an amount that, when reduced by
the tax attributable to the income, is equal to the amount of the distribution. Therefore, if Tempo Bank makes a non-
dividend distribution to Sugar Creek Financial, approximately ong¢ and one-half times the amount of the distribution
not in excess of the amount of the reserves would be includable in income for federal income tax purposes, .
assumlng a 34% federal corporate.income tax rate. Tempo Bank does not intend to pay dividends that would result
in a recapture of any portion of its bad debt reserves.

State Taxation

lifinois Taxation. Sugar Creek MHC, Sugar Creek Financial and Tempo Bank are subject to ilinois
income taxat the rate of 7.2% on its taxable income, before net operating loss deductions and special deductions for
federal income tax purposes. For this purpose, “taxable income” generally means federal taxable income subject to
certain adjustments (including addition of interest income on state and municipal obligations).

(RS . . b
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Executive Officers of the Registrant
The executive officers of Sugar Creek MHC, Sugar Creek Financial and Tempo Bank are elected annually
by the board of directors and serve at the board’s discretion. The executive officers of Sugar Creek MHC, Sugar
Creek Financial and Tempo Bank are:

Name - Position . ‘
Robert J. Stroh, Jr. Chairman of the Board, Chief Executive Offtcer and Chief Financiai Officer
Francis J. Eversman President and Chief Operating Officer ‘ vl
Phyllis J. Brown - - Vice President and Corporate Secretary "

Below is information regarding our executive officer who is not also a director. Ms. Brown’s age set forth
below is as of March 3 I, 2008 ' : Co

Phylhs J. Brown has served as Vice President and Corporate Secretary of Tempo Bank since ]993 and of
Sugar Creek MHC and Sugar Creek Financial since their formation in April 2007. Age 64.

ITEM 1A. RISK FACTORS

Changes in interest rates may hurt our earhings.
Short-term market interest rates (which we use as a guide to price our deposits) have until recently risén '
from hlstoncally low levels, while longer-term market interest rates (which we use as a guide to,price our longer-
term loans) have not. This “flattening” of the market yield curve has had a negative impact on our net mterest
margin, which has reduced our profitability. For the years ended March 31, 2008 and 2007, respectively, our ‘net’
interest margin was 2.35% compared to 2.38%. Recently, however, the U.S, Federal Reserve decreased its target for
the federal funds rate from 5.23% to 2.00%. If short-term interest rates rise, and if rates on our deposus reprice
upwards faster than the rates on our long-term loans and investments, we would experience compression of our
interest rate spread and net interest margin, which would have a negative effect on our profitability. Decreases in
interest rates can result in increased prepayments of loans, as borrowers refinance to reduce their borrowing
costs. Under these circuinstances, we are subject to reinvestment risk as we may have to redeploy such loan
proceeds into lower-yielding assets, which might also negatively impact our income.

A downturn in the local economy could hurt our profits.

Nearly all of our loans are secured by real estate or made to businesses in Clinton County, southwestern
Madison County and eastern St. Clair County, [llinois. The Clinton and Madison Couinty economies are
significantly affected by agricultire and agriculture—related industries and offer limited opportunity for significant
growth in loan originations or deposits. The economy of eastern St. Clair County and the surrounding communities
is heavily dependent on Scott Air Force Base. In addition, several defense contractors are currently located in
communities near Scott Air Force Base. As a result, a downturn in the local economy, particularly local agriculture
or the downsizing or closing of Scott Air Force Base, could cause significant increases in nonperforming loans,
which would hurt our earnings. We have no reason to believe that Scott Air Force Base might be downsized or
closed. In addition, adverse employment condmons may have a negative effect on the ability of our borrowers to
make timely repayments of their loans and on our ablllty to make new loans, whlch would have an adverse impact
on our eammgs , ' U
As a result of our concentration on one- to four-family residential real estate Iendlng,
downturn in real estate values could hurt our profits. ‘

At March 31, 2008, $69.9 million, or 87.3%, of our loan portfolio consisted of one- to four—famlly
residential real estate loans. Although these types of loans generally expose a lender to less risk of non-payment and
loss than commercial and construction loans, the market for loans on one- to four-family homes is significantly
dependent on real estate values. A decline in real estate values could cause some of our one- to four-family |
residential real estate loans to become inadequately collateralized, which would expose us to a greater risk of loss.
Additionally, a decline in real estate values could result in a decline in the origination of such loans.
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If our allowance for loan losses is not sufficient to cover actual loan losses, our earnings
will decrease.

We make various assumptions and judgments about the collectibility of our loan pertfolio, including the
creditworthiness of our borrowers and the value of the real estate and other assets serving as collateral for the
repayment of many of our loans. In determining the amount of the allowance for loan losses, we review our loans
and our loss and delinquency experience, and we evaluate economic conditions. If our assumptions are incorrect, our
allowance for loan losses may not be sufficient to cover losses inherent in our loan portfolio, resulting in additions to
our allowance. Qur allowance for loan losses was 0.16% of total gross loans at March 31, 2008, and material
additions to our allowance could materizlly decrease our net income. In addition, bank regulators periodically
review our allowance for loan losses and may require us to increase our provision for loan losses or recognize
further loan charge-offs. Any increase in our allowance for loan losses or loan charge-offs as required by these
regulatory authorities might have a material adverse effect on our financial condition and results of operations.

Strong competition within our market area could hurt our profits and slow grthh.

We face intense competition in making loans, attracting deposits and hiring.and retaining experienced
employees. This competition has made it more difficult for us to make new loans and attract deposits. Price
competition for loans and deposits sometimes results in.u§ charging lower interest rates on our loans and paying
higher interest rates on our deposits, which reduces our net interest income, Competition also makes it more’
difficult and costly to atiract and retain qualified employees. Some of the institutions with which we compete have
substantially greater resources and lending limits than we have and may offer services that we do not provide. We
expect competition to increase in the future as a result of legislative, regulatory and technological changes and the
continuing trend of consolidation in the financial services industry. Our profitability depends upon our contmued
ability to compete successfully in our market area.

We operate in a highly regulated environment and we may be adversely affected by
changes in laws and regulations.

We are subject to extensive regulation, supervision and examination by the Office of Thrift Supervision,
our chartering authority, and by the Federal Deposit Insurance Corporation, as insurer of our deposits. Tempo Bank,
Sugar Creek MHC and Sugar Creek Financial are subject to regulation and supervision by the Office of Thrift
Supervision. Such regulation and supervision governs the activities in which an institution and its holding company
may engage and are intended primarily for the protection of the insurance fund and the depositors and borrowers of
Tempo Bank rather than for holders of Sugar Creek Financial common stock. Regulatory authorities have extensive
discretion in their supervisory and enforcement activities, including the imposition of restrictions on our operations,
the classification of our assets and determination of the level of our allowance for loan losses. Any change in such
regulation and oversight, whether in the form of regulatory policy, regulations, legislation or supemsory action,
may have a material impact on our operations. ) :

Issua.nce of sharés for be'n'efit programs may dilute your ownership interest.

At the 2007 Annual Meeting of Stockholders, stockholders approved the Sugar Creek Financial Corp. 2007
Equity Incentive Plan. We intend to issue shares to our officers, employees and directors through the equity
incentive plan. We may fund the equity incentive plan through the purchase of common stock in the apen market,
subject to regulatory restrictions, by a trust established in connection with the equity incentive plan, or from
authorized but unissued shares of Sugar Creek Financial common stock., If the restricted stock awards under the
equity incentive plan are funded from authorized but unissued stock, your ownership interest in the shares could be
diluted by up to approximately 1.9%, assuming awards of common stock equal to 1.96% of the shares’ issued in the
offering, including shares issued to Sugar Creek MHC, are awarded under the equity incentive plan. If the shares
issued upon the exercise of stock options under the equity incentivé plan are issued from authorized but unissued
stock, your ownership interest in the shares could be diluted by up to approximately 4.7%, assuming stock option
grants equal to 4.9% of the shares issued in the offering, including shares issued to Sugar Creek MHC, are granted
under the equity incentive plan.
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Additional: expenses from our 2007 Eqwty incentive Plan wﬂl adversely affecct our
profitability. ... -~ ' . oate

Our non-interest expenses are likely to increase as a result of additional annual employee compensation
expenses stemming from options and shares granted to employees, directors and executives'under our 2007 Equity
Incentive Plan. - These additional expenses will adversely affectiour profitability: We cannot determine the actual
amount of these new stock-related compensation expenses at this time because applicable accounting practices
generally require that they be based on the fair market value of the options or shares of common stock at the date of
the grarit; however, we expect them to be miaterial. We recognize expenses for restricted stock awards and stock
opuons over the vestmg period of awards made to rec1p:ems . o Coo T :

" Sugar Creek MHC’s majorlty control of our common’ stock wull enable it to exercise
voting control over most matters put to a vote of stockholders and will prevent
stockholders from forcing a'sale or a second-step conversnon transactlon you may fmd
advantageous.

Sugar Creek MHC owns a majority of Sugar Creek Financial’s common stock dnd; through its board of -
directors, is able to exercise voting control over most matters put to a vote of stockholders. The same directors and
officers who manage Sugar Creek Financial and Tempo Bank also manage Sugar Creek MHC. As a federally
chartered mutual holding company, the board of directors of Sugar Creek MHC must ensure that the interests of
depositors of Tempo Bank are represented and considered in matters put to a vote of stockholders of Sugar Creek’
Financial. Therefore, the votes cast by Sugar Creek MHC may not be in your personal best interests as a
stockholder. For example, Sugar Creek MHC may exercise jts voting control to defeat a stockholder nominee for -
election to the board of directors of Sugar Creek Financial. Sugar Creek MHC’s ability to control the outcome of
the election of the board of directors of Sugar Creek Financial restricts the ability of minority stockholders to effect
a change of management. [n addition, stockholders will not be able to force a merger or second-step conversion
transaction without the consent of Sugar Creek MHC, as such transactions require the approval of at least two-thirds
of all outstanding voting stock, which can only be achieved if Sugar Creek MHC voted to approve such transactions.
Some stockholders may desire a sale or merger transaction, since stockholders typically receive a premium for their
shares, or a second- -step conversion transactlon since fully converted institutions tend to trade at higher multiples |
than mutual holding companies, Sugar: Creek MHC is not able to control, however, the vote for second-step
transactions and implementation of equity incentive plans each of which requ1re,,under current Office of Thrift
Supervision regulations and policies, approval by the stockholders other than Sugar Creek MHC. ., -

Office of Thrift Supervision policy on remutualization transactions could prevent
acquisition of Sugar Creek Financial, which may adversely ‘affect our stock pnce

Current Office of Thrift Supervision regulations permit a mutual holding company to be acqulred by a
mutual institution in what is commonly called a “remutualization” transaction. In the past, remutualization
transactions resulted in minority stockholders receiving a significant premium for their shares. However, in 2003
the Office of Thrift Super\nsnon issued a policy statement indicating that it views remutualization transactions as
raising significant issues- concemmg disparate treatment 6f minority stockholders and mutual members of the target
entity and raising.issues concerning the effect on the niutual members of the acquiring éntity. Under certain
circumstances, the Office of Thrift Supervision intends to give these issues special scrutiny and reject applications
providing for the remutualization of a mutual holding company unless the applicant can clearly demonstrate that the
Office of Thrift Supervision’s concerns are-not.warranted in the particular case. Should the Office of Thrift
Supervision prohibit or further restrict these transactions in the future, our per share stock price may be adversely.
affected.
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Office of Thrift Supervision regulations and anti-takeover provisions in our charter .
restrict the accumulation of our common stock, which may adversely affect our stock
price. .
Office of Thrift Supervision regulations provide that for a period of three years following the date of the
compietion of the stock offering, no person, acting alone, together with associates or in a group of persons acting in
concert, will directly or indirectly offer to acquire or acquire the beneficial ownership of more than 10% of our
common stock without the prior written approval of the Office of Thrift Supervision. In addition, Sugar Creek - -
Financial’s charter provides that, until April 4, 2012, no person, other than Sugar Creek MHC may acquire directly
or indirectly the beneficial ownership of more than 10% of any class of any equity security of Sugar Creek .
Financial. In the event a person acquires shares in violation of this charter provision, all shares beneficially owned
by such person in excess of 10% will be considered “excess shares™ and will not be counted as shares entitled to
vote or counted as voting shares in connection with any matters submitted to the stockholders for a vote. These . .
restrictions make it more difficuit and. less attractive for stockholders to acquire a significant amount of our common
stock, which may adversely affect our stock price.

ITEM 1B. UNRESOLVED STAFF COMMENTS o
Not Applicabie. ' _

ITEM 2. - PROPERTIES ' C S ’
We conduct our business through our main office in Trenton, Illinois and our branch office in Breese,

[linois, both of which we own. The net book value of our land, buildings, fumlture fi xtures and equ1pment was -

$1.0 mllhon as of March 31, 2008. ' ’

ITEM 3. LEGAL PROCEEDINGS

" Periodicaily, there have been various claims and lawsuits against us, such as claims to enforce liens and’
contracts, condemnation proceedings on properties in which we hold security interests, claims involving the making
and servicing of real propérty loans and other issues incident to our business. We are not a party to any pending
legal proceedings that we believe would have a material adverse effect on our financial condmon results of
operations or cash flows. : :

ITEM4.  SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not Ap'plicable.
PART Ii .
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED .
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY.
SECURITIES .

The common stock of Sugar Creek Financial is quoted on the OTC Bulletin Board under the symbol
“SUGR.” As of May 1, 2008, there were approximately 169 holders of record of the Company’s common stock.
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The following table sets forth.the high and low sales prices for the common stock as reported on the OTC
Bulletin Board for each full quarterly period during which the Company’s stock was traded during the past fiscal
year. Because the Company’s.stock did not begin trading until April 4, 2007, information is provided beginning .
with the quarter ended June 30, 2007. Sugar Creek Financial has not paid dividends during this period. .

Quarter Ended: High Low

June 30, 2007 ............ YOO »  310.80 Co - $1040. .. -
September 30, 2007 ..cccovecriinne 10.60 9.10

December 31,2007 ........ccoocovireine 10.25 R.50

March 31 2008 ... 9.10 8.50

b
J

- Sugar Creek Financial is not Subject to OTS regulatory restrictions on the payment of' d1v1dends However,
Sugar Creek Financial’s ability to pay. dividends may depend, in part, upon its receipt of dividends from Tempo
Bank because Sugar Creek Financial has no source of income other than earnings from the investment of the net
proceeds from the offering that it retained. Payment of cash dividends on capital stock by a savings institution is
limited by OTS regutations. For a discussion of restrictions on the payment of cash dividends by Tempo Bank, see
“Item 1—Business— Regulanon and Supervision—Federal Savings lnsntutron—L:mztanon on Cap:tal Distributions.’

