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FROM YOUR BOARD OF DIRECTORS

Dear Fellow Stockholders

When the banking crisis hit the economy in thefall of 2008 the companys Board of Directors embarked upon an initiative to prepare the bank to

withstand the challenges that might befall the bank as result of the crisis It was difficult to anticipate where the most severe challenges might

come from but the Board acted proactively in working with management to radically improve operational efficiencies reduce expenditures and

enhance revenues from operations

For fiscal 2009 our company experienced net after-tax loss of $3.2 million Like many other financial institutions across the country the.net loss

wasdriven by $4.3 million net after-tax loss on non-agency residential tnortgaged backed securities We continue to aggressively monitor this

portfolio but with further economic deterioration we may experience additional write-downs in fiscal year 2010

However the core business model of our bank remains very strong Our company set lending records for the fiscal year ending September 30

2009 In July we finished the in-store branch expansion that had beenpreviously announced Since March 2008 the company expanded into 17

in-store branches in Wisconsin and Minnesota including six that opened in the period from March 2009 through July 2009 These branches

continue to perform as we expected and have contributed to our loan and deposit growth for fiscal year 2009

Our total assets for fiscal 2009 increased by $95.4 million to $575.4 million Our loans increased by $72.0 million to $442.0 million of which $53.0

million came from our in-store branches Deposits increased by $112.1 million to $409.3 million of which $101.0 million came from our in-store

branches With our branch expansion now complete we expect these new branches to begin to mature and drive income to the bottom line of our

company

Our non-performing assets for fiscal year-end 2009 increased to $6.4 million up from $3.3 million at fiscal year-end 2008 Whereas we have seen

rise in delinquent accounts ourcharge-offs increased only slightly to .16% from .13% at fiscal year-end 2008 Our borrowers are not immune to the

current economic conditions but our rigorous management of our lending portfolio has allowed us to grow our interest earning assets while

managing the risk

Looking ahead there are still many challenges for our company Our commitment to our shareholders is to remain focused on delivering solid

earnings while showing controlled and well-managed growth

We also had change in senior management in October Management along with the Board of Directors is actively working on ensuring that we

have the right team in place to support our strategy

We thank you for continued support

___________________ Is Tim Cruciani

Richard McHugh
Tim Cniciani

Chairman
President



SELECTED CONSOLIDATED FINANCIAL INFORMATION

The summary information presented below under Selected Financial Condition Data and Selected Operations Data for and as of the

end of each of the years indicated below ended September30 is derived from our audited financial statements The following information is only

summary and you should read it in conjunction with Managements Discussion and Analysis of Financial Condition and Results of Operation

beginning on page and our financial statements and notes thereto beginning on page 34

September 30

2009 2008 2007 2006 2005

In Thousands

Selected Financial Condition Data

Total asts 575406 4800 36113 2399O 245707

Loans receivable net 440545 36851 320027 258467 217931

Other rntrest-bearing deposits 2458 371 959 1444

Securities available for sale 56215 177 39592 782 2088

Deposits 409311 7243 207734 186711 177469

Total borrowings 106805 10245 96446 61200 36200

Stokhoidersequitycl 55365 1476 78149 30082 29553

Year Ended September 30

2009 2008 2007 2006 2005

In Thousands

Selected Operations Data

Total intereat income 94Q 6734 19346 15 3fl 11926

Total interest expense 4688 14139 8889 7221 3992

NØtinteestincome 5252 2.595 10457 8OpO 7934

Provision for loan losses 1369 721 470 251 414

losses 14883 11874 9987 7839 7520

Fesandsvtharg 1640 135.2 1262 1243 1160

Gain Loss on sales of loans mortgage-backed

get tiesa ntp 4tse fies i23 -- 27

Other non-interest income 366 35 464 387 861

Tdta noninterest incone 1o Z3O 1726 1657 2021

Total non-interest expense 14925 ll0i 10522 8741 7806

Income lossbefore tax 482 1191 755 1735

Income tax provision benefit 2089 .008 448 309 684

Ne incoxIieloss 3183 1474 743 446 -5 1O5l

Basic and diluted earnings per share 0.59 024 0.11 0.06 0.18



Selected Financial Ratios and Other Data

September 30

2009 2005 2007 2006 2005

Perfornrnce Ratios

Return on assets ratio of net income loss to average

total assets 0.60% 0.34% 0.22% 0.17% 0.56%

Return on equ4 ratio

equity
5.18% 2.00% 1.09% 1.50% 4.87

Interest

Average during period
2.98% 2.44% 3.07% 3.28% 4.28%

3ad oid 353% 331% 05% 34f 32%

Net interest margin
3.28% 3.02% 3.7 7% 3.54% 4.19%

Ro fopetmg 83% 256% 14% 330% 12%

Ratio of average interest-bearing assets to

tlO%- 1.17% 1.24% 1.09% 111%

Non-performing assets to total assets at end

ofpeiiod 4112% 068% 043% 063% 029%

Allowance for loan losses to non-performing ....
1oans

3325% 3662% 6092% 6007% 11826%

Allowance for loan losses to net loans 0.44% 0.32% 0.29% 0.32% 0.37%

Capital Ratios

Equity to total asseatpn oferioA 62% 14 26% 20 24% 10 59% 1203%

Average equity to average assets 11.82% 17.04% 21.42% 1126% 11.40%

Other Data

2- 18 12 12 12



MANAGEMENTS DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

Our results of operations depend primarily on our net interest income Net interest income is the difference between the interest income

we earn on our interest-earning assets consisting primarily of loans investment securities and interest-bearing deposits with other financial

institutions and the interest we pay on our interest-bearing liabilities consisting primarily of savings accounts money market accounts time

deposits and borrowings Our results of operations are also affected by our provision for loan losses non-interest income including the effect of

impairment charges and non-interest expense Non-interest income consists primarily of service charges on deposit accounts insurance

commissions and loan fees and is offset by any impairment charges on our securities portfolio Non-interest expense includes salaries and

employee benefits occupancy equipment data processing costs and deposit insurance premiums Our results of operations also may be affected

significantly by general and local economic and competitive conditions changes in market interest rates governmental policies and actions of

regulatory authorities

Evolution of Business Strategy and History

Citizens Community Bancorp Inc Bancorp or the Company is Maryland chartered corporation that was incorporated on June 27