We: have not repurchased any of our common stock and have no pubhcly announced repurehase plans or
programs as of March 31, 2008. ’

ITEM 6. SELECTED FINANCIAL DATA

Not Apphcable ‘ ’
ITEM 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATION'

. Overview-General ,

Qur principal business is to acquire deposits from individuals and businesses in the communities
surrounding our offices and to use these deposits to fund loans. We focus on prowdmg our products and services to
two segments of customers: 'individuals and small businesses.

Income. Our pnmary source of income is net interest income. Net interest income is the difference
between interest income, which is the income that we éarn on our loans and-investments, and interest expense,
which is the interest that we'pay on our deposits and borrowings. Changes in levels of i interest rates affect our net
interest income. In recent periods, short-term interest rates (which influence the rates we pay on deposits) have’
increased, while longer-term interest rates {which influence the rates we earn on loans) have not. The narrowing of
the spread between the interest we earn on loans and mvestments ‘and the interest we pay on deposits has negatively
affected ouT net interest income. -

A secondary source of income is non-interest income, which is revenue that we rective from providing
products and services. The majority of our non- interest income generally comes from loan service charges and
service charges on deposu accounts.

Allowance for Loan Losses. The allowance for loan losses is a valuation allowance for probable
losses inherent in the loan portfolio. We evaluate the need to establish allowances against losses on loans on a
monthly basis. When additional allowances are necessary, a provision for loan losses is charged to earnings.

Expenses. The noninterest expenses we incur in operating our business consist of compensation and
benefits expenses, occupancy expensés, equipment and data processing expenses and other miscellaneous expenses,
such as advertising, supplies, telephone, postage and professional services.

Qur largest noninterest expense is compensation and benefits, which consist primarily of salartes and wages
paid to our employees, payroll taxes, expenses for health insurance, retirement plans and other employee benefits,

17




including employee stock ownership plan allocations. In the future, we may also recognize additional annual
employee compensation expenses stemming from the adoption of the 2007 Equity [ncentive Plan. We cannot
determine the actual amount of these new stock-related compensation-and benefit expenses at this time because
applicable accounting practices require that they be based on the fair market value of the shares of common:stock at
specific points in the future.
4 *

Our noninterest expenses aiso include expenses resulting from operating as a public company, consisting

primarily of legal and accounting fees and expenses of shareholder communications and meetings.

Overview-Financial Highlights

Operating Results. Net earnings decreased by $48,000 to $71,000 for the year ended March 31, 2008
primarily due to increases in noninterest expense and the provision for loan losses, partially offset by an increase in
net interest income and noninterest income and a decrease in income tax expense. Noninterest expenses increased
pnmanly as a result of hlgher compensatlon expense and costs associated with being a public company

Financial Condition. Total assets decreased by $3.7 million to $86.6 million at March 31, 2008. The
decline was attributable in part to the repayment of $2.0 million of advances from the FHLB of Chlcago. In
addition, deposits declined $5.0 million to $59.2 million at March 31, 2008 as a result of the use of customer
deposits held on behalf of subscribers for purchase of common stock of Sugar Creek Financial and strong rate
competition for certificates. The decrease in deposits and advances from the FHLB of Chicago was offset by net
proceeds from the stock offering, which amounted to 33.0 million.

. ‘.

Critical Accounting Policies

In the preparation of our financial statements, we have adopted various accounting policies that govern the
application of U.S. generally accepted accounting principles. Qur significant accounting policies are described in
note I of the notes to the consolidated financial statements included in this Form 10-K.

Certain accounting policies involve significant judgments and assumptions by us that have a material

_ impact on the carrying value of certain assets and liabilities. We consider these accounting policies to be critical -
accounting policies. The judgments and assumptions we use are based on historical experience and other factors,
which we believe to be reasonable under the circumstances. Actual results could differ from these judgments and
estimates under different conditions, resulting in a change that could have a material impact on the carrying values
of our assets and liabilities and our results of operations.

Allowance for Loan Losses. We consider the allowance for loan losses to be a critical accounting
policy. The allowance for loan losses is the amount estimated by management as necessary to cover probable losses
inherent in the loan portfolio at the balance sheet date. The allowance is established through the provision for loan
losses, which is charged to income. Determining the amount of the allowance for loan losses necessarily involves a
high degree of judgment. Among the material estimates required to establish the allowance are: loss exposure at
default; the amount and tlmmg of future cash flows on impacted loans; value of collateral; and determination of loss
factors to be applied to the various elements of the portfolio. All of these estimates are susceptible to significant
change. Management reviews the level of the allowance at least monthly and establishes the provision for loan
losses based upon an evaluation of the portfolio, past loss experience, current economic conditions and other factors
related to the collectibility of the loan portfolio. Although we believe that we use the best information available to
establish the allowance for loan losses, future adjustments to the allowance may be necessary if economic conditions
differ substantially from the assumptions used in making the evaluation. In addition, the Office of Thrift
Supervision, as an integral part of its examination process, periodically reviews our allowance for loan losses. Such
agency may require us to recognize adjustments to the allowance based on its judgments about information available
to it at the time of its examination. A large loss could deplete the allowance and require increased provisions to
replenish the allowance, which would adversely affect eamings. See notes 1 and 3 of the notes to the consolidated
financial statements included in this Form 10-K.




Balance Sheet Analysis

Loans. Our primary lending activity is the origination of loans secured by real estate. We originate real »
estate loans secured by one- to four-family residential real estate, commercial and muln -family real estate and
undeveloped land. To amuch lesser extent,’ we ongmate consurner loans.

The largest segment of our real estate loans is one- to four-family residential real estate loans. At S
March 31, 2008, one--to four-family residential real estate loans totaled $69.9 million, or 87.3% of total loans,
compared to $70.5 mllllon or 88.0% of total loans, at March 31, 2007. One- to four-family residential real estate
loans decreased over this period as a result of a decline in the real estate market and a general slowing in real estate .
sales. In addition, commercial real estate loans increased over this period as a result of steady commercial real
estate development. Consumer loans decreased in 2008 as a result of decreasing car sales and consumer debt
contraction. S .

K ' vt

The following table sets forth the compaosition of our loan portfolio at the dates indicated. S
Table 1: Loan Portfolio Analysis ’ . e : ‘ IR
e T ' ' March 31, : ‘
STt - 2008 2007 T v T
(Dollars in thnusands_) : Amount - Percent Amount  Percent ' : :
Real estate loans: ' ' o ' o
One-to four-famlly ........... $69904 . 8733% $70,528 87.97%
Multi= famlly .................. L) 966 ' 121 1,099 1.37 !
Commercial .. ‘ S 2,886 3.60 1,638 2.04 ’
Land loans.......cc.ccnviiirenns . 1,723 r- 215 1,723 215 ¢
Total real estate loans ... 75,479 94.29.- 74,988 9353 . - . :
1 ! . . L . 1 ot . . i
Consumer loans: S . . ‘ .
Automobile ............coooiciincninne 2,522 3.15 2,825 3.52 : . , i
HOME €QUILY ..vvvrrsrreeesceneenaceseeas 1,526 1.91 1,534 1.92 ' ’
Loans secured by dcposn : ] ) \
ACCOUNTS 1overerereereee e, - 521 0.65 828 1.03 :
Total consumer loans 4,569 5.71 5,187 6.47 '
Total toans ......ccoeevrevenceen, 80,048 100:00% 80,175 100.00%
Loans in process ...t vvmenns v o= ) T - ! !
Allowance for losses..................... (124) (130)
Net deferred loan fees.....ovvvernnn pe (120) . (124) ‘ S

Loans, net....lverereeee. . S . 79804 .. - - $79921 o 1

At March 31, 2008 ﬁxed rate loans balloon loans and adjustable -rate loans totaled $44 5 mllllon $34. 9
million and $563,000, respectlvely - . N . - :
The followmg table sets forth certain mformatlon at March 3l 2008 regardmg the dollar amount of loan
principal repayments becoming due during the years indicated. The table does not include any estimate of
prepayments which significantly shorten the average life of all loans and may cause our actual repayment experience
to differ from that shown below. Demand loans having no stated schedule of repayments and no stated maturity are
reported as due in one year or less. The amounts shown below exclude net deferred loan fees. Our adjustable-rate
mortgage loans generally do not provide for downward adjustments below the initial discounted contract rate. When
market interest rates rise, as has occusred in recent periods, the interest rates on these loans may increase based on
the contract rate (the index plus the margin) exceeding the initial interest rate floor.
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"Table 2: Contractual Maturities and Interest Rate Sensitivity

" Real Estate Consumer “Total s

March 31, 2008 (Dollcrs in thousands) ' Loans Loans ' Loans
Amounts due in:- . - . .
One YEar Or 1ESS wvvveeiecrsisieaic e e tsr oo e enat e $.1,409 - % 602 $ 2,011
More than one to five years _ ... 10,009 2,442 . 12,451
More than five VEArS oo 64,061 1,525 65,586

TOtL .o e S . 875,479 34,569 _ $80,048
interest rate terms on amounts due after one year: )
Fixed-rate loans (including balloon 10ans)...........ceeeeeverierecresreererone. $73,621 33,967 $77,588
Adjustabte-rate Joans............ SO VUSRI 449 - 449
Totak .o e et 544,070 $3,967 ¢ $78,037

Investments. At March 31, 2008, our investment portfolio totaled $1.7 million dnd ¢onsisted solely of
our investment in Federal Home Loan Bank of Chicago stock. Our investment in Federal Home Loan Bank of
Chicago stock remained unchanged during the year-ended March 31, 2008 due to a prohibition on excess stock
redemptions imposed by the Federal Housing Finance Board. On October 10, 2007, the Federal Home Loan Bank.
of Chicago entered into a consensual cease and desist order with the Federal Housmg Finance Board Office of
Supervision, which limits the ability of the Federal Home Loan Bank of Chicago to redeem excess or voluntary
stock or to pay dividends. The Federal Home Loan Bank of Chicago did not declare or pay a dividend for the third
and fourth quarters of 2007 and first quarter of 2008 citing continuing pressure on net interest income, projected .
earnings levels, market conditions and regulatory requirements. At March 31, 2008, $810,000 of our investment in
Federal Home Loan Bank stock consisted of excess or voluntary stock. Based on the liquidity needs of Tempo Bank
and subject to the stock redemption guidelines of the Federal Home Loan Bank of Chicago, Tempo Bank expects to
redeem the majority of its excess or voluntary stock as soon as an official redemption policy has been: announced by
the Federal Home Loan Bank of Chicago.

We had no investments that had an aggregate book value in excess of 10% of our equity at March 31, 2008
. except for our investment in Federal Home Loan Bank of Chlcago .

Other Assets. Other assets decreased due primarily to $399,000 of deferred stock conversion costs at
March 31, 2007. These costs reduced the proceeds from the sale of common stock in April, 2007,

Deposits. Our deposit base is comprised of noninterest-bearing NOW accounts, NOW "accounts, savings
accounts, money market accounts and certificates of deposit. We consider our deposit accounts other than
certificates of deposit to be core deposits. Deposits decreased $5.0 million, or 7.8%, for the year ended March 31,
2008, as certificates of deposit decreased $1.9 million, or 4.4% and core deposits decreased $3.1 million, or 14.8%.
Overall, deposits decreased during the year ended March 31, 2008 primarily as a résult of strong rate competition for
certificates and the completion of the stock offering and transfer of proceeds held as core deposits to stockholder’s
equity effective Apnl 3,2007. ‘

y

1 W1 '
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Table 3: Deposits - " . . . .. . in° v . i . Y
March 31,
2008 2007
(Dollars in thousands) Amount  Percent Amount Percent .. ° -
Noninterest-bearing . L ‘ N T
NOW accounts..., $2,620, 4.43% $2.404 3.75%
NOW 2CCOUMS . oveeree i ramrasveereene 44200 747 4,782 7.45
Savings accounts 7,277 12.29 11,286 17.59
Money market accounts.... 3,324 5.62 2,242 3.49
Certificates of deposit........ 41,540 - 70.19 43,456 67.72°
_Totaloececiee. $59%181 100.00% ° $64,170 100.00%

Table 4: Time Deposit Maturities of $100,000 or more
March 31, 2008 (Dol]ars in thousands) Amount

o o o N
Maturity Period ] T ' u J .o T
Three months or less ............ s et sttt et . 82, 288
Over thee through six months... ; ' . ' TR 2,607
Over six through twelve months . T 2,584
Over twelve months .. S 2,380 o

TOML. e e s e oeesensrsssssssensenme st s eeriereeeess e smrsess -$9,859 .-

Wl

Borrowings. We utilize FHLB advances to supplement our supply of funds for loans.? In the table below,
the weighted average interest rate dunng the year is based on the wetghted average b balances determmed ona .

monthly basis.

RETS P4

Table Si Borrewings e o,
s , Year Ended
T March 31, .
(Dollars in thousands) ~ 2008 2607
Maxlmum amount outstandmg at any month
end dunng the year: S :
FHLB advances .......uuuurmeonen SO SR A $23,000 - $19,000
Average amount outstanding during the year: G
FHLB 2dvances ......ccccuuioirereerimiessesemssresrmesssibans 20 083 ‘14,308
Weighted average interest rate durmg the year:
FHLB advances ... 4. 77% -4.80%
Balance outsmndlng at end of year ! ' :
FHLB advances .....cccvvvivveecrrenre s neencneeas 17 000 19,000
Weighted average interest rate at end of year: '
FHLB adVances .........co.....ocorveiaiicioeeecsesarsisinenns 4. 82% 4.84%

©oa

, Borrowings decreased during 2008 as a result of a slow down in lhe residential and consur’ner loan markets.