2006 to facilitate the conversion of Citizens Community MTHC federally chartered mutual holding company MHC from mutual to stock

form of organization Bancorp has no significant assets other than 100% of the stock of its wholly owned subsidiary Citizens Community Federal

the Bank the net cash proceeds remaining from the conversion and loan due from Bancorps employee stock ownership plan

Historically Citizens Community Federal was federal credit union Citizens Community Federal accepted deposits and made loans to

members who lived worked or worshiped in the Wisconsin counties of Chippewa and Eau Claire and parts of Pepin Buffalo and Trempealcau

Members included businesses and other entities located in these communities and members and employees of the Hocak Nation

In December 2001 Citizens Community Federal converted to federal mutual savings bank in order to better serve its customers and the

local community through the broader lending ability of federal savings bank and to expand its customer base beyond the limited field of

membership permitted for credit unions As federal savings bank Citizens Community Federal has expanded authority in structuring residential

mortgage and consumer loans and it has the ability to make commercial loans although the Bank does not currently have any immediate plans to

commence making commercial loans

On March 29 2004 Citizens Community Bancorp CCB MHCs former stock holding company was formed as federally chartered

holding company for the purpose of acquiring all of the common stock of Citizens Community Federal concurrent with its reorganization and stock

issuance plan In doing so CCB became the majority-owned subsidiary of Citizens Community MHC
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On July 2005 Community Plus Savings Bank Rochester Hills Michigan was acquired through merger with and into Citizens

Community Federal At June 30 2005 Community Plus Savings Bank had total assets of $46.0 million and deposits and other liabilities of $41.8

million prior to purchase accountingadjustments

On October31 2006 Citizens Community MHC completed its reorganization into stock form and Bancorp succeeded to the business of

CCB The outstanding shares of common stock of the former mid-tier stock holding company other than shares held by MI-IC which were

canceled were converted into 1826380 shares of common stock of the Company As part of the second-step mutual to stock conversion

transaction the Company sold total of 5290000 shares to eligible depositors of the Bank in subscription offering at $10.00 per share including

341501 shares purchased by the Companys employee stock ownership plan with funds borrowed from the Company

The Bank operates 26 full-service offices nine stand-alone locations and 17 in-store Wal-Mart Supercenter branches We acquired

branch in Chippewa Falls Wisconsin in November 2002 as well as branch in Mankato Minnesota in November of 2003 opened new branch

office in Oakdale Minnesota on October 12004 and acquired Community Plus Savings Banks Lake Orion and Rochester Hills Michigan

branches on July 2005

In 2008 the Bank opened eight branches in Wal-Mart Supercenters in Wisconsin and Minnesota We opened new Wal-Mart Supercenter

in-store branches in Brooklyn Park Faribault Hutchinson Red Wing and Winona Minnesota The Bank has also moved its existing branches in

Black River Falls Wisconsin Dells and Rice Lake Wisconsin to inside Wal-Mart Supercenter locations in those respective communities On

August 32008 the Bank acquired three branches located inside Wal-Mart Supercenters located in Appleton Fond du Lac and Oshkosh

Wisconsin The Bank acquired these branches from American National Bank ANB of Beaver Dam Wisconsin In 2009 we opened in-store

branches inside Wal-Mart Supercenters in Oak Park Heights Minnesota and Menomonie Neenah Plover Shawano and Wisconsin Rapids

iscons in

As federal savings bank we have utilized our expanded lending authority to significantly increase our ability to market one- to four-

family residential loans Most of these loans are originated through our internal marketing efforts and our existing and walk-in customers We

typically do not rely on real estate brokers or builders to help us generate loan originations In addition we continue to originate significant

amount of consumer loans on both direct and indirect basis

In order to differentiate ourselves from our competitors we have stressed the use of personalized branch-oriented customer service

With operations structured around branch system staffed with knowledgeable and well-equipped employees our ongoing commitment to

training at all levels of our staff remains key to our success As such our focus is on building and growing banking relationships in addition to

opening new accounts

Our current business strategy is to operate Citizens Community Federal as profitable and community-oriented savings bank dedicated

to providing quality customer service We primarily make one- to four-family residential and consumer loans which accounted for approximately

77.4% of our assets as of September 30 2009



Comparison of Operating Results for the Years Ended September 30 2009 and September 30 2008

Year Ended September 30 2009 Highlights When the financial crisis hit the economy in the fall of 2008 our board of directors

embarked upon an initiative that attempted to prepare the Bank to withstand many of the challenges they believed might befall the Bank as result

of the crisis At that time the lack of confidence in the financial industry grew to unprecedented levels and the banking industry in particular was

in disarray Although we felt it was difficult to anticipate where the most severe challenges would come we remained conmiitted to our aggressive

growth plan by opening six new in-store branches in March through July 2009 in addition to the eleven that were opened in 2008 Additionally

we adopted multi-pronged approach to dealing with the crisis

An initiative with management to radically increase operational efficiency reduce expenditures and enhance revenues from operation

An analysis of all vendor relationships and contracts with view to eliminating all but the essential ones and either changing vendors

or renegotiating terms with remaining vendors and

An evaluation of personnel policies travel and entertainment policies salary and benefit plans and management performance and

succession

Concerning operations we developed twelve new efficiency ratios that formed the base line from which new efficiency goals for the

Company are derived These ratios are also designed to assist the board and management by providing early indications of potential developing

problems In addition management commissioned study that identified viable cost-cutting and revenue enhancement opportunities that after

implementation are expected to result in annual cost savings of more than $300000

The Company has already begun its analysis and renegotiation of vendor relationships which starting with the quarterly period ending

on September 30 2009 are expected to result in annual savings of more than $250000 Our management is continuing to analyze our cost

structures and vendor relationships to identify additional potential cost savings

To further our cost-cutting initiatives the Bank froze salaries at existing levels suspended contributions to the Employee Stock

Ownership Plan and Supplemental Executive Retirement Plan SERP and revised the travel and entertainment expense reimbursement policy It is

expected that these actions will result in anticipated annual savings of approximately $500000 During the year ended September 30 2009 three

current senior executives agreed to terminate their participation in the SERP and to relinquish any benefits they may have been entitled to under

the SERP The Company is currently evaluating all other employee benefit programs with the intent of reconfiguring them to more appropriately

reflect the current economic environment Effective December 2009 the ESOP was terminated and the allocated shares were merged into the

Companys 401k Plan The termination will have expense savings going forward and will increase the capital at the Bank level by approximately

$3.3 million

Our aggressive growth plan began in 2007 and included opening eleven branches in 2008 and six branches in the first half of 2009 We

expected that the costs associated with this growth strategy would depress earnings at least through calendar year 2010 and this indeed was the

case during fiscal 2009 In addition to the incurrence of those branches opening costs during the fiscal year ended September 30 2009 we

suffered an other-than-temporarily-impaired OTTI charge on our non-agency residential mortgage-backed securities MBS portfolio In the

third quarter the Company recognized $12.5 million of other than temporary impairment losses on nine securities The impairment loss before tax

charged to earnings related to the credit loss portion of the write-down was $7.2 million $4.4 million after tax and the other comprehensive loss

related to market
illiquidity was $5.3 million Moreover our FDIC insurance premium increased by $780000 over the level of the assessment for

fiscal 2008 Excluding these items earnings from operations were up for the year ended September 30 2009 over the prior year ended September

30 2008 at $1.7 million and $1.5 million respectively



Based on our focus on consumer lending requirements we found ourselves at the threshold of the 35% lending limit set by the OTS

Home Owners Loan Act HOLA To allow continued growth in consumer lending management purchased high-yielding AAA-rated non-agency

residential MBS However the subsequent developments in the economy leading to the global recession in 2008 and 2009 including the collapse

in the housing market and the liquidity crisis caused illiquidity
in the secondary market for non-agency residential MBS Consequently like many

other financial institutions these events caused us to modify our valuation methodology for our non-agency residential MBS portfolio We

obtained an independent valuation on our non-agency residential MBS portfolio for the quarter ended June 30 2009 The independent valuation

as of September 30 2009 showed no additional impairments Future valuations of our non-agency residential MBS portfolio however may require

additional OTTI charges that could materially affect our earnings

2009 Operations Overview Our results of operations depend primarily on the level of our net interest margin our provision for loan

losses our non-interest income including the effect of impairment charges and our operating expenses Net interest income depends on the

volume and rate associated with interest-earning assets and interest-bearing liabilities which result in net interest margin The Company had net

loss of $3.2 million for the year ended September 30 2009 compared to net income of $1.5 million for the year ended September 302008 The

decrease was primarily the result of $4.4 million after tax non-cash OTTI charge in non-agency residential MBS portfolio Excluding the OTTI

charge and the FDIC premium increase the Company would have reported net income of $1.7 million for the current fiscal year Our asset levels

increased throughout the period primarily as result of the new in-store branches which delivered solid deposit and loan growth during fiscal

2009 With the branch expansion complete the Company implemented earnings improvement initiatives to help offset the incremental expense

related to branch growth The planned initiatives included freezing and eliminating benefits under the Supplemental Executive Retirement Plan

freezing benefits under the Employee Stock Option Plan implementing compensation freeze reconfiguring our employee benefit programs and

renegotiating vendor agreements Each of these actions are expected to continue to have bottom line impact going forward

Interest Income Total interest and dividend income increased by $4.2 million or 15.7% to $30.9 million for the year ended September 30

2009 from $26.7 million for the year ended September 30 2008 The primary reason for the increase in interest income was the $59.6 million increase

in the average outstanding balance of loans receivable from $344.7 million at September 30 2008 to $404.3 million at September 30 2009 The

increase was the result of loan originations exceeding repayments due to strong loan demand The yield on average loans receivable decreased

slightly in the current fiscal year from the prior fiscal year to 6.68% from 6.71% reflecting lower yields on new loans compared to yields on loans

paid off during the year In addition interest and dividend income increased $0.3 million to $3.9 million in fiscal 2009 compared to $2.9 million for

fiscal 2008 primarily as result of higher investment balances in 2009



Interest Expense Total interest expense increased $0.6 million or 4.3% to $14.7 million for the year ended September 30 2009 from $14.1

million for the year ended September 30 2008 The increase resulted from an increase in the average balance of deposits partially offset by

decrease in the average rate paid on interest-bearing liabilities Total interest bearing liabilities increased $94.8 million to $450.8 million for the fiscal

year ended September 30 2009 compared to $356.0 million for the prior fiscal year The decrease in the cost of interest-bearing liabilities was also

result of an increase in core deposits primarily money market accounts The average money market outstanding balance increased from $31.7

million in fiscal 2008 to an average balance of $81.9 million in fiscal 2009 The average cost of money market deposits was 2.38% in fiscal