. Stockholders’ Equ:ty Stockholders equity mcreased due pnmanly to $3 0 mllllon ralsed from the sale

of common stock in April 2007. ..
N u"_. ! + N !
o ‘ -
1 EE) L. | 1

' . o
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Comparison of Results of Operations for the Years Ended March 31, 2008 and March- 31,
2007

Tabile 6: Summary Income Statements : 1 L

Year Ended March 31, (Dollars in thousands) 2008 2007 2008 v. 2007 % Change
Net interest iCome ... .oceeervrerenvinreneens . J ................................. $ 2,006 51,897 § 109 5.75%
Provision for loan losses : (80). 4 (84) (2100.00)
Noninterest income.............. ’ 175 132 . 43 32.58
NODINLETeSt EXPENSE.....omrerireariseissrsirnssessaas ST OPU O PORUPT . (2,002) (1,835 (167) " 910
Income Laxesg ................ . {28) (79 51 "~ (64.56)
INEt CAININES . ..cervemrrereirracriremseessssrsstsssssnsansassd eerererere e sesne e tensass .. § 71 $ 119 $ (48) (40.34)%
RELUrN ON AVETAZE EQUILY ..ocverrecrirvrriinmse i scsea s sresensissnsssssesssssereasncass 093%  1.99%

REtUM ON AVEIAZE BSSELS. ...veemmeeemeereessinssesistsssssoen s s ersssnesessssesnes T 008 ' 015

Net Interest Income. Net interest income increased as a result of the growth in the Bank’s loan
portfolio. During the prior year, loans increased by $12.8 million primarily through the use of advances from the
FHLB of Chicago. As a result, the ratio of average interest-earning assets to average interest-bearing liabilities
increased to 114.03% for 2008 from 109.98% for 2007. The positive effect of asset growth on net interest income
was partially offset by a decrease-in the interest rate spread to 1.86% for 2008 from 2.04% for 2007, The Bank’s

cost of funds rose due to higher market interest rates paid on money market accounts and certificates of deposit.

Table7: Analysis of Net Interest Income -

Year Ended March 31, (Dollars in'thousands)” ~ * -+ * ' "2008 - 2007 2008 v.2007 % Change’

Components of net interest income i
LUOBAINS cvvvvreercmreeerme et sisis b sisss s s b gt boass st nns s ens $4,880 $4,380 $500 -. 11.42% -

Stock in FHLB of Chicago ... 13 70 (57) (81.43)
Other interest-earming assels ... .covurersrrsrieeeebern sz hensian B 115 153 (38) (24.84)
Total INLEFESE INCOINE o...vvarivrrerrererivtrrnrernressreseeesssssssersirnsessesse - 5,008 4,603 405 8.80
DIEPOSIS 1vvvraerrersersnrccmrerreeansssmssissanssnsnssassssses s lessnnasesssistiosionaons (2,044) (2,019 (25) ¢ 1.24
Borrowings (958} (687). {271) 3945
Total interest expense (3,002) (2,706) (296) 10.94
Net INtErest INCOME ..vvreveeerrerecreesimerersim e ssgisresissesnes S 2,006 $1,897 $109 5.75%
Average yields and rates paid L.
Interest-earning assets......c.covvrmirereseemeneeeas s e iagrne 5.86% 5.77% 0.09% 1.56%
Interest-bearing liabilities .... TN 4.00 3713 0.27 7.24
Interest rate SPread... ... rrscres e s iedbssss s sssns s 1.86 2.04 0.18) (8.82)
Net INTETESE MIATKIMN 11-veeevreenererrsssssrisissansrns reresesasessassrsssesmsmsinsssasens 2.35 2.38 {0.03) (1.26)
Average balances o
LLOATIS «ovrreeeeemeseeeemasseetotsranssnanesseraasensnsssnsesessessessssasnssrsnnesssnnsrssasnes $81,084 $74,510 $6,574 8.82%
Stock in FHLB of Chicago ......... 1,660 2,260 ~(600) (6.61)
Other interest-2arning assets ......oucvivessssrorsresessssiscssssisssesressees 2,756 2,951 (195) (15.86)
Deposits e freeretee e s nnenes et e 54,898 58178 | (3,280) (5.64)
Borrowings ......cccvesiienes ereserucasertsnsnets sttt e bR nnsannas 20,083 14,308 5,775 40.36

** Provision for Loan Losses. The provision for loan losses was $80,000 for the year ended March 31,
2008, compared to a recovery of loan losses of $4,000 for the year ended March 31, 2007. The Bank recorded
charge-offs of $92,000 and recoveries of $6,000 for the year ended March 31, 2008 compared to charge-offs of
$11,000 and recoveries of $15,000 for the year ended March 31, 2007. Charge-offs and the provision for loan losses
were higher due primarily to the write-down of one loan secured by a single-family residence located in O’Fallon,
Hlinois. :

The allowance for loan losses was $124,000, or 0.16% of total loans outstanding as of March 31, 2008, as

compared with $130,000, or 0.16% as of March 31, 2007. An analysis of the changes in the allowance for loan
losses is presented under “Risk Management — Analysis and Determination of the Allowarice for Loan Losses.”
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Noninterest Income. Noninterest income increased due primarily to higher deposit account service
charges. Deposit account service charges increased as a result of the implementation of a more aggressive program -
of assessing non-sufﬁc:lent fund fees to our customers.

Table 8: Noninterest Fncome Summary : . .
Year Ended March 31, (Dollars in thousands) 2008 2007 $ Change % Change

Loan service charges.............. 3 24 $20 s 4 20.00%
Service charges on deposn accounts 133 82 51 62.20
Gain on sale of investment in service bureau - 18 (18)_ (100.00)
Other... 18 12 6 50.00
Total $- 175 $132 ‘s 43 T 32.58%

D]

Noninterest Expense. Noninterest éxpense increased as a result of higher expenses for compensation
and costs associated with being a public company, including consulting costs for program development and
implementation of Sarbanes-Oxley Section 404. Compensation and benefits expenses increased due to higher salary
levels primarily as a result of cost of living increases. Equipment and data processing expenses increased due'
primarily to the elimination of incentive credits from the Bank’s data processor during 2008. Advertising expenses
decreased as a result of management s efforts to decrease noninterest expenses. ‘ '

1 . ot [

Table 9: Noninterest Expense Summary -

Year Ended March 31, (Dollars in thousands) . ) 2008 2007 $ Change % Change

Compensation and benefits......c.c.vcoerveirciivceiiiieeeesceressiensiresnsriesenees 3 1,179 $1,095 § 84 1.67%
Occupancy ..., e 100 90 " 10 ST 11
Equipment and data proeessmg " 32% 299 .29 9.70
Federal deposu insurance premlums T 7 - ) -
Advertising ... -39 58 {19y  (32.76)
Supplies ... " 37 5 2 "5
Professional and regulatory fees.. 138 ©69 69 “100.00
Other... . 174 . 182 (&) (4.40}
Total$ 2,002 $1,835 ¥ 167 . 9,10%

Income Taxes. Income taxes were $28,000 for 2008, reflecting an effective tax rate of 28.3%, compared
to $79,000 for 2007, reflecting an effective tax rate of 39.9%. Income taxes decreased due to lower pre-tax
eamings. .

Average Balances and Yields. The following table presents information regarding average balances
of assets and liabilities, the total dollar amounts of interest income and dividends from average interest-earning
assets, the total dollar amounts of interest expense on average interest-bearing liabilities, and the resulting
annualized average yields and costs. The yields and costs for the years indicated are derived by dividing income or
expense by the average balances of assets or liabilities, respectively, for the years presented. For purposes of this
table, average balances have been calculated using month-end balances, and nonaccrual loans are included in
average balances only. Management does not beligve that use of month-end balances instead of daily average
balances has caused any material differences in the information presented. Loan fees ate included in interest income
on loans and are insignificant. None of the income reflected in the foliowing table is tax-exempt income.
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Table 10:- Average Balance Table N .
T PRI . iy Years Ended March 31, :
2008. 2007
Interest Interest
Average and Yield/ Average and Yield/
{Dollars in thousands) Balance Dividends Cost Balance  Dividends Cost
Asséts: S '
Inlerest-eaming assets: )
Loans ., $81,084 $ 4,880 6.02% " $74,510 $4,380 5.88%
Stock in  FHLB ofChlcago 1,660 T13 0.79 2,260 70 3.10
Other interest- -garning assets 2,756 115 417 2,951 153 5.18
Total interest-earning assets...................... 85,500 ° 5,008 5.86 79,721 4,603 577
Noninterest: earﬁing BSERLS 1ovrerrosrerseeseeeemaneeneenis 2,164 2555
ToLal assets ieeeereeeereeeeenins 87,664 ' ' $82,276
Co v , : ; :
Liabilities and Stockholders Equlty
Interest-bearing liabilities: - . . b ' C
NOW accounts... %4413 23 0.52% . $4,629 27 . 0.59%
Savings accounts 7,243 49 0.65 8,026 76 095
Money market accounts 2,683 82 312 . 1,702 34 1.98
Certificates of deposit..covereeceirenccrieseinienne, 40,359 1,890 4.66 43,821 1,882 429
" Total interest-bearing deposits.........ouvivennan: 54,898 2,044 +3.73 58,178 2019 347
FHLB advances e eeeeseeer e tbe " 20,083 958 4.77 14,308 687~ 4.80
Other borrowings. - = = - - -
Total interest-bearing liabilities .....cccc.ovenn. 574,981 3,002 4.00 372,486 2,706 373
Noninterest-bearing NOW accounts ............. - 2,456 2,151
Other noninterest-bearing liabilities................ 1,130 1,630
Total Habilities .. oocvvvrsssrererscsnersssnnseneen |+ 18,567 76,267
Stockholders’ EQUILY ........coowecrmmrecrmseserieonennen 9,097 6,009
Total liabilities and stockholders’ equity ..... . 887,664 | $82,276
Net interest income..}; $2,006 - 51,897
Interest rate spread..... 1.86% 2.04%
Net interest margin 2.35% 2.38%
Average interest-eaming assets to S oh o . o
114.03% . » 109.98%

average interest-bearing liabilities ..............
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. Rate/Volume Analysis. The following tables set forth the effects of changing rates and volumes on our
net interest income. The rate column shows the effects attributdble.to changes in rate (changes in rate multiplied by
prior.volume). The volume column shows the-effects atiributable to changes in volume (changes in volume r
multiplied by prior rate). Changes due to both volume and rate have been allocated proportionally to the volume
and rate changes. The net column represents the sum of the prior columns.

Table 11: Net Interest Income — Changes Due to Rate and Volume
Year Ended March 31, 2008 Compared to Year Ended March 31, 2007

(Dollars in thousands) ) Volume Rate Net
Interest income: ; ' ‘ .
LOANS [ECEIVADIE ....vv..cvvevsree e eeecamesensesin s rressis s sisssssesnessinenesssssenssesssenesnssnnen 3 394§ 106 § 500
Stock in FHLB of Ch:cago as (42) (57
Other interest-earning assets (10) (28) {38)
Total..cocerrrereece et SO OO OO P TSSO PTUOTOO U 369 36 405 .
Interest expense: :
PasshoOK ACCOUNIS ...\ttt ee st e a et et e et a e e st b e em e e e Pad e b aRe b ssaseemntarsaras O] (20 . (@27
NOW 2cCOUMS....ceiiverin] H CY . {5
MMDA accounts .. 24 24 .0 48
Certificates... (537) 66 - 9
Total depostts . . . {41) 66 25
AQVANEES FIOM FHLB. ...corvvuunreuvaecesenns e s s esssssanss s nesssesssaseessas e sss s sssssss o conee 272 () 271
TOUAL. .o ce et b st e se i r e et eA e R Rt e ene s 231 65 296
Increase (decrease) in net interest ICOMIE. 1 eveve et Ce e s e eian s ORI S .8 138 % 29 3% 109

n - g
[ oo

Risk Management * . "

Overview. Managing risk is an essential part of successfully managing a financial institution. Our most
prominent risk exposures are credit risk, interest rate risk and market risk. Credit risk is the risk of not collecting the
interest and/or the principal balance of a loan or invéstment when it is due. Interest rate risk is the potentlal
reduction’of interest income as a result of changes in interest rates. Market risk arises from fluctuations in interest
rates that may result in changes in the values of financial instruments, such as available-for-sale securities that are *
accounted for on a mark-to-market basis. Other risks that we face are operational risks, liquidity risks and
reputation risk, Operational risks include risks related to fraud, regulatory compliance, processing errors,
technology and disaster recovery Liquidity risk is the possible inability to fund obligations to tlepositors lenders or
borrowers. Reputation risk is the risk that negatlve pub11c1ty or press, whether trire or not, could cause a decllne in
our customer base or revenue " ' s '

Tt -

Crédit Risk Management. Our strategy for credit risk management focuses on having well-defined

credit policies and imiform underwriting criteria and providing prompt attention to potential problem loans.

When a borrower fails to make a required loan payment, we take a number of steps to have the borrower
cure the delinquency and restore the loari to current status, mcludmg contacting the borrower by letter and phone at
regular intervals. When the borrower is in default, we may commence co}lectmn proeeedmgs If a foreclosure
action is instituted and the loan is not brotght current, paid in full, or refinanced before the foreclosure sale, the real
property securing the loan generally is sold at foreclosure. Generally, when a consumer loan becomes 90 days past’
due, we institute collection proceedings and attempt to repossess any personal property that secures the loan.
Management informs the board of directors monthly of the amount of loans delinquent more than 90 days, all loans
in foreclosure and repossessed property that we own.

Analysis of Nonperforming and Classified Assets. We consider repossessed assets and loans that are
90 days or more past due to be nonpérforming assets. Loans are generally placed on nonaccrual status when they
become 90 days delinquent at which time the accrual of interest ceases and the allowance for any uncollectible
accrued interest is established and charged against operations. Typically, payments received on a nonaccrual loan
are applied to the outstanding principal and interest as determined at the time of collection of the loan.
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Real estate that we acquire as a result of foreclosure or by deed-in-lieu of foreclosure is classified as real
estate Owned until it is sold. When.property is acquired it is recorded at the lower of its cost, which is the unpaid
balance of the loan plus foreclosure costs, or fair market value at the date of foreclosure Holdmg costs and declines
in fair value after acquisition of the property result in charges against income..

. ot ‘ ' vy

1

Table 12: Nonperforming Assets

Marclr 31,

(Dollars in thousands) ' t 2008 2007

Nonaccruat loans: . ‘ - . ..
Restdential real estate ... $ - $698
CONSUMET.....oooreveerinnae 64 30 N -

TOMAL ..o ee et reeresse e n e eretreerree e ssane s 64 728 -

Foreclosed real estate - residential 386 =

Total NONPErfOrmMing ASSELS...cvvuiurririrrrseaeeees et ene s $450 $728

Total nonperforming loans to total loans..... 0.08% 0.91% -

Total nonperforming loans to total assets ....... 0.07 0.81

Total nonperforming assets to total 288615 ...oivvevicviiaiinnni e 0.52% 0.81%

Foreclosed real estate consists of one single-family residence located in O’Fallon, Ilinois.

We did not have any troubled debt restructurings or any accruing loans past due 90 days or more at the
dates presented above, Interest income that would have been recorded for the year ended March 31, 2008 and year
ended March 31, 2007, had nonaccruing loans been current according to their original terms amounted to $6,000 and
$49,000, respectively. Income related to nonaccrual loans included in interest income for the year ended March 31,
2008 and the year ended March 31, 2007 was $5 000 and $45,000, respectrvely . D

",

e,

‘At March 31, 2008 we had no loans Wthh were not}currently classrﬁed as nonaccrual 90 days past.due or
1mpa|red but where known information about possible credit problems of borrowers caused management to have
serious concerns as to the ability . of the borrowers to comply wrth present loan repayment terms and whlch may
result in disclosure as nonaccrual, 190 days past due or impaired. .

Federal regulatlons requrre us to review and classrfy our assets on a regular ba51s ‘In addition, the Ofﬁce of
Thrift Supervision has the authority to ldenttfy problem assets and, if appropriate, require them to be classified.
There are three classifications for problem assets: substandard, doubtful and 10ss. “Substandard assets” must have
one or more defined weaknesses and are characterized by the distinct possibility that we will sustain some loss if the
deficiencies are not corrected. “Doubtful assets” have the weaknesses of substandard assets with ‘the additional
characteristic that the weaknesses make collection or ]1qu1dat1on in full on the basis of currently existing facts,
conditions and values questionable, and there is a high possibility of foss. " An asset classified “loss” is considered
uncollectible and of such little value that continuance as an asset of the institution is not warranted. The regulations
also provrde for a “special mention” category, described as assets which do not currently expose us to a sufficient
degree of risk to warrant classification but do possess credit deficiencies or potential weaknesses deservmg our close
attention. When we classify an asset as substandard or doubtful we establish a specific allowance for loan losses. If
we classify an asset as loss, we charge off an amount equal to 100% of the portion of the asset classified loss.

A Ta '

Table 13: Classified Assets L

At March 3!,
{Dollars in thousands) ) 2008 2007
SUBSTANGAATA BSSELS 1oovmvvoefoossoooosoess Lo ssdisdbesiesseessssesmsssssssessesissmesnssenenssnnne,© 964+ $728
Total classified assets .. : e : R i $728

I " L o ", B

We did not have any assets classified as “special mention,” “doubtful” or “loss™ at the dates presented above '
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Table 14: Selected Loan Delinquencies - ) t '

March 31,
2008 2007
30-59 60-89 30-59 60-89
) Days Days Days Days
{Dollars in thousands) Past Due _ Past Due_ Past Due__ Past Due

One- to four- family....cococoeerrrrnnee. $1,383 $288 $423 -
CONSUMET c..cvovvemeeeeeesrseesersseareeeneresens ‘103 121 19’ 47
Total....coiiicniesiree s e siene it 51,486 5409 $442 347

Analysis and Determinalion of the Allowance for Loan Losses. The allowance for loan iosses is a
valuation atlowance for probable losses inherent in the loan portfolio. We evaluate the need to establish allowances
against losses on [oans on a monthly baS|s When additional allowances are necessary, a provision for loan losses is
charged to earnings.

Our methodology for assessing the appropriateness of the allowance for loan losses consists of: (1) a
general valuation allowance on identified problem loans; (2) a general valuation allowance on the remainder of the
loan portfolio and (3) a specific valuation allowance on loans classified as “loss.” Although we determine the
amount of each element of the allowance separately, the entire allowance for loan losses is avallable to absorb losses
in the loan portfolio. - : '

We establish 4 general allowance on identified problem loans, including all classified loans, based on sich
factors as: (1) the strength of the customer’s personal or business cash flows and personal guarantees; (2) the .
availability of other sources of repayment; (3) the amount due or past due;-(4) the type and value of collateral; (5)
the strength of our collateral position; {6) the estlmated cost to sell the collateral; and (7) the borrower’s effort to
cure the dehnquency ‘ . . : Ta, . ,

We establish another general allowance for loans that are not classified to recogmze the inherent probable
losses associated with lending activities. This general valuation allowance is determined by segregating the loans by
loan category and assigning allowance percentages to each category. The allowance percentages have been derived
using percentages commonly applied under the regulatory framework for Tempo Bank and other similarly-sized
institutions. The percentages may be adjusted for significant factors that, in management’s judgment, affect the
collectibility of the portfolio as of the evaluation ddte. These significant factors may include changes in lending
policies and procedures, changes in existing general economic and business conditions affecting our primary lending
areas, credit quallty trends, collateral value, loan volumes and concentrations, seasoning of the loan portfolio, recent
loss experience in pamcular segments of the portfolio, duration of the current business cycle and bank regulatory
examination results. The applied loss factors are reevaluated periodically to ensure their relevance in the current
economic environment,

We identify loans that may need to be charged off as a loss by reviewing all delinquent loans, classified
loans and other loans that management may have concerns about collectibility. For individually reviewed loans, the
borrower’s inability to make payments under the terms of the loan or a shortfall in collateral value would result in
our charging off the loan or the portion of the loan that was impaired.

The Office of Thrift Supervision, as an integral part of its examination process, periodically reviews our
allowance for loan losses. The Office of Thrift Supervision may require us to make additional provisions for loan’
losses based on judgments different from ours.

At March 31, 2008, our allowance for loan losses represented (.16% of total gross loans. The allowance

for loan losses decreased slightly from $130,000 at March 31, 2007 to $124,000 at March 31, 2008. The Bank’s
percentage of allowance for loan losses to total loans remained constant at March 31, 2008 and 2007 at 0.16%.
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The following table sets forth the breakdown of the aliowance for loan losses by loan category at the dates
indicated.

Table 15: Allocation of Allowance of Loan Losses ., i
March 31,
' 2008 007
% of % of
Loans in Loans in
Category Category
to Total . ' to Total
(Dollars in thousands) - Amount Loans Amount Loans
O 10, four- family oo $75 8733% | $103 . '8T97% T i
Multi-Family...........oc.coee. et - 177] DRSS I Y A
Commercialreal estate.. .. ..oovreencrienes 8 3607 10 “2.04 '
Land. ..o einncerenreoes - 2.15 - 2.15
Consumer...... 18 © 571 8 6.47
Unallocated......c.coovvimmresivecncnicnsnenenns 23 . = - 9 =
Total allowance for loan losses.......... $124 100.00%.  $130 100.00% .

1 o . . . ' o * i
Although we believe that we use the best information available to establish the allowance for loan losses,
future adjustments to the allowance for loan losses may be necessary and our results of operations could be
adversely affected if circumstances differ substantiaily from the assumptions used in making the determinations.
Furthermore, while we believe we have established ourallowance for loan losses in conformity with U.S. generally
accepted accounting, principles, there can be no assurance that regulators, in reviewing our loan portfolio, will not -
require us-to increase our aliowance for loan losses. In addition, because future events affecting borrowers and
collateral cannot be predicted with certainty, there can be no assurance that the existing allowance for loan losses is
adequate or that increases will not be necessary should the quality of any loans deteriorale as a result of the factors
discussed above. Any material increase in the allowance for loan losses may adversely affect our financial condition
and results of opérations. -~ . . - :
Table 16: Analysis of Loan Loss Experience

(' '

et " Years Ended

. . _ ; March 31,
(Dollars in thousands) - 2008 2007 ,
Allowance at beginning of Year ...l $130 $130 —
Provision for (recovery of) loan 10SS€S ..ot e 80 ' (4)
Charge-offs:
One: 10 four- fAMILY ..ot . (86) -
Consumer loans ..o e eeseineessenns (6) {an
Total charge-0fF5........coevcremmiiininrirs e (92) (1)
Recoveries:
One- to four- family ‘ 6. . = - ‘.
CONSUMET 10ATIS .eveereetieeeir s maemsns s ersess st rma e i = 15
Total FECOVETIES ...t se e 6 15
Net recoveries (Charge-offs) ..o (86) 4
Allowance at end of Year ... $124 8130
Allowance to nonperforming loans........cc.cweceervrrcrscsssnerns 193.75% 17.86%
Allowance to total loans outstanding
at the end of the Year ... e 0.16 0.16
Net charge-offs (recoveries) to average
loans outstanding during the year .........cocooocviianimsen 0.11% (0.01)%

Interest Rate Risk Management. Our earnings and the market value of our assets and liabilities are
subject to fluctuations caused by changes in the level of interest rates. We manage the interest rate sensitivity of our
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interest-bearing liabilities and interest-earning assets in an effort to minimize the adverse effects of changes in the
interest rate environment. Deposit accounts typically react more quickly to changes-in market interest rates than
mortgage loans because of the shorter maturities of deposits. As a result, sharp increases in interest rates may
adversely affect our earnings while decreases in interest rates may beneficially affect our eamings. To reduce the
potential volatility of our earnings, we have sought to improve the match between asset and liability maturities and
rates, while maintaining an acceptable interest rate spread. .Our strategy for managing interest rate risk emphasizes:
originating balloon loans or loans with adjustable interest rates; and prornotmg core deposit products : R
[ " . ' L L

We have an Asset/Liability Management Committee to coordinate all aspects 1nvolv1ng asset/ltabtllty
management. The committée establishes and monitors the volume, maturities, pricing and mix of assets and funding
sources with the objective of managing assets and funding sources to- prov1de results that are consistent with
llqurdlty, growth, risk limits and profitability: goals . Coe Y

y .- : '

‘We use an interest rate sensitivity anatysis that we prepare to review our- level of i mterest rate risk. Thts
analysis measures interest rate risk by cornputmg changes in net portfolio value of our cash flows from assets,
liabilities and off-balance sheet items in the event of a range of assumed changes in market interest rates. Net -
portfolio value represents the market value of portfolio equity and is equal to tfie market value of assets minus the .
market value of liabilities, with adjustments made for off-balance sheet items: This analysis assesses the risk of loss
in market risk sensitive instruments in the event o6f a sudden and sustained 100, 204 and 300 basis point increase or -
100 and 200 basis point decrease in market interest rates with no effect given to any steps that we might teke to
counter the effect of that interest rate movement. We measure interest rate risk by modeling the changes in net
portfolio value over a variety of interest rate scenarios. The following table presents the change in the net portfolio
value of the Bank at March 31, 2008 that would occur in the event of an immediate change in interest rates based on
our assumptions, with no effect.given to any steps that we might take to counteract that change. .-

o

o, L N - -

Table 17: NPV Analysis, . e - T .
Net Portfolio Value Net Portfolio Value as % of
{Dollars in thousands) Pnrtfolm Value of Assets
' .Basis Point (*bp™)" - . Estimated - S ’ E R
ChangeinRates -~ .. . ' $ Amount: $ Chanpe ' - % Change. NPV Ratio E Change .
300bp -+ . - . $7,039 $(3,777). - (34.92)% 8.68% - -8(349) .-
200 . ’ .o 8559 - (2,257) (20.87) » 10.20, (197
100 | ~ . 9,857 .. (959 . (887 . . 1139 (78}
0 10,816 - - oo nrar . -
(100} 11,003 187 1.73 12,15 ' (2)
(200) 10,250 (566) (5.23) ] 11.23 194)

- o * ikt

‘We use certam assumpttons in assessing our interest rate risk. These assumptrons relate to intérest rates,
loan prepayment rates, deposit decay rates, and the market values of certain assets under differing 1nterest rate
scenarios, among thers. As with any method of measurmg interest rate risk, certain shoncommgs are ifiherent i in, ’
the method of analysrs presented n the foregomg table. For example although c certain assets and llabllmes may
have similar maturmes or penods to. repr1c1ng, they may react in different degrees to changes in market fiterest
rates. ‘Also, the interest rates oii Certain types of assets and tiabilities may ﬂuctuate in advance of changes in market
interest rates, while mterest rates on other types may lag behind changes in market rates. Addlttonally, certam
assets, such as adjustable-rate mortgage loans, have features that restrict changes in intérest rates'on a short-terrn .
basrs and over the life of the asset. Further; in the eventof a change in interest rates, expected rates of prepayments
on loans and early wrthdrawals from certificates, could devtate srgnn" cantly from those assumed i m calculatmg the
table. o

oo, 0 " :ut "

. . ¥ " .\

Liquidity Management. Liquidity is the ability tG meet curfent and futule financial obligations of a.
short-term nature. Qur primary sources of funds consist of deposit inflows, loan repayments, maturities of and
payments on investment securities and borrowings from the Federal Home Loan Bank of Chlcago While maturities
and scheduled amortlzatlon of loans and securities are predictable sources of funds, deposit flows and mortgage
prepayments are greatly mfluenced by general mterest rates, economic condmons and competmon

: 1
.
* - o . n ]
* . o " et . B el 4
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..+ 1+ We regularly adjust our investments in liquid d$sets based upon our assessment of (1) expected loan* .
demand; (2) expected deposit flows, (3) yields available on interest-earning deposits and securities.and (4) the .
objectives of our asset/liability management policy. - R A " !

L . .oy . ' . . o ' vl v N PR
.Our most liquid assets are cash and cash equivalents.. The levels of these assets depend on our operating;
financing; lending and investing-activities during any given period. At March 31, 2008, cash and cash equivalents '
totaled $3.2 million: Inraddition, at March 31, 2008, we had the ability to borrow up to a totat of $16.2-million from

the Federal Home Loan Bank of Chicago. On March 31, 2008, we had $17.0 million of advances outstanding.