2009 The average cost of interest-bearing liabilities decreased from 3.97% for the year ended September 30 2008 to 3.26% for the year ended

September 30 2009 reflecting lower deposit costs in fiscal 2009 and the lower cost of FHLB advances

Net Interest Income As shown in the rate/volume analysis in the table shown below under the heading Rate/Volume Analysis volume

changes resulted in $1.6 million increase in net interest income in 2009 while rate changes resulted in $2.1 million decrease for total increase of

$3.7 million The increase and composition of earning assets resulted in $4.5 million increase to net interest income in 2009 partially offset by

$2.9 million increase and composition change in interest-bearing liabilities The effect of lower yields on earning assets decreased net interest

income by $0.2 million but were more than offset by rate decreases on interest-bearing liabilities of $2.4 million for favorable net interest income

impact of $2.1 million Net interest income increased 29.4% to $16.3 million for the year ended September 30 2009 from $12.6 million for the year

ended September 30 2008 The average net interest spread for fiscal 2009 was 2.98% an increase of 55 basis points from the average interest

spread for fiscal 2008 of 2.43% The average interest rate margin increased 26 basis points to 3.28% from 3.02% The net interest spread and

average interest rate margin perfornnnce was primarily result of greater decrease in the rate paid on interest-bearing liabilities than the decrease

in the yield on interest earning assets

Provision for Loan Losses In fiscal 2009 we recorded provision for loan losses of $1.4 million compared to $721000 in fiscal

2008 The allowance for loan losses as percentage of loans receivable increased to 0.44% at Septembcr 30 2009 from 0.32% at September 30

2008 Several factors contributed to the increased provision in 2009 including

78% increase in non-performing loans during fiscal 2009 Loans classified as non-performing form the basis for the specific

component of the allowance for loan losses

An uptick in the historical loss expericnce for consumer loans during fiscal 2009 which was greater than the modest decrease

in real estate loan historical loss rate during fiscal 2009

An increase in thç size of the loan portfolio in fiscal 2009 affected the general component of the allowance for loan losses The

increase in performing loans during fiscal 2009 was $70.5 million



When borrower fails to make payment on mortgage loan on or before the due date late notice is mailed five days after the due

date When the loan is 10 days past due loan officer will begin contacting the borrower by phone This process will continue until satisfactory

payment arrangements have been made Ifthe loan becomes two payments and ten days past due notice of right-to-cure default is sent If the

loan becomes over 90 days delinquent drive-by inspectionis done while further attempts to contact the borrower by phone are made After the

loan is 120 days past due and acceptable arrangements have not been made the Bank will generally refer the loan to legal counsel with

instntctions to prepare notice of intent to foreclose This notice allows the borrower up to 30 days to bring the loan current During this 30-day

period the Bank will continue to attempt to contact the borrower to implement satisfactory payment arrangements If the loan becomes 150 days

past due and satisfactory arrangements have not been made foreclosure will be instituted

For consumer loans similar collection process is followed with the initial written contact being made once the loan is five days past

due Follow-up contacts are generally on an accelerated basis compared to the mortgage loan procedure At the Bank we aggressively monitor

and work with the borrower resulting in chargeoff and non-performing loans that are substantially lower than industry averages as percentage of

total loans

The Bank divides its loans into two categories mortgage loans and non-mortgage loans and uses dual-loss reserve strategy for all

loans in both categories. First using running three-year history all loans excluding classified loans are assigned an inherent loss

reserve Next each loan mortgage and non-mortgage that becomes over 61 days delinquent is reviewed by senior management In addition the

Bank assesses several factors including negative change in income negative change in collateral negative change in employment and other

characteristics

The procedure for charging off consumer loans does not differentiate between the different types of consumer loans The Banks loan

underwriting is based mainly on the borrowers ability to pay along with the value of the collateral All closed-end consumer loans are either

charged off or recognized as specific loss after they become delinquent 120 days All npen-end consumer loans are charged off or recognized as

specific loss after they become delinquent 180 days Consumer loans with collateral are charged off or recognized as specific loss down to

collateral resale value In lieu of charging off the entire balance loans with non-real estate collateral may be written down to the value of the

collateral if repossession is assured In lieu of charging off the entire balance loans with real estate collateral may be written down to the value of

the collateral if repossession is assured

Non-performing assets at September 30 2009 were 1.12% of total assets compared to 0.68% of total assets at September 30 2008 Net

charged-off loans were $636000 for the year ended September 30 2009 compared to $455000 for the year ended September 30 2008 Continued

deterioration of economic conditions caused non-performing assets and loan eharge-offs to increase in 2009 The allowance for loan losses as

percentage of non-performing loans was 33.3% at September 30 2009 compared to 36.6% at September 30 2008 The decrease in allowance for

loan losses as percentage of non-performing loans during 2009 was due to the composition of non-performing loans and their underlying

collateral at September 30 2009 and 2008 September 30 2009 non-performing loans had lower loan to value ratio than the September 30 2008

non-performing loans Charge-offs and delinquencies remain low when compared to thrift industry averages because of our underwriting and

collections processes



For non-performing real estate loans any deoision related to an allowance for loan losses starts with the value of the underlying

collateral Where possible we obtain current third party appraisal For all other non-performing loans the most recent appraisal is the starting

point This valuation is adjusted for known and observable conditions including an allowance for general housing price deterioration that has

been occurring in all markets in wbich we operate

Determination of the allowance for loan losses is inherently subjective as it requires estimates that are susceptible to significant revision

as more information becomes available or as future events change We assess the allowance for loan losses on quarterly basis and make

provisions for loan losses as necessary to maintain the allowance While management uses available information to recognize losses on loans

future loan loss provisions may be necessary based on changei in economic conditions In addition various regulatory agencies including the