A significant use of our liquidity is the funding of loan originations. At March 31, 2008, we had fixed-rate
mortgage loan commitments of $616,000-outstanding. Historically, many of the commitments expire without being
. fully drawn; therefore, the total commitment amounts do not necessarily represent future cash requirements. ! -
Another significant use of our liquidity is the funding of deposit withdrawals. Certificates of deposit due within one
year of March 31,2008 totaled $32.3 million, or 77.8% of certificates of deposit. The large percentage of
certificates of deposit that mature within one year reflects customers”. hesitancy to invest their funds for long periods
in the recent low interest rate’environment. .If these maturing deposits do'not remain with us, we will be requiréd to
seek other sources of funds, including other certificates of deposit and borrowings. Depending on market-© . .-
conditions, we may be required to pay higher rates on such deposits or other borrowings than we currently pay on
the certificates of deposit due on or before March 31, 2009. We believe, however, based on past experience, thata -
significant portion of our certificates of deposit will remain with us. We have the ability to'attract and retain’ -
deposits by adjusting the interest ratés offered. . . PR C by T
: U ! ' R U [ . J
Our primary investing activity is the origination-of loans. Our primary financing activities consist of
activity in deposit accounts and Federal Home Loan Bank advances.; Deposit flows afe affected by the overall level
of interest rates, the interest rates and products offered by us and our local competitors and other factors. We
generally managé the pricing of our deposits to be competitive. Occasionally, we offer promotional rates on certain
deposit products to attract deposits. :
Capital Management. We are subject to various regulatory capital requirements administered by the
Office of Thrift Supervision, including a risk-based capital measure. The risk-based capital guidelines include both
a definition of capital and a framework for calculating risk-weighted assets by assigning balance sheet assets and
off-balance sheet items to broad risk categories. At March 31, 2008, we exceeded all of our regulatory capital
requirements. We are cofisidered “well capitalized” under regulatory guidelines. See “Regulation and
Supervision—Federal Savings Institution Regulation—Capital Requirements,” and note 9 of notes to the
consolidated financial statemernts. ‘

+ L

“The offering increased our equity by $3.0 million. We manage our capital for maximum stockholder
benefit. The capital from the offering has significantly increased our liquidity and capital resources. Over time, the

Ty - N P

initial level of liquidity will bé reduced ‘as nét proceeds from the stock offéring are uséd for general corporate

purposes;_jnéli;ding the funding of lending aqti\?iiies.' Qur financial condition and résults of opéra;igns' vy,i'll be ”
enhanced by thié capital from the offering, resulting in increased net interest-earning assets and net eamings. .,
Howepver; the large incréase in equity resulting from the capital rdised in the offeririg will, initially, have an adverse’
imge}ct on‘our return on equrit)(f We may use capital manager_riehg_téols §uch'as cash dividends and comm’gn!shére‘ o
repurchases. However, under Office of Thrift Supervision regylations, We will not be allowed t6 repurchase agy

shares during the first year following the offering, except: (1) in extradrdinary circumstances, we may make open
market repurchases 6f up to 5% of our outstanding stock if we receive the prior non-objection of the OTS of such -
repurchages; (2) repurchases of qualifying shares of a director or if we conduct an OTS-approved offer to repurchase
made to &ll'sharcholders; {3} if we repurchase to fund 4 festricted stock award plan that has been approved by
sharcholders; or (4) if we repurchase stock to fund a tax-qualified employee stock benefit plan. All repurchases are
prohibited,_howe‘vgr, if the repurchase would reduce Tempo Bank’s regulatory capital below regulatory required
levels.,r * ~ ° 7 : o ’ '

NI S . ' , . i ' vk
- fo-Bl.algl]éé';Sﬁe?t Arr.angeméfr‘!_,ts. In the normal c_o‘u'rse'of operations, {Jvc"eng_age_i"n a variety of )
financial trafisactions that, in accordance with generally accepted accounting principles, are not recorded in our’
financial statements. These transactions involve, to varying degrées, elements of credit, interest rate and liquidity
risk. Such transactions are used piimarily to manage customers’ requests for funding and take the form of loan .
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commitments and lines of credit. For information about our loan commitments and unused lines of, credit; see
note 10 of notes to the consolidated financial statements,

For the year ended March 31, 2008 and March 31 2007, we did not engage in any off balance sheet, .
transactions reasonably likely to have a material effect on our financial condition, results of operations or cash
flows.

-

lmpact of Recent Accounting Pronouncements’

For a discussmn of the impact of TECENnt acwuntmg pronouncements see note 1 of the notes to consolidated
f'mancnal statements included in this Form 10 K.

Effect of Inflation and Changing Prices AL S i .
The financial statements and related financial data presented in this Form 10-K have been prepared in
accordance with U.S. generally accepted accounting principles, which require the measurement of financial position
and operating results in terms of historical dollars without considering the change in the relative purchasing power
of money over time due to inflation. The primary impact of inflation on our operations is reflected in increased
operating costs. Unlike most industrial compames virtuaily all the assets and liabilities of a financial institution are
monetary in nature. As a result, intérést.tates generally have a more significant impaét®on a financial institution’s -
performance than do general levels of inflation. Interest rates do not necessarily move in the same dlrecnon or to the
same extent as the prices of goods and services. ‘ :

ITEM7A. . QUANTITATIVE AND QUALITATIVE' DISCLOSURES ABOUT MARKET RISK

,"! B T 1 ’ ’ ‘ . " i

Information required.by: thls item is incorporated by reference to Part 11, Item 7, Managemem s’
Discussion and Analysis of Financial Condition and Results of Operation.” T

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA - - ©

!.“,IA . L

lnformatton requ:red by this item lS included herein begmmng on page F-l LS |
ITEM'O. "CHANGES IN AND' DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

TRt s LS N

None. .

. W ‘ .. : . Co Ty Ly

ITEM 9(T). '"CONTROLS AND PROCEDURES | e
(a) Disclosure Controls and Procedures L

.The Company’s management, including the Company’s principal executive officer and principa] financial
officer, have evaluated ‘the effectiveness of the Company s “disclosure controls and procedures,” as such termis .
defined in Rule 13a-15(¢) promulgated under the Securities Exchange Act of 1934, as amended, (the “Exchangc o
Act™). Based upon their evaluation, the principal executive officer and principal financial officer concluded that, as
of the end of the period covered by this report, the Company’s disclosure controls and procedures were, effective for,
the purpose of ensuring that the information required to be disclosed in the reports that the Company files or submits
under the Exchange Act with the Securities and Exchange Commission (the “SEC”) (1),is recorded processed,
summarized and reported within the time perlods specmed in the SEC’s rules and forms, and (2) is,accumulated and
communicated to the Company’s management, including its principal executive and principal fi nancial offi icers, as .
appropriate to allow timely decisions regarding required disclosure.
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(b)  -Internal Controls Over Financial Reporting .

Management’s annual report on internal control over financial reporting is incorporated herein by reference
to the section “Management's Reporr on Internal Control over-F mancml Repomng" in this Annual Report on Form
10-K. . o :

(c) Changes to Internal Control Over Financial‘ Reporting

There were no changes in the Company’s internal control over financial reporting during the three months
ended March 31, 2008 that have materially affected, or are reasonably llkely to matenally affect, the Company’s
internal control over financial reporting: '

ITEM9B.  OTHER INFORMATION
None.
' . ) PART I I
ITEM10.  DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE |

Directors

For information concerning the directors and executive officers of the Company, the information contained
under the sections captioned “frems to be Voted on by Stockholders — Item 1 — Election of Directors” in Sugar Creek
Financial Corp.’s Proxy Statement for the 2008 Annual Meeting of Stockholders (“Proxy Statement™) is
incorporated by reference. : .

Executive Officers

For information relating to officers of the Company, the section captioned “ftems to be Voted on by
Stockholders — Item [ — Election of Directors ™ in the Proxy Statement, and Part [, Item 1, "Descriprton of
Business—Executive Officers of the Registrant” in this Annual Report o Form 10-K are mcorporated by reference.

"

Compliance with Section 16(a) of the Exchange Act '

For information regarding compliance with Section 16(a) of the Exchange Act, the section captioned
“Other Information Relating to Directors and Executive Officers — Secnon 16(a) Beneficial. Qwnership Reportmg
Compliance” in the Proxy Statement are incorporated by reference.

Corporate Governance

For information concemmg the audit committee and the audit commitiee financial expert, the section
captloned ‘Corporate Governance and Board Matters — Committees of the Board of Directors — Audit Committee”
in the Proxy Statement is mcorporated by reference. : '
Disclosure of Code of Ethics

The Company has adopted a Code of Ethics and Business Conduct, which i is available to stockholders
without charge, upon wntten request to Phyllis J. Brown, Corporate Secretary, Sugar Creek Fmanmal Corp., 28
West Broadway, Trenton, illinoi$ 62293,

ITEM 11. EXECUTIVE COMPENSATION

For information regarding executive compensation, the sections captioned “Executive Compensation " and
“Directors’ Compensation” in the Proxy Statement are incorporated by reference.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND . = -
MANAGEMENT AND RELATED STOCKHOLDER MATTERS
(a)\ ‘ Se'curities Authon'zed for Issuance under Equity Compensation Plans .. . )
The fol]owmg table sets forth information, as of March 31, 20(]8 about Company cémmon stock thal may
be issued under the Sugar Creek Financial Corp, 2007 Equity Incentive Plan, which was approved by the
Company’s stockholders at the 2007 Annual Meeting of Stockholders. et s T

Number of securities
remaining available for.

Number of securities to Weighted-average . future issuance under equity
be issned upon exercise exerci'se.price; of . compensatlon plans
of outstanding options,  outstanding options, (excluding securities
Plan category warrants and rights. _ warrants and rights _ _reflected in the first.column)
. S . : ' ! ;o
Equity compensation plans ) , ; .
approved by security C : - _
T 11 O ~ - . . 62,210 ‘
Equity compensation plans . . , - i .
not approved by security .
holders .......cocccoovimmneeccnnn, - - -
Total....ocooinceiecieens . ) = ¥ ‘ Co= - c 62,211

E H . T L e L

(b) Secunty Ownersh:p of Certam Benef:c:al Owners ' ' o

. o oot L TR N

Information required by this item is mcorporated herein by reference to lhe section captloned Slock
Ownership” in the Proxy Statement. AN .

{c) Security Ownership of Management

Information required by this item is incorporated herein by reference to the section captioned “Stock
Ownership” in the Proxy Statement.

(d) Changes in Control
" Management of Sugar Creek Financial knows of no arrangements, including any pledge by any person of

securities of Sugar Creek Financial, the operation of which may at a subsequent date result in a change in control of
the registrant.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND
DIRECTOR INDEPENDENCE

The information required by this item is incorporated herein by reference to the sections captioned
“Transactions with Related Persons” in the Proxy Statement.

Information regarding director independence is incorporated herein by reference to the section captioned
“Corporate Governance and Board Matters — Director Independence.”
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ITEM 14. 'PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item is incorporated herein by reference to the sections captioned “Item 2

— Ratification of Independent Registéred Public Accounting Firm — Audit and Non-Audit Fees” and "“ftem 2 -
Ratification of Independent Registered Public Accounting Firm — Pre-Approval of Services by the Independent

Registered Public Accounting Firm.

ITEM 15. | EXHIBITS, FINANCIAL STATEMENT SCHEDULES

3.1
3.2
4.0
10.1

102 -

10.3
10.4
10.5
10.6
21.0
23.0
31.0
32.0

*

‘Charter of Sugar Creek Financial "

- +'Bylaws of Sugar Creek Financial "

Stock Cértificate of Sugar Creek Financial ¥

*Tempo Bank Employment Agreement with Robert J. Stroh, Jr. o

*Sugar Creek Financial Employment Agreement with Robert J. Stroh, Jr. (”

*Tempo Bank Employment Agreement with Francis J:-Eversman M S
*Sugar Creek Financial Employment Agreement with Francis J. Eversman
*Tempo Bank Employee Severance Compensation Plan m

- *Sugar Creek Financial Corp. 2007 Equity Incentive Plan @

Subsidiaries of the Registrant

Consent of Michael Trokey & Company, P.C.

Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer and Chief Financial Officer
Section 1350 Certification : -

Management contract or compensatory plan, contract or arrangement.

(M
@)
3)

Incorporated by reference into this document from the Exhibits filed with the Securities and Exchange
Commission on the Annual Report on Form 10-KSB (File No. 000-52532), filed on June 27, 2007.
Incorporated by reference into this document from the Exhibits filed with the Securities and Exchange
Commission on the Registration Statement on Form SB-2, (File No. 333-139332) and any amendments thereto.
Incorporated by reference into this document from Appendix A to-the Proxy Statement for the 2007 Annual
Meeting of Stockholders (File No. 000-52532), filed with the Securities and Exchange Commission on October
15, 2007.
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o P4 iy SIGNATURES - . ¢

In accordance with Section 13 or 15(d) of the Exchange Act, the reglstram caused this report to be signed

on its behalf by the unders1gned thereunto duly authonzed ) ' SR
I SUGAR CREEK FINANCIAL CORP. Co
Date: Junie 26,2008 * Y7 ' By /s/Rober), StrohiJr.

Robert J, Stroh, Ir.
* Chairman, Chief Executlve Off' icer and Chlef Financial
Officer

b . oy

In accordance w1th the Exchange Act, this report. has been signed below by the fol!owmg persons on behalf
of the reglstranl in the capa(:ltles and on the dates 1nd1cated )

+

Name . o ' Y+ Title C e : " Date: .- -

% . - Ve e -, L o . : - . . v

. : o I Lot oo . Coe o
- C Lo . TN
fs/ Robert J. Stroh, Jr. Chamnan Chief Executive Ofﬁcer and June 26, 2008
Robert J. Stroh, Ir. * . . = --- Chief Financial Officer (principal - _ S
v .+ . executive officer and pringipal financial |
Coo e offien L ;.
S VP S S T A . et . .
i ‘
/s/ Francis J. Eversmanf - L _ President, C}l.ie.fOperating Officer aﬁd T Ju'ne 26, 20081 ' ‘
Francis J. Eversman ~ ~ ° Director ; o "
/s/ Timothy W, Deien Director June 26, 2008
Timothy W. Deien
/s/ Timothy P. Fleming Directot June 26, 2008
Timothy P. Fleming
{s/ Daniel S. Reilly Director June 26, 2008
Daniel S. Retlly
s /S/ GaWR SChWend Director June 265 2008

~ Gary R. Schwend
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Management’s Report on Internal Control Over Financial Reporting

The management of the Company is responsible for establishing and maintaining adequate internal control
over financial reporting. The internai control process has been designed under our supervision to provide reasonable
assurance regarding the reliabitity of financial reporting and the preparation of the Company’s financiat statements
for external reporting purposes in accordance with accounting principles generally accepted in the United States of
America.

Management conducted an assessment of the effectiveness of the Company’s internal control.over financial
reporting as of March 31, 2008, utilizing the framework established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on this
assessment, management has detérmined that the Company’s intemal control over financial reporting as of March
31, 2008 is effective.

Our internal contral over financial reporting inéludes policies and procedures that pertain to the ; o
maintenance of records that accurately and fairly reflect, in reasonable detail, transactions and dispositions of assets; '
and provide reasonable assurances that: (1) transactions are recorded as necessary to permit preparation of financial
statements in accordance with accounting principles generally accepted in the United States; (2) receipts and
expenditures are being made only in accordance with authorizations of management and the directors of the
Company; and (3) unauthorized acquisition, use, or disposition of the Company’s assets that could have a material
effect on the Company’s financial statements are prevented or timely detected.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those
systems determined to be effective can provide only reasonable assurance with respect to financial statement
preparation and presentation. Also, projections of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

This annual report does not include an attestation report of the Company’s independent registered public
accounting firm regarding internal control over financial reporting. Management’s report was not subjectto  *
attestation by the Company’s independent registered public accounting firm pursuant to temporary rules of the
Securities and Exchange Commission that permit the Company to provide only management’s report in this annual
report.
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~ Report of Independent Registered Public Accounting Firm

June 20, 2008:

.. MICHAEL TROKEY & COMPANY, P.C. -,
CERTIFIED PUBLIC ACCOUNTANTS
.. 10411 CLAYTONROAD -
ST.LOUIS, MISSOURF 63131~

Audit Commitiee, Board of Directors and Stockholders
Sugar Creek Financial Corp. ‘
Trenton, lllinois . R
* N - . . frvaor o Lot N
We have audited the accompanying consolidated balance sheets of Sugar Creek:Financial
Corp. and subsidiary as of March 31, 2008 and 2007 and the related -consolidated"
statements of earnings, stockholders’ equity and cash flows for the years then ended:.
These financial statements are the responsibility of the Company’s. management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accountmg
Oversight Board (United States). Those standards require.that we, plan and perform the

.audit to obtain reasonable assurance about whether the finaricial statements are free of

material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates madé by management,-as well as
evaluating the overall financial statement presentatlon We believe that our audits prowde w
a reasonable ba3|s for our opinion. v ' o

-

. In our opinion, the consolidated financial statements referred-to above present fairly, in all

material respects the financial position of Sugar Creek Financial Corp. as of March 31,
2008 and 2007, and the results of their operations and their cash flows for, the years then -
ended in conformity W|th U.S. generally accepted accounting principles.