OTS as an integral part of their examination process periodically review the allowance for loan losses and may require us to recognize additional

provisions based on their judgment of information available to them at the time of their examination The allowance for loan losses as of September

30 2009 was maintained at level that represents managements best estimate of probable losses inherent in the loan portfolio and such losses

were both probable and reasonably estimable

Non-Interest Income Included in non-interest income in 2009 was $7.2 million of impairment losses on non-agency residential mortgage-

backed securities Excluding the impairment charge our non-interest income increased to $2.0 million for fiscal 2009 compared to $1.7 nullion in the

prior-year period primarily due to the enhanced fee income initiatives put in place in fiscal 2009

Non-Interest Expense Total non-interest expense for the year ended September 30 2009 increased 34.2 percent to $14.9 million from $11.1

million for the year ended September 30 2008 The increase resulted mainly from nonual costs associated with our continued growth and

expansion initiatives including planned costs associated with the opening of our in-store branches and an increase in FDIC deposit insurance

expense of $780000 incurred during fiscal 2009 The previously announced in-store branch expansions werc completed in July of 2009 These

increased expenses were somewhat offset during fiscal 2009 by our previously described cost-cutting initiatives

Income Tax Expense Benefit Income tax benefit was $5.3 million for fiscal 2009 compared to $1.0 million expense for fiscal 2008 The

decrease was primarily result of the OTTI charge previously discussed
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Comparison of Operating Results for the Years Ended September 30 2008 and September 30 2007

Overview Net income increased by 98.4% to $1.5 million for the year ended September 30 2008 from $743000 for the year ended

September 30 2007 The increase was primarily due to an increase in net interest income partially offset by small increase in operating

expenses Fiscal 2007 included one-time after-tax charge of $370000 $610000 pre-tax taken in the first quarter of fiscal 2007 related to

agreements with two Citizens Community Federal executives who resigned Excluding the charge the Company would have reported fiscal 2007

net income of $1.1 million

Interest Income Total interest and dividend income increased by $7.4 million or 38.3% to $26.7 million for the year ended September 30

2008 from $19.3 million for the year ended September 30 2007 The primary reason for the increase in interest income was the $59.0 million increase

in the average outstanding balance of loans receivable from $285.7 million for the year ended September 30 2007 to $344.7 million for theyear

ended September 30 2008 The increase was the result of loan originations exceeding repayments due to strong loan demand The yield on

average loans receivable decreased to 6.71% from 6.90% reflecting lower yielding new loans replacing payoffs on loans with higher interest rates

due to reduction in market rates of interest In addition interest and dividend income increased $2.9 million to $3.6 million in fiscal 2008

compared to $659000 for fiscal 2007 as result of an increase in the level of investments held during fiscal 2008 over fiscal 2007

Interest Expense Total interest expense increased $3.3 million or 59.1% to $14.1 million for the year ended September 30 2008 from $8.9

million for the year ended September 30 2007 The increase in interest expense resulted from an increase in the cost of both deposits and notes

payable as result of an increase in average deposits outstanding and an increase in average advances outstanding from the FHLB In prior

years management used the FHLB advances as it sought the most cost-effective source to fund loan demand The use of borrowed funds helped

to keep deposit yields lower than would have been necessary to attract the additional funding for loan demand through additional deposit

growth No new FI-ILB advances were used in fiscal 2008 to fund loan demand In fiscal 2008 FHLB advances were utilized to purchase non-

agency residential MBS investments The average cost of interest-bearing liabilities increased from 361% for the year ended September 30 2007

to 3.97% for the year ended September 30 2008 reflecting marginally higher deposit costs in fiscal 2008 and by the cost of additional FHLB

advances used to fund the non-agency residential MBS investments

Net Interest Income Net interest income increased 20.0% to $12.6 million for the year ended September 30 2008 from $10.5 million for the

year ended September 30 2007 The average net interest spread for fiscal 2008 was 2.44% decrease of 63 basis points from the average interest

spread for fiscal 2007 of 3.07% The average interest rate margin decreased in fiscal 2008 over fiscal 2077 by 75 basis points to 3.02% from

3.77% The net interest spread performance was result of the cost of interest-bearing liabilities increasing while the yield on interest earning

assets decreased Largely contributing to the decrease in net interest spread and interest margin was the non-agency residential MBS portfolio

being funded through FHLB advances The spreads produced from leveraged investments resulted in consistently lower interest margins than the

loans receivable portfolio and as result the overall net interest spread was affected at the benefit of net income
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Provision for Loan Losses In fiscal 2008 we recorded provision for loan losses ofi72 1000 compared to $470000 in fiscal 2007 The

rise in the provision for loan losses was attributed to 15% increase in loans receivable as well as slightly higher loan delinquency level The

allowance for loan losses as percentage of loans receivable increased to 0.32% at September 30 2008 from 0.29% at September 30 2007 The

level of the allowance is based on estimates and the ultimate losses may vary from the estimates

Non-performing assets at September 30 2008 were 0.68% of total assets compared to 0.4 1% of total assets at September 30 2007 Net

charged-off loans were $455000 for the year ended September 30 2008 compared to $379000 for the year ended September 30 2007 The

allowance for loan losses as percentage of non-performing loans was 36.6% at September 30 2008 compared to 60.9% at September 30

2007 The decrease in allowance for loan losses as percentage of non-performing loans was primarily due to more secure underlying assets

associated with our outstanding loans We believe that our charge-offs and delinquencies remain low when compared to thrift industry averages

Management assesses the allowance for loan losses on quarterly basis and makes provisions for loan losses as necessary in order to

maintain the allowance While management uses available information to recognize losses on loans future loan loss provisions may be necessary

based on changes in economic conditions In addition various regulatory agencies including the OTS as an integral part of their examination

process periodically review the allowance for loan losses and may require us to recognize additional provisions based on their judgment of

information available to them at the time of their examination The allowance for loan losses as of September 30 2008 was maintained at level

that represents managements best estimate of probable losses inherent in the loan portfolio and such losses were both probable and reasonably

estimable

Non-Interest Income Total non-interest income remained unchanged at $1.7 million in fiscal 2008 and fiscal 2007 as all categories stayed

relatively constant Service charges on deposit accounts increased from $1.0 million for the year ended September 30 2007 to $1.1 million for the

year ended September 30 2008 Insurance commissions decreased from $450000 for the year ended September 30 2007 to $344000 for the year

ended September 30 2008 as result of lower credit insurance sales While there was sufficient loan activity during the year challenging economic

conditions resulted in lower appraisals for properties securing loans As result fewer loans closcd which decreased sales of credit insurance

Non-Interest Expense Total non-interest expense for the year
ended September 30 2008 increased 5.7% to $11.1 million from $10.5 million

for the year ended September 30 2007 The increase resulted mainly from normal costs associated with the Companys continued growth and

expansion initiatives including planned costs associated with opening the Companys in-store branches salary and benefits occupancy and

professional services

Income Tax Expense Income tax expense increased to $11.0 million or 40.6% of income before income taxes for the year ended

September 30 2008 from $448000 or 37.6% of income before income taxes for the year ended September 30 2007 The increase was result of

increased earnings
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Comparison of Financial Condition at September 30 2009 and September 30 2008

Total Assets Our total assets as of September 30 2009 were $575.4 million compared to $480.0 million as of September 30 2008 The

2009 fiscal year increase of 19.9% was primarily due to $72.0 million increase in loans receivable of which $53.0 million came from the Companys

new in-store branch locations and $19.5 million increase in cash and cash equivalents

Loans Receivable Loans increased by $72.0 million or 19.5% from $368.5 million as of September 20 2008 to $440.5 million as of

September 30 2009 At September 30 2009 the loan portfolio was comprised of $240.2 million of loans secured by real estatC or 54.3% of total

loans and $202.6 million of consumer loans or 45.7% of total loans In-store branch offices were significant contributor to the lending

performance as $53.0 million of the increase in loans receivable was originated through the in-store branches

Allowance for Loan Losses The following table is an analysis of the activity in our allowance for loan losses for the years ended

September 30 2009 and September 30 2008

Year Ended

September 30

2009 2008

Balance at Beginning 1192 926

Provisions Charged to Operating Expense 1369 721

Loans Charged Off 673 492

Recoveries on Loans 37 37

Balance at End 92 1192

Securities Available for Sale We manage our securities portfolio in an effort to enhance income improve liquidity and meet the

qualified Thrift Lender test imposed upon us by OTS regulations

Our total investment portfolio was $56.2 million at September 30 2009 compared with $61.8 million at September 30 2008 Our non-agency

residential MBS were originally purchased throughout 2007 and early 2008 and are generally secured by prime 1-4 family residential mortgage

loans These securities were all rated triple-A by various credit rating agencies at the time of their original purchase Since the time of purchase

$27.0 million of the September 30 2009 book value of the non-agency residential MBS portfolio was downgraded from investment grade to below

investment grade The market for these securities has depressed in response to stress and
illiquidity

in the financial markets and general

deterioration in economic conditions Although mindful of these developments management has determined that it may be likely the Company

will not collect all amounts due according to the contractual terms of these securities

As of the quarter ended June 30 2009 the OTS required all thrift institutions including Citizens Community Federal to adopt the direct

credit substitute method for determining the risk based capital required for securities rated BB or below This method requires the institution to risk

weight all of the underlying loans in the securitization that the security supports based on the position of the institutions security in the

sccuritization This treatment can result in below BB rated subordinate tranches receiving up to 1250% risk weight We adopted this OTS capital

guidance as of our quarter ended June 30 2009 As previously stated group of the $30.6 million book value of our non-agency residential MBS

portfolio was deemed to be OTTI and was written down $12.5 million during the quarter ended June 30 2009 The impaired loss before tax related

to the credit loss portion recorded in earnings and the other comprehensive loss related to market
illiquidity was $7.2 million and $5.3 million

respectively Our management believes that the remaining book value of our non-agency residential MBS portfolio totaling $46.8 million with

fair value loss of$10.l million at September 30 2009 is still subject to numerous factors outside of our control and future determination of OTTI

could result in more losses being recorded in future periods
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The amortized cost and market values of our available-for-sale securities for the periods indicated below are as follows