We were not engaged to examine management’'s assertion about ' the effectiveness of
Sugar Creek Financial Corp.’s internal control over financial reporting as of March 31,
2008 included in the accompanying Management's report on internal control over F nancial'
reporting and, accordingly, we do not express an opinion thereon et IS
fs! Michael Trokey & Company, P.C. ‘ I
Certified Public Accountants e
St. Louis, Missouri- B e



SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY |

Consolidated Balance Sheets

March 31,

Assets 2008 2007
Cash and due from banks $ 607,687 469,454
Federal funds sold ‘ 929,733 1,680,880
FHLB daily investment 1,629,805 4,808,373

Cash and cash equivalents 3,167,225 6,958,707
Stock in Federal Home Loan Bank of Chicago 1,660,145 1,660,145
Loans receivable, net of allowance for loan losses of $124,287

at March 31, 2008 and $130,000 at March 31, 2007 . 79,803,742 79,920,973
Premises and equipment, net 1,036,555 866,898
Foreclosed real estate : g 385,847 -
Accrued interest receivable: ' '

Securities ' - 10,000

Loans receivable 329,079 307,241
Other assets including prepaid income taxes of $20,646 at

at March 31, 2008 and $60 626 at March 31, 2007 223,594 617,405

Total assets | _ $_ 86606187 90,341,369

Liabilities and Stockholders’ Eqmty
Deposits . $. 59,181,449 64,170,227
Accrued interest on deposuts 233,399 244,647
Advances from FHLB of Chicago 17,000,000 19,000,000
Advances from borrowers for taxes and insurance 342,017 275,521
Other liabilities - oo 247,438 161,303
Deferred tax liability ' 436,865 420,865

Total liabilities 77,441,168 84,272,563
Commitments and contingencies
Stockholders' equity:

Preferred stock, $.01 par value, 1, 000 000 shares
authorized; none issued or outstandmg - -
Common stock, $.01 par value, 14,000,000 shares

authorized; 906,879 shares issued and outstanding 9,069 -
Additional paid-in capital 3,341,901 -
Common stock acquired by ESOP (325,866) -
Retained earnings - substantially restricted 6,139,915 6,068,806

Total stockholders’ equity 9,165:019 6,068,806

Total liabilities and stockholders' equity $ 86,606,187 90,341,369

See accompanying notes to consolidated financial statements.
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SUGAR CREEK FINANCIAL CORRAAND:-SUBSIDIARY.

-t

Consolldated Statements of Earnmg
‘ - RS W I

b 1 TrL
. '

“Intefest income® *
Loans receivable
Securities :
Other interest-earning assets

~ Total interest tncome

Interest expense!
*  Deposits
Advances from FHLB
Total interest expense
Net interest income
Provision (credit) for loan losses
Net interest income after provision (credit) .
for loan losses )
Noninterest income: Lo
Loan service charges
Service charges on deposnt accounts
~ Gain on sale of investment in service bureau
Other
Total noninterest income
Noninterest expense:
Compensation and benefits
QOccupancy expense
Equipment and data processing
Federal deposit insurance premiums
Advertising
Supplies expense
Professional and regulatory fees
Other
Total noninterest expense
Earnings before income taxes
Income tax expense
Net earnings
Earnings per share

Dividends per share

NIA Not applicable.

MR TONY

-

. -
PR D

$

See accompanying notes to consohdated financial statements
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119 1.5%

- Tl

-

Years Ended March 31,

2008 2007
4,880,189 4,379,734
13,051, . 70,061
" 114,894 152,997
5,008,134 4,602,792
2,044,657: - 2,018,825~
957,685 686,716
3,002,342 2,705,541+ -
2,005,792 1,897,251
801436 7" {4452) -
1,925,356 1,901,703
24,1’53 19,796
133,050 v ' .0 82,205
i - 18,491
32 18,242 L %0 0 AT00 ¢
175,475 132,291
1,178,909 1,094,993
99,682 89,656
328,372 298,528
6,969 7,323
38,514 58,445
36,962 34,973
137,859 68,869
174,455 182,564
2,001,722 1,835,351
99,109 108,643
28,000 79,307
71,109 119,336
0.08 N/A
0.00 N/A




SUGAR CREEK- FINANCIAL -CORP.’AND. SUBSIDIARY

Consolidated ‘_S‘tat_em‘entt_spf Stockholders’ Equity

Balance at March 31, 2006

Neteamings =~ .

Balance at March 31, 2007 -

Net eamings =

-

Years Ended March 31, 2008 and 2007

Additional
""" "Common Paid-in
Stock Capital

Total
Retained . Stockholders'

Earnings - Eguig

5949470 5,949,470

19,336 - 119,336

', ) .
Proceeds from sale of common,

stock after distribution of
$50,000 to MHC

Amorti;ation of ESOP award_

. -

Balance at March 31, 2008¢ ..

9,069 3,342,509 °

- (608)

" (355,490)

6,068,806 6,068,806

7109 . 71,109

1
v e

- 2,996,088

- 7 720016

§ 9069 3341901

See accompanying notes to.consolidated financial statements.

F-4

915 - 9,165,019
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SUGAR CREEK FINANCIAL CORP..AND SUBSIDIARY

Consohdated Statements of Cash Flows

LY
L 3

Years Ended March 31,

See accompanyung notes~to consohdated financial-statements." .

2008 2007
Cash flows from operatmg actlwtles . _ S : B .
Net 'eamnings oo 8 U T1108 0 119,336
. Adjustments to reconcﬂe net earmngs to net o - o . e
¢ash prowded by (used for) operat:ng actwttles . '
Depreciation . S P - 90 303 89,674
ESOP expense. L . 129,016 -
. Amortization of deferred Ioan fees net : v “(24,211) .-(16,720)
-+ Provision (credit) for loan losses * ¢ -+ : .« 80,436 (4,452)
Decrease (increase)‘in accrued interest receivable ' (11,838) - "+ (45,575)
Decrease (increase) in other assets . 393,811, |, (419,991)
“Increase (decrease)in; . .. L e
Accrued interest on. deposnts o e e o (11,248) - 55,307
Other liabilities 86,135 12,369
_ Deferred income tax Ilablllty " 16,000 (2,000)
" Net cash provided by (used for) operatlng actlwtles . 719,513 ' (212,052)
Cash flows from investing activities: : = W ~
Net change in loans receivable ' (306,501) ' (12,807,618)
Redemption of FHLB stock - -~ =~ o 1171,310
Purchase of premises and equipme'nt T . (259,960) (23,781)
, Additions to foreclosed real estate Lo L (18,340)' - -
, Net cash provided by (used for) tnvestlng actwutles ' (584 801) = (11,660,089)
Cash flows from financing activities: - .
. Net increase (decrease) in deposits (4 988 778) 4,714,206
tncrease (decrease) in- advances from . Qe ,
-, borrowers for-taxes and insurance . 66, 496 -+ 5,959
" ‘Proceeds from advances from FHLB . 22,000,000 . - 16,000,000
Repayment of advances from FHLB ('24:000,000)‘ © (7,000,000)
Proceeds from sale of common stock, net- 2,996,088 -
: " Net cash prowded by (used for) flnancmg activities . (3,926,194) - 13,720,165
. Net increase {(decrease).in.cash-and cash equivaients - {3,791,482) 1,848,024
Cash and cash equivalents at beginning of year .+ 6,958,707 . 5,110,683
Cash and cash equivalents at end of year ~$_ 3167,225 6,958,707
Supplemental dlsclosures cash paid during the yearfor Lo .
Interest on deposits and advances fromFHLB  -.  © ~ $ 3,016,701 ., .2,614,786
Federal and state income taxes . . .. % o 36,158 105,000
540,507 - -




SUGAR CREEK FINANCIAL‘CORP: AND.SUBSIDIARY

Notés to Consolidated Financial Statements -
. Years Ended March 31, 2008 and 2007
(1) Summary of Significant Accounting Policies : , .

. On April 3, 2007, Tempo Bank (“Bank”) completed its reorganlzatlon into a two-tler holdlng company
structure and Sugar Creek Financial Corp. (“Company } completed its |n|t|a| public. offenng As part of
the reorganization, the Bank became a capital : stock savings bank ‘and a"‘wholly-owned subsidiary of

_, the Company, which. became the majority- -owned” subsidiary of Sugar Creek MHC ,(‘MHC"). In ‘

" connection with the offering, the Company sold 408,095 shares, or 45% of its- commion stock, to
eligible deposﬂors of the Bank, an employee stock ownership plan and members -of the general
.public at a priée-of $10 per share. In addition, the Company-issued-498,784 shares,:or 55% of its

. ‘common stock, to:the MHC. The significant accounting policies which the Company and Bank follow
" in preparing and presentlng their consolidated. financial statements were:. -

" 4. THe consolidated financial statements inciude the accounts of the Company and its wholly-owned
_subsidiary, Tempo Bank. The Company's principal business is the business of the Bank. All

o Cisignifi cantuntercompany accounts and transactions have been eliminated. = *© """

b For purposes of reportmg cash flows, cash and cash equivalents include cash and due from banks,

“ federal funds sold and the FHLB daily investment account, all with original maturities of three

=% - months or léss: Interest- -bearing funds in “cash ‘and cash equrvalents were $2, 108 632 and
$6 038 546 at March 31, 2008 and 2007, respectively. ;

L, c. Stock in Federal Home Loan Bank of Chicago ("FHLBC") is recorded at cost WhICh represents

. historical redemption value, and is periodically evaluated for impairment based on ultimate recovery

‘of par value -On:October 10, 2007, the FHLBC entered into a consensual cease and desist order

- with the Federal Housmg Finance Board Office of Supervision which limits the ability of the FHLBC to

" redeem stock or- pay- dividends. The FHLBC did not declare a dividend for'the thlrd and. fourth

~ calendar quarters of 2007 and first quarter of 2008. At March 31,72008, $810,000 of the Bank's

* FHLBC stock consisted of excess stock. Excess stock is stock held"by members-over the amount

required as a condition of membership or for borrowings' from the FHLBC: “The' required investment in

the common stock is based upon a percentage of the Bank’s assets and FHLB advances. For the

years ended March 31, 2008 and 2007, the Bank recognlzed dlvrdend income from the FHLBC of
+$13,051 and $70,061, respectively. ‘ ‘

-d. Loans- recewable ‘net-are carried at unpard principal balances less allowance for |osses net
deferred loan fees and.loans in process."l.oan origination and commitment fees and certain direct
“loan origination costs are deferred and amortrzed to interest |ncome over the contractual life of the

-_fg Ioan using t the mterest method. , i

e Specrf c valuatron ‘allowances are established for impaired loans for the difference between the loan

amount and the fair value of collateral less estimated selling costs. The Bank considers a loan to be

_impaired when, based on current information and events, it is probable that the Bank will be unable

" “'to collect all-amounts due according to the contractual terms of the loan 'agreement on a timely

-basis. Such'loans:are placed on nonaccrual status at the point ‘deemed uncollectible. -Impairment

losses are recognized through an increase in the allowance for loan losses. A loan is considered
delinquent when a payment has not been made by the contractual due date. L

f. Allowance for losses is available to absorb losses incurred on loans receivable and represents
additions charged to expense, less net charge-offs. Loans are charged-off in the period deemed
uncollectible. Recoveries of loans previously charged-off are recorded when received. In
determining.the allowance for losses to be maintained, management evaluates current economic

F-6




g.

h.

N

k.

—

SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY

Notes to Consolidated Financial Statements

conditions, past loss and collectien experience, fair value of the underlying collateral and risk
characteristics of the loan portfolio. Management believes that all known and inherent losses in the
loan portfolio that are probable and reasonable to estimate have been recorded as of each balance
sheet date. - '

Premises and equipment, net are carried at cost, less accumulated depreciation. Depreciation of
premises and equipment is computed using the straight-line method based on the estimated useful
lives of the related assets. Estimated lives are fifteen to forty years for the office busldrngs and
improvements and three to ten years for furniture and equipment.

Foreclosed real estate held for.sale is carried at the lower of cost or fair value less estimated selling
costs. Costs relating to improvement of foreclosed real estate are capitalized. Allowance for losses
is available when necessary to absorb losses incurred on foreclosed real estate and represents
additions charged to expense, less net gains or losses. In determining the allowance for losses to
be maintained, management evaluates current economic conditions, fair value of the underlying
collateral and risk characteristics of foreclosed real estate held for sale. Foreclosed assets also
include properties for which the Bank has taken physrcal possession, even though formal
foreclosure proceedings have not taken place.

. Interest on securities and, loans receivable is accrued as eamed. Interest on loans receivable deemed

uncollectible is excluded from income until collected. When a loan is classified as nonaccrual,

. accrued. interest is reversed against current income. Subsequent collection of interest on

nonaccrual loans is recorded as income when received or applied to reduce the loan balance.
Accrual of interest is resumed on previously classified nonaccrual loans, when there is no longer
any reasonable doubt as to the timely collection of interest.

Deferred income tax assets and liabilities are computed for differences between the financial
statement and tax bases of assets and liabilities that will result in taxable or deductible amounts in
the future based on enacted tax laws and rates applicable to the periods in which the differences
are expected to affect taxable income. Valuation allowances are established when necessary to

. reduce deferred tax assets to the amount that will more likely than not be realized, Income tax
expense is the tax payable or refundable for the period plus or minus the net change in the deferred
tax assets and nabrhtres .

The cost of shares issued to the ESOP, but not yet committed to be released, is shown as a
reduction of stockholders’ equity. For ESOP shares committed to be released, the Bank recognizes
compensation expense equal to the average fair value of the shares committed to be released
during the period in accordance with the provisions of Statement of Position 93-6. To the extent
that the fair value of the ESOP shares differs from the cost of such shares, the difference is charged
or credited to stockholders’ equity as additional paid-in capital. '

. Earnings per share are based upon the weighted-average shares outstanding, including ESOP

shares, which have been allocated or committed to be released since the last plan year end.
Eamings per share for the period from the conversion date of April 3, 2007 to March 31, 2008 were
based upon net earnings for the year ended March 31, 2008 of $71,109 and weighted-average

. shares outstanding of 906,879 less ESOP shares not yet committed to be réleased of 33,969, or

872,910. Net earnings for the period.of April 1, 2007 to April 2, 2007 were not considered
significant. Earnings per share are not applicable for periods prior to the conversion date of April 3,
2007.




SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY

Notes to Consolidated Financial Statements

.m.The followmg paragraphs summarize recent accounting pronouncements

In December 12004, the Fmanmal Accountrng Standards Board ("FASB") |ssued Statement of
Financial Accounting Standards (“SFAS") No. 123 (revised 2004) (SFAS No. 123(R) "Share-Based
Payment". SFAS No. 123(R) requires all entities to recognize compensation expense equal to the

fair value of share-based payments such as stock options granted to-employees. SFAS No. 123(R}

_is effective for the first interim period after the effective date of the Conversion and.Reorganization
(see Note 9). The effect on future operations will depend on the level of future option grants, vesting
period of such options and fair value of options granted at such future dates. .

In March 2005, the Securities and Exchange Commission: (*SEC”) issued SEC Staff Accounting
R Bulletin ‘No. 107 (“SAB 107"), which expresses views of the staff regarding the interaction between
SFAS No. 123(R) and certain SEC rules and regulations and provides the staffs views regarding

the valuation of share-based payment arrangements for public entities. The- Company. will consider

the gurdance prowded by SAB 107 as part of its adoptlon .of SFAS No.123(R).

"In June 20086, the FASB |ssued FASB Interpretatlon No. 48 “Accounting for Uncertamty in Income

Taxes — an Interpretation of FASB No. 109.” This Interpretation prescribes ‘a recognition threshold
and measurement attribute for financial statement recognition and measurement of a tax position
taken in a tax return, and provides guidance on derecognition, classification, interest and penatties,

accounting for interim periods and transition.  This interpretation is effective :for fiscal years '

beginning after December 15, 2006. The Company adopted the provisions of FIN 48, effective April
1, 2007. No adjustments were recognized for uncertain tax positions. Thé Company is subject to
U.S. Federal income taxes, as well as State of 'llinois income taxes. - Tax years ending March 31,
2006 through March 31, 2008 remain open to examination by these jurisdictions. The Company
recognizes interest and penalties related to tax positions in income tax expense. At March 31, 2008,
there was no accrual for uncertain tax positions or related mterest

in September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” to def ine fair value,
establish a framework for measuring fair value arid expand ‘disclosures about- fair"values. The
Statement is effective for financial statements issued for fiscal years beginning after November 15,
2007, and interim periods within those fiscal years. SFAS No. 157 was adopted April 1, 2008 and did
not have a material impact on the Company’s financial position or results of operation.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Optlon for Financial Assets and
Financial Liabilites.” SFAS No. 159 permits entities to choose to measure many financial
instruments and certain other items at fair value. Entities shall report unrealized gains and losses
on those items which the fair value option has been elected in earnings. SFAS No. 159 is effective
as of the beginning of an entity’s first fiscal year that begins after November 15, 2007. SFAS No.
159 was adopted April 1, 2008 and did not have a material impact on the Company'’s financial position
or results of operation. _

In November 2007 the SEC |ssued Staff Accounting Bulletin No. 109 ("SAB 1097), “Written Loan |

Commitments Recorded at Fair Value Through Earnmgs SAB 109 supercedes SAB 105,
“Application of Accounting Principiés to Loan. Commitments,” and mdrcates that the expected net
" future cash flows.related to the associated servicing of the loan should be included in the
“measurement of all written loan commitments that are accounted for at fair value through earnings.
The guidance in SAB 109 is applled on a prospective basis to derivative loan commitments issued
or modified in fiscal quarters beginning after December 15, 2007. SAB 109 was adopted January 1,
2008 and did not have a material impact on the Company’s financial position or results of operation.
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'Notes to Consotidated'Financial Stateménts

In December 2007, the FASB issued SFAS No. 160, "Noncontr'elling Interests in Consolidated
Financial Statements - an amendment of ARB No. 51" SFAS No. 160 improves the relevance,

' comparability, and transparency of the financial - information that an entity provides in its

consolidated financial statements by establishing accounting and reporting standards for a
noncontrolllng anterest or mlnonty interest, the portion of equity in a subsidiary. not attrlbutable
directly or indirectly, to a‘parent.

In December 2007, the FASB issued SFAS No. 141 (fevised 2007) (R), “Business Combinations.”
SFAS No. 141 (R) improves the relevance, representational faithfulness, and comparability of the

~ financial mformatlon that an entity provides ln |ts financial reports regarding busmess combinations

and its effects

S

SFAS No. 160 and SFAS No. 141 (R) are effective for fiscal years, and interim periods within those
fiscal years, beginning after Decemnber 15, 2008. The Company is currently reviewing the
applications of SFAS No. 160 and SFAS No. 141 (R). At March 31, 2008, the Company did not have
a noncontrolhng mterest L ’ :

(n March 2008, the FASB issued SFAS No. 161, “Dlsclosu'res about Derivative 'Instruments and

. Hedging Activities — an amendment of FASB Statement No. 133." SFAS No. 161 requires

enhanced disclosures about an entity’s derivative and hedging activities and improves the
transparency of financial reporting. SFAS No. 161 is effective for financial statements issued for
fiscal years and interim periods begmnrng after November 15, 2008, with earlier application

, encouraged. The Company is currently reviewing the applications of SFAS No. 161. At March 31,

2008, the Company did not have any derivative instruments nor hedging activities.

In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting
Principles.” SFAS No. 162 identifies the sources of accounting principles and the framework for
selecting the 'principles to be used in preparation of financial statements that are presented in
conformity with U.S. generally accepted accounting principles. SFAS No. 162 is effective 60 days
following the SEC’s approval of the PCAOB amendments to AU Section 411, “The Meaning of
Present Fairly in Conformity With Generally Accepted Accounting Principles.”




(2) Risks and Uncertainties B

SUGAR.CREEK FINANCIAL*CORPAND: SUBSIDIARY

Notes to Consohdated Fmanmal Statements

o
*‘n \':

T e

. , . .
L T T . e ' ’ T

The Bank is a communlty orlented financial mstttutuon that prowdes traditional fi nanmal servaces within the
. areas it serves.” The Bank is, engaged pnmarlly in the, buSmess of attractmg deposns from the general '
publIC and usmg these funds to originate one- to four-famlly restdenttal mortgage loans. located in the .
Clinton, St Claif, Madison and Bond County, llinois aréa. Further operatlons of the Bank are managed
and financial performance is evaluated on an institution-wide basis. * As”a ‘result, all of the Bank's
operatlons are consudered by management to be aggregated in one reportable operatlng segment '

The fi nanmal statements have beeh prepared in conformlty with U.S. generally accepted accounting .
principles.” In preparing the financial statements, management 'is reqmred to make’ estlmates and
assumptions which affect the reported amounts of assets and liabilities as of the balance sheét dates and
income and expenses for the penods covered Actual results could dlffer S|gn|f cantly from these estimates
and assumptlons '

IE TR} - o . ) P
! \ 1 ' D . - .

" The Bank's operatlons are affected by interest rate risk, credit risk, market l'ISk and regulatlons by the Office
of Thrift Supervision (“OTS”). The Bank is subject to interest rate risk to the degree that its interest-bearing
~ liabilities mature or reprice more rapidly, or on a different basis, than its interest-earning assets. The Bank
uses a net market value’ methodology provided by an outS|de constilting firm to measure its interest rate
risk exposure. Thls exposure is a measure of ‘the potentlal ‘decline in the net portfolio value of the Bank
based upon the effect of a rate 'shock of plus or minus 50 and 100 basis’ pomts Net portfolio value is the
 expected net cash ﬂows from the |nst|tut|on ] assets Ilabllltles and off-balance sheet contracts. Credit risk
s the risk of default on'the Bank's loan poitfolio that results from |nab|l|ty or unwillingness of borrowers to |
maké contractually required payments. " Market nsk reﬂects changes in thee value ‘of tallateral underlying
loans receivable and the valuation of feal estate held by the Bank. ' -

" The Bank is sub]ect to penodlc examlnatlon by regulatory agenc:es that may requwe the Barik to record .
increases in the allowances based on their evaluation of available |nformat|on There can be, no assurance |
that the Bank S regulators will not reqwre further mcreases to the allowances e

b
B . , . . . . . - a7 . . ;. L |' . . L. *
. A ; e . : .. : 3. Cooa e sy

T ! R R Y e oy ST e Lot

F-10




SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY

Notes to Consolidated Financial Statements

Weigﬁted-average rate

(3) Loans Receivable, Net
- . Loans receivable, net are summarized as follows:
March 31,
2008 2007
Real estate loans:
Single-family loans, 1- 4 units $ 69,903,270 70,527,114
Multi-family 966,253 1,099,137
Commercial real estate "2,885,924 1,638,301
Land 1,723,060 1,722,794
Automobile loans 2,521,802 2,824 639
Home equity loans 1,526,650 1,534,302
Loans secured by deposit accounts 520,904 828,271
Fresh Start loans 280 -
R 80,048,143 80,174,558
Allowance for losses - (124,287) (130,000)
Deferred loan fees, net (120,114) {123,585)

$ 79,803,742 . 79,920,973

6.07 %

595 %

Balloon and adjustableZrate loans in the Ioan portfolio amounted to $35 510 283 and $37 005,723 at
March 31, 2008 and 2007, respectively.

The Bank originates single-family loans and home equity loans with high Ioan to value ratlos exceedmg
~ 90 percent which amounted to $1.2 million at March 31, 2008.

Following is'a summary of activity in allowance for losses:

Years Ended

March 31,
2008 2007
Balance, beginning of year $ 130,000 130,000
Loan charge-offs (92,073) (10,553)
Recoveries 5,924 15,005
Provision {credit) for loan losses 80,436 {(4,452)
Balance, end of year $ 124,287 130,000




SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY

Notes to Consolidated Financial Statements

Following is a summary of loans to directors, executive officers and associates of such persons at year
ended March 31, 2008:

Balance, beginning of year $ 3,559,107
Additions 960,649
Repayments (1,081,694)
Balance, end of year= | ‘ $ 3,438,062 .

These loans were made on substantially the samé terms as those prevailing at the time for bomparable
transactions with unaffiliated persons.

fheré were no impaired loans under SFAS No. 114 at March 31, 2008 or 2007.
Following is a summary of nonperforming loans:

March 31,

2008 2007
Nonaccrual loans - © S 64,009 727,771
Accruing loans past due 90 days or more - -
Total nonperforming loans. $ 64,009 727,771
Allowance for losses on nonperforming loans _ $ 6,401 72,777
Nonperforming loans with no allowance $ : -
Average balance of non;ierfofming -Ioahé ' : $ 574,500 874,862

During the year ended March 31, 2008, the amount of interest income recognized on nonperforming
loans and the amount if such loans had been current during the period of impairment was $4,900 and

$5,582, respectively.
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Notes to Consolldated F manctal Statements

4J'~.

Prem:ses and Equlpment Net
Premises and equment net are summarized as follows

March 31,
' 2008 . 2007
Land .. = - : $ 243,041 243,041
Ofﬁce bu:fdlngs and |mprovements 1,334,924 1,192,000
Furniture and equipment - o 679,511 648,395
KRR : ) 2,257,476 . 2,083,436
Less accumulated. depreciation 1,220,921 1,216,538
' C $ 1,036,555 866,898
Depreciation expense for 2008 and 2007 was $90,303 and $89,674, respectively.
Deposits
Deposits are summarized as follows: . , .
Co L March 31, T
Description and InterestRate ~ ~ ' T 2008 2007
Non-interest bearing’ NOW accounts | $ 2,620,292 2,403,498
NOW accounts, .50% and .50% ) 4,420,144 4782179 7. .
Savings accounts, .67% and 77% 7,277,525 11,286,497
Money market accounts, 2:65% and 2.33% - 3,323,884 2,242,233 ’
. Total transaction accounts 17,641,845 20,714,407 -
Certificates: : S S
1.01 - 2.00% L 709,466 2413927 |
2.01-300% .. .. B . 3,099,180 ' 990,843 |
3.01-400% . 5,832,531 5,899,515
4.01 - 5.00% ” o 17,976,853 17,321, 714
: 501 6. 00% o ' 13,921,574 16,829,821
Total certificates, 4:55% and 4 63% 41,539,604 43,455,820
Total deposits § 59,181,449 64,170,227
Weighted-average rate - total deposits 346 % 3.39 %
o . ! R ey . - -y o T R
Certificate maturities are summarized as follows: - S !
' March 31,
2008 2007
First year L . '$ 32,297,607 38,031,711
‘s Second year o o oL L ow. 6,835,117 . 4,492 851, .,
Third year -. : s . 2,193,007 ° 824,584
Fourth year LI ‘ ‘ . 12,832 94,107
Fifth year . ' b L © 201,041 - 12,567 -
' $ 41,539,604 43,455,820




SUGAR CREEK FINANCIAL CORP.-AND SUBSIDIARY

Notes to Consolrdated Fmancral Statements
The aggregate amount of transactron accounts and certrﬁcates in denomlnatlons of $100,000 or more
at March 31, 2008 were $3,697,238 and $9,859,191, respectively. The aggregate amount of
transaction accounts and certificates in denominations of $100 000 or more at March *31, 2007 were
$6,559, 000 and $8,724,000, respectively.
Interest expense on deposrts is summarlzed as follows:

Years Ended March 31,

2008 2007
NOW accounts ¢ - . § 22975 27,452
Savmgs accounts . - - . © 49,466 - - 76,232
Money market accounts’ 81,860 33,633
Certificates N ' o 1,890,356 1,881,508
' o Tl .- §- 2,044,657 2,018,825
s
(6) Advances from FHLB of Chicago oo
Advances from FHLB of Chrcago are summarized as follows: o
S Lo . R March 31, -,
Final Maturity Date - .. . Interest Rate -, 2008 . 2007
Daily = .7* et 282% . 000,000 3,000,000
October+12, 2007 AR 3.44% s ~ - +3,000;000
October 10, 2008 o 516% 2,000, 000 2,000,000
February.'13,‘ 2017 o 4.71% - 5,000,000 5,000,000
October 13,2009 _ 4.78% 3,000000 . -
November 28, 2011 L 4.96% 2,000,000 2,000,000

December 22,2011 .. - 4.95% 4,000,000  _ 4,000,000
o a $_ 17,000,000 19,000,000

-r
] Ce -

Werghted average rate 0 T 4.82% % 484 %

-.z

At March 31 2008 advances from FHLB were secured by FHLB stock and mortgage Ioans of $52 0
million. At March 31, 2007 advances from FHLB were secured by FHLB stock and mortgage loans
of $51.9 million.