September 30 2009 Amortized Cost Fair Value

Resideflial AgendyMBS 1535 19698

Residential Non-agency MBS 4II2 5J2
66307 56215

September 30 2008 Amortized Cost Fair Value

CAl
Residentialagencyb
Residential Non-agency MBS 65242

As noted above over the past several quarters the rating agencies have revised downward their original ratings on thousands of

mortgage securities which were issued during the 2001-2007 time period As of September 30 2009 we held $19.5 million in fair value of

investments that were originally rated Investment Grade but have been downgraded to Below Investment Grade by at least one of three

recognized rating agencies

As of September 30 2009 and September 30 2008 the composition of our available-for-sale portfolios by credit rating was as follows

September 30 2009 Amortized Cost Fair Value

Agenoy 19535 19698

AAA 10382 9436

4642 4013

BBB 4781 3538

Below investnient grade

66307 56215
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September 30 2008 Amortized Cost Fair Value

Agency
541 S43

AAA 54676 52473

AA 4529 4276

2246 1808

Below Investment Giade 1221

65783 61776

We monitor our portfolio investments on an on-going basis and initially at June 20 2009 we obtained an independeot valuation of our

non-agency residential mortgage-backed securities This analysis is utilized to ascertain whether any decline in market value is other-than-

temporary In determining whether an impairment is other-than-temporary management considers the length of time and the extent to which the

market value has been below cost recent events specific to the issuer including investment downgrades by rating agencies and economic

conditions within the issuers industry whether it is more likely than not that we will be required to sell the security before there would be

recovery in value and credit performance of the underlying collateral backing the securities including delinquency rates cumulative losses to

date and prepayment speed

The independent valuation process included

Obtaining individual loan level data from servicers and trustees directly and deriving assumptions regarding the global frequency of

foreclosure loss severity and conditional prepayment rate both the entire pooi and the loan group pertaining to the bond

Projecting cash flows based on these assumptions and stressing the cash flows under different time periods and requirements of the

capital structure of the bond

Identifying various price/yield scenarios based on the banks Book Value price held-to-maturity price for potential credit loss and

specific yields deemed most appropriate for trade that would occur in free market IFair Value Discount rates were determined

based oo the volatility
and complexity of the security and the yields demanded by buyers in the market at the time of the valuation

For non-agency residential mortgage-backed securities that are considered other-than-temporarily impaired and for which we have the

ability
and intent to hold these securities until the recovery of our amortized cost basis we recognize OTTI in accordance with FSP FAS 115-2 and

FAS 124-2 Under this FSP we separate the amount of the OTTI into the amount that is credit related and the amount due to all other factors The

credit loss component is recognized in earnings and is the difference between the securitys amortized cost basis and the present value of

expected future cash flows The amount due to other factors is recognized in other comprehensive income
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During the quarter ended June 30 2009 the results of this analysis indicated that portion of the decline in market value of nine securities

included in ourportfolio with book value of $30.6 million and fair value of$lS.l million was other-than-temporary and as result the affected

securities were written down by $7.2 million on pre-tax basis resulting in reduced eaniings during that quarter and $5.3 million was recognized as

change in fair value and recorded through accumulated other comprehensive loss net of deferred income taxes which is component of our

shareholders equity Subsequen.t analysis of these securities during the quarter ended September 30 2009 showed no additional OTTI However

additional OTTI adjustments may be necessary in future periods as market conditions change and based upon the factors described above

On September 30 2009 17 securities have unrealized losses recognized in accumulated other comprehensive income with aggregate

depreciation of 22% of the Companys amortized cost basis While performance of the residential mortgage-backed securities has deteriorated and

the securities have been subject to downgrades these unrealized losses relate principally to the continued dislocation of the securities market and

are not due to changes in the financial condition of the issuer the quality of any underlying assets or applicable credit enhancements

To determine if an other-than-temporaty impairment exists on debt security the Bank first determines ifl it intends to sell the security

or it is more likely than not that it will be required to sell the security before its anticipated recovery If either of the conditions is met the Bank

will recognize an other-than-temporary impairment in earnings equal to the difference between the securitys fair value and its adjusted cost

basis If neither of the conditions is met the Bank determines the amount of the impairment related to credit loss and the amount of the

impairment due to all other factors The difference between the present values of the cash flows expected to be collected and the amortized cost

basis is the credit loss The credit loss is the amount of the other-than-temporary impairment that is recognized in earnings and is reduction to

the cost basis of the security The amount of the total impairment related to all other factors excluding credit loss is included in other

comprehensive income

Based on managements impairment testing we recognized $12.5 million other-than-temporary impairment losses on nine securities The

impairment loss before tax that was recorded in earnings was $7.2 million and other comprehensive loss was $5.2 million At September 30 2009

the approximate aggregate fair value of those nine securities is $14.7 niilhion The following table is roll forward of the amount of other-than-

temporary impairment related to credit losses that have been recognized in earnings for the year ended September 30 2009

Beginning balance of the amount of OTTI related to credit kisses

Credit portion of OTTI on securities for which OTTI was not previously Recognized

Endinc balance of the amount of OTTI related to credit losses

There were no sales of available-for-sale securities during the three-year period ended September 30 2009 No securities were pledged by

the Company as of September 30 2009 Utilizing third party firm we will continue to obtain an independent valuation of our non-agency MBS

portfolio on quarterly basis Management and the Board of Directors will review and consider additional testing to determine if additional

writedowns are warranted
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FHLB Stock FHLB stock increased from $5.8 million on September 30 2008 to $6.0 million on September 30 2009 The increase was

result of reqnired stock purchases to access additional FHLB borrowings We are reqnired to be member of and maintain certain amonnt of

capital stock of the FHLB of Chicago to obtain an advance from the FHLB As of September 30 2909 the canying amount of our investment in