-
(7) Income Taxes :

The Bank used the experience method bad debt deduction for all periods covered by the financial
statements. The Bank’s tax bad debt reserves at March 31, 2008 and 2007 were approximately
$888,000. The estimated deferred tax liability on such amount is approximately $302,000, which has
not been recorded in the accompanying consolidated financial statements. |If these:tax bad debt
reserves are used for other than [oan losses, the amount used will be subject to Federal income
taxes_ at the then prevarlmg corporate rate.
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Notes to Consolldated Flnancml Statements

The prowsmn for income taxes differs from the Federal statutory corporate tax rate of 34% as follows:

o TS T _ ‘ Years Ended March 31,
R - -~ 2008 2007
Federal statutory income tax rate 340 % 340 %
Increases in tax rate: .
'FState taxes, net;of Federal tax benefit 4.8 4.2
Surtax exemption "~ (11.9) . (3.6)
.- Other, net o 1.4 ... 953
,..Tax rate S ' 28.3 % 399 %

- . -
b,
P

The components of the net deferred tax liability are summarized as follows:

. L .. March31,
Lo _ 2008 . 2007.
. . . - ' - . ., P .{.
Deferred tax Ilabllitles A : ‘ . : .
‘FHLB stock dividends L o $ 129,548 129,548
Deferred loan costs ' 4998 . " 8,190
Tax over book depreciation , 229,585 214,631
Accrued income and expense L T "123;708 121,196
Other e L 1,443
. Total déferred tax I|ab|I|t|es o . _ . 489,282 471,565
" Deferred tax assets: | ' ' ’
Allowance for losses on loans .. . . -, .o (48,472) . (50,700)
Book over tax ESOP expense - .. _ - e - e, (3,945) -
Total deferred tax assets D S (52,417) ~ (50,700)
Net deferred tax liability ) o ) ‘3 436,865 420,865
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Income taxes are summarized as follows:

SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY.

Notes to Consolidated Financial Statements

Years Ended March 31,

) 2008 2007
Current:
Federal $ 8,000 " 67,681
State 4,000 " 13,626
R 12,000 81,307
Deferred: St
Federal : 13,000 "+ '(1,000)
State S , 3,000 (1,000)
16,000 (2,000)

Total income taxes $ 28,000 79,307

Employee Benefits.

The Bank participates in an industry-wide retirement plan, which covers substantially all employees.

Since ‘this is a multiemployer plan, the plan’s administrators are unable to determine the actuarial
present value of benefits attributable to the Bank’s participants. The unfunded pension liability of the
Bank was approximately $227,000 and $479,000 at June 30, 2007 (the most recent report available),
and June 30, 20086, respectively. Pension expense was $205,251 and $260,559 for the years ended
March 31, 2008 and 2007, respectively. : e

The Bank has a definéd contribution plan which covers substantially a‘ll e]mblbyees.' Participants méy

contribute up to 20% of salary, subject to Internal Revenue Code limitations. The Bank matches the
employee contribution, up to 4% of salary. Participants are fully vested after four years of service.
Plan expense was $26,005 and $24,589 for the years ended March 31, 2008 and 2007, respectively.

In conjunction with the stock offering, $355,490 was loaned by the Company to a trust for the ESOP,
enabling it to acquire 35,549 shares of common stock. Eligible employees in the ESOP are those who
also participated in the Bank’'s defined contribution plan as of April 3, 2007 and employees hired
thereafter which complete at least 1000 hours of service during the plan year, which begins January 1.
Participant benefits become fully vested upon completion of 3 years of service; participants will be 0%
vested prior to that time. The Bank makes annual contributions equal to the ESOP's debt service, less
dividends on unallocated shares used to repay the loan. Dividends on allocated ESOP shares are paid
to participants and charged to retained earnings. The ESOP shares are pledged as collateral on the
loan. As the loan is repaid, shares are released from collateral and allocated to participating employees,
based on the proportion of loan principal and interest repaid and compensation of the participants.
ESOP expense for the year ended March 31, 2008 was $29,016. There was no ESOP expense for the
year ended March 31, 2007.

The number of ESOP shares allocated, shares released for allocation and unreleased shares at

March 31, 2008 were 2,370, 593 and 32,586, respectively. There were no ESOP shares at March
31, 2007. The fair value of unreleased ESOP shares at March 31, 2008 was $296,533.
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SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY

-Notes to Consolidated Financial Statements

(9) Stockholders’ Equity and Regulatory Capital

On April 3, 2007, the Bank completed its reorganization into a two- tier holdlng company structure and
- Sugar Creek Financial Corp. (“Company”} completed its initial public offering. As part of the

. reorganization, the Bank became a capital stock savings bank and a wholly-owned subsidiary of the

-Company, which became a majority-owned subsidiary of Sugar Creek MHC ("MHC"). In connection
with the offering, the: Company sold 408,095 shares, or 45% of its common stock, to eligible

" - depositors of the Bank, an employee stock ownership plan and members of the general public at a

price of $10 per share. In addition, the Company issued 498,784 shares, or 55% of its common
stock, to the MHC. Total shares issued and outstanding on April 3, 2007 were 906,879. Net
proceeds from the sale of common stock were $3,046,088 after deduction of conversion costs of
$679,372, and unearned compensation of $355,490 related to shares issued to'the ESOP. Net
proceeds contributed to the MHC, Company and Bank were $50,000, $76 285 and $2,919,803,
respecnvely

in the event of a liquidation of the Bank, the Company would be entitied to the assets of the Bank
available for distribution after payment of all liabilities of the Bank, including all accounts of depositors
and accrued interest. Upon the liquidation of the Company, the holders of its common stock would be
entitled to the assets of the Company available for distribution after payment of its liabilities. The Bank
may not declare or pay a cash dividend, if the effect of such dividends would be to cause the capital of
the Bank to be reduced below the aggregate amount required by federal or state law. The Company
may pay a dividend, if and when declared by its Board of Directors. Any dividends waived by the MHC,
are subject to approval by the OTS. Any repurchases of the Company's common stock will be
conducted in accordance with applicable laws and regulatlons

) The Bank is subject to various regulatory capital requirements administered by the federal banking

agencies. Failure to meet minimum capital requirements can result in certain mandatory and
possibly additional discretionary actions by regulators that, if undertaken, could have a direct material
effect on the Bank’s financial statements. Under capital adequacy guidelines, the Bank must meet
specific capital guidelines that involve quantitative measures of assets, |IabI|ItIeS and certain off-
balance sheet items as calculated .under regulatory accounting practices. The Bank's capital
amounts and classifications are also subject to quantitative judgments by the regulators about
components, risk-weightings and other factors. At March 31, 2008, the Bank met all capital
adequacy requirements. The Bank is also subject to the regulatory framework for prompt corrective
action. At March 31, 2008 and 2007, the most recent notification from the regulatory agencies
categorized the Bank as well capitalized. To be categorized as well capitalized, the, Bank must
maintain minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in the
following table. There are no conditions or events since the aforementioned notifications that
management believes have changed the Bank’s category.




SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY

Notes to Consolidated Financial Statements

The Bank's actual and required capital amounts and ratios at March 31, 2008 are as follows:

Minimum Required |
for Capital to be "Well |
Actual ~ Adequacy " Capitalized" ,

Amount Ratio Amount Ratio Amount Ratio |
(Dollars in Thousands) '

Stockholders' equity of the Bank $ 8782 101% $ 1,298 15% '
General valuation allowance . 124 , . s
Total capital to risk-weighted assets  § 8,906 19.0% $ 3,744 8.0%$% 4681 10.0%

Tier 1 capital to risk-weighted assets  $ 8,782 18.8% $ 1,872 40%% 2808 6.0%

Tier 1 capital to total assets $ 8782 101% $ 3462  40%$ 4,328 50%

The Bank’s actual and required capital amounts and ratios at March 31, 2007 are as follows:

Minimum Required

for Capital . to be "Well
Actual Adequacy Capitalized”

Amount* Ratio Amount Ratio Amount Ratio
! ‘ : (Dollars in Thousands)

Stockholders' equity of the Bank $ 6069 67% $ 1,354 1.5%
General valuation allowance 130 R ‘ '
Total capital to risk-weighted assets 6199 13.2% $ 3,772 8.0%% 4,715 10.0%

A

h v Lf
Tier 1 capital to risk-weighted assets $ 6,069  12.9% § 1,886 40%9% 2,829 6.0%

Tier 1 capital to total assets $ 6,069 6.7% $ 3,611 -4.0% $ 4,514 5.0%

(10) Financial Instruments with Off-Balance Sheet Risk

The Company is a party to financial instruments with off-balance sheet risk in the normal course, of
business to meet the financing needs of its customers. These financial instruments generally include
commitments to originate mortgage loans. Those instruments involve, to varying degrees, elements
of credit and interest rate risk in excess of the amount recognized in the balance sheet. The
Company’s maximum exposure to credit loss in the event of nonperformance by the borrower is
represented by the contractual amount and related accrued interest receivable of those instruments.
The Company minimizes this risk by evaluating each borrower’s creditworthiness on a case-by-case
basis. Generally, collateral held by the Company consists of a first or second mortgage on the
borrower's property. Loan commitments to originate fixed-rate mortgage loans were $616,000 at
March 31, 2008. There were no loan commitments outstanding at March 31, 2007.
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(11) Contingencies |
At March 31, 2008 and 2007, there were no‘’known pending litigation or other.claims'that managemient

believes will be materlal to the Company’ s financial position.

-

] . .
- . gl g el * . o o

(12) Fa|r Value of Fmancual Instruments R ST T A g :
The following methods and assumptions were used in estlmatmg the fair values shown below:

. Cash and cash equivalents are valued -at. their carrymg amounts due to the relatively short period to

maturity of the instruments. R

. Stock in FHLB of Chicago is valued at cost, which represents historical redemptlon vaiue and

approximates fair value.

. Fair values are computed for each loan category usnng market spreads to treasury securities for similar

existing loans in the portfolio and management's estimates of prepayments.. ..- . — i:

. The carrying amounts of accrued interest receivable and payable approximate fair value, » -, -
. Deposits with no defined maturities, such as NOW accounts, savings ‘accounts and money market

deposit-accounts, are valued at the amount payable on demand at the reporting date.

. The fair values of certificates of deposit and advances from FHLB are computed at,fi ixed spreads to

treasury securities with similar maturities.

March 31, .. .. . «March31,
2008 . KR - e » .o ' 200?-) P i
Carrying Fair Carrying . . Fair,
- Amount Value Amount ' Value
" Non-trading ins't.ru'meﬁts,h e, ‘ m“ !
and nonderivatiires ’ < o “1 T o
Cash and cash equwalents $ 3,167,225 3, 16? 225 6,958,707 -, 6,958,707
Stock in FHLB of Chtcago -, 1,660,145 1660 145 1,660,145 1,660,145
Loans receivable, net. : . =" 79,803,742 ' 82101558 79.920973  BO.846,000
Accrued interest receivable ' 329,079 329,079 - 317,241 317,241
Deposits : - 59,181,449 58,760,147 64,170,227 61,911,000
Accrued interest on deposits 233,399 233,399 244 647 244,647
Advances from FHLB $ 17,000,000 17,598,880 19,000,000 18,712,000

Off-balance sheet assets include the commitments to extend credit for which fair values were estimated

based on interest rates and fees currently charged to enter into similar transactions. As a result of
the short-term nature of the outstanding commitments, the fair values of fees on those commitments.
approximate the amount collected and the Company has not assigned a value to such instruments
for purpose of this disclosure.
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Notes to Consolidated Fi‘nanci“‘cﬂ Statéments

.(13) . Parent Company Only Financial Statements

The following batlance sheet, statement of earnings and statement of cash ﬂows for Sugar Creek
Financial Corp. should be read in conjunctlon with the consolidated ﬁnancnal statements and 'the
notes thereto. - :

Balance Sheet
March 31, 2008

Assets '

Cash and cash equivalents : : ~ $ . 21,394

Investment in Bank - ' ) . 8,782,432

ESOP note receivable : © 335981

Accrued interest receivable ‘ - 6,911

Other assets ' S - " 55,563
Total assets _ $ 9,202,281 -

Liabilities and Stockholders’ Equity

Other liabilities $ 37,262
Common stock 9,069
Additional paid-in capital 3,341,901
Retained earnings-substantially restricted 6,139,915
Common stock acquired by ESOP ' (325, 86_1
Total stockholders' equity "~ 9,165,019
Total liabilities and stockholders’ equity . $ 9,202,281
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SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY

Notes to Consolidated Financial Statements
Statement of Earnings

Period from April 3, 2007 to March 31, 2008

Interest income:

Interest income on ESOP note receivable $ 28,766
Interest income - Tempo Bank 1,838
Total interest income 30,604 .
Noninterest expense ' 98,792
Loss before income taxes and equity
in undistributed earnings of Bank (68,188)
Income tax benefit P (19,000)
Net loss.before equity in S
undistributed earnings of Bank ~.(49,188)
Equity in undistributed 'earnings of Bank" - 120,297

Net earnings N ' $ 71109,

v
fl
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SUGAR CREEK FINANCIAL CORP. AND SUBSIDIARY

Notes to Consolidated Financial Statements
Statement of Cash Flows

Period from April 3, 2007 to March 31, 2008

Cash flows from operating activities:
Net earnings $ 71,109
Adjustments to reconcile net earnings to net : '
cash provided by (used for) operating

activities: '
Equity in undistributed net earnings of
Bank (120,297)
ESOP expense ' 29,016 -
Increase in accrued interest receivable (6,911) '
increase in other assets (55,563)
Increase in other liabilities 37,262
Net cash provided by (used for) '
operating activities : (45,384)
Cash flows from investing activities:
Capital contribution to Bank (2,593,329)
Loan to ESOP to finance shares (355,490)
Repayment of ESOP loan 19,509
Net cash provided by (used for) ‘
investing activities (2,929,310)
Cash flows from financing activities-
proceeds from sale of common stock, net 2,996,088
Net increase in cash and cash equivalents 21,394
Cash and cash equivalents at beginning
of period -
Cash and cash equivalents at end of period $ 21,394
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