FHLB stock was $6.0 million There is no ready market for the F1-ILB stock nor is there any quoted market values for the FIILB stock because

shares can only bepurchased or sold between members of the FHLB at the stocks $100 par value As result we account for this investment as

long-term asset and carry it on our balance sheet at cost We review this investment for impairment whenever we measure the fair value of the

investment or at minimum whenever an event or change in circumstances has occurred that may have significant adverse effect on the fair value

of the investment

On October 10 2007 the FHLB entered into consensual cease and desist order with its regulator the Federal Housing Finance Board

Finance Board Under this order the FHLB must maintain certain minimum capital ratios therefore restricting capital stock repurchases and

redemptions including redemptions upon membership withdrawal without approval of the Director of the Office of Supervision of the Finance

Board As result of this order coupled with net losses over several periods and the restrictions placed on stock redemptions we consider the

following in order to determine whether the FHLB stock should be classified as other-than-temporarily impaired

Significance and length of the decline in net assets compared to the capital stock

Commitments by the FHLB to make payments required by law or regulation

Impact of legislative and regulatory changes and

Liquidity position of the FHLB

After considering these factors and our intention and ability to hold the FHLB stock for the time necessary to recover the initial

investment we have determined that the FHLB stock was not impaired as of September 30 2009 On quarterly basis management will review our

FHLB stock holding for potential for impairment and present findings to the Board of Directors

Office Properties and Equipment Total investment in office properties and equipment was $5.9 million on September 30 2008 and $8.0

million on September 30 2009 an increase of $2.1 million or 35.6% The increase was primarily result of the additional in-store branch locations

that we opened in fiscal 2009

Goodwill As of August 2009 the Board of Directors and management updated its analysis of the carrying value of Goodwill The

Company hired an independent firm to assist in assessing the carrying value of Goodwill

In examining the fair value the independent firm considered indicated valuation results under the three approaches the Comparable

Transactions approach based on Level inputs the Control Premitun approach based on combination of Level inputs the quoted price for

CZWI stock and Level inputs an estimated control premium based on comparable transaction and the discounted cash flow approach based

on Level inputs including projections of fnture operations based on managements assumptions experience of the independent valuation firm

and from publicly available sources All approaches were considered in the final estimate of fair value with the approaches weighted based upon

their applicability based upon the SFAS No 157 hierarchy
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Fair Valuation Summary

Amount

SMil

Comparable Transactions
55

Control Premium
41

Discounted Cash Flow DCF 79

Fair Value
56

At the August 30 2009 measurement date the aggregate estimated fair value of the Bank was $56 million which was equal to the carrying

value of the Bank and equal to stockholdersequity of $56 million Thus it was determined that goodwill was not impaired and the Step analysis

for goodwill impairment was not required

On December 22 2009 management updated its analysis which included

Reviewing the profitability and operating cash flow of the Bank in October and November 2009

Reviewing the 2010 budget

Updating the financial data included in the August 31 2009 Valuation Report

Inquiring of the independent valuation firm as to possible changes to the valuation due to market changes declining market price for

the companys stock and other assumptions

Findings of the update included the following

The Bank continued to be profitable in the first quarter of fiscal 2010 with reported year-to-date earnings of $360000 During this

period the provision for loan losses increased in response to an increase in Non-Performing Loans NFLs allowance coverage of

NPLs continued to be in excess of 30%

The company is expected to be profitable based on the budget for fiscal year 2010

The updated summary of financial ratios and other factors included in the August 30 2009 independent valuation did not change

significantly

Based on this analysis it is managements view that no events have occurred since year-end that would result in an impairment to

goodwill Again management will review goodwill and present to the Board of Directors its findings If we conclude that there is potential for

impairment we will use third party evaluation to determine the impairment if any
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Deposits Deposits grew to $409.3 million at September 30 2009 from $297.2 million at September 30 2008 The fiscal year increase of

$112.1 million or 37.7 percent was the result of growth in new core deposits Core deposits accounted for $106.8 million of the fiscal 2009

gain $101.0 million of the gain came from total deposit growth at the Companys newly opened in-store branch locations Core deposits are

defined as non-CD deposits

Borrowed Funds FHLB advances decreased from $110.2 million on September 30 2008 to $106.8 million on September 30 2009 as

result of paying off maturing FHILB advances tied to maturing investments in our non-agency residential MBS portfolio

Stockholders Equity Stockholders equity decreased $13.1 million to $55.4 million at September 30 2009 frcrn $68.5 million at September

30 2008 The decrease was mainly atibuted to the net loss for the fiscal year ended September 30 2009 of 83 .2 million an increase in the

unrealized loss of our non-agency residential MBS portfolio of $4.0 million and common stock repurchases of $5.3 million

Comparison of Financial Condition at September 302008 and September 30 2007

Total Assets Our total assets as of September 30 2008 were $480.0 million compared to $386.1 million as of September 30 2007 The

2009 fiscal year increase of 24.3% was primarily due to

$48.8 million increase in loans receivable of which $9.1 million was originated through our new in-store branches

$17.7 million in assets acquired by Citizens Community Federal through the previously disclosed acquisition from ANB of three in-

store branches and

$22.2 million increase in the value of our non-agency residential MBS portfolio as result of additional non-agency residential MBS

purchases occurring during fiscal 2008

Loans Receivable Loans increased by $48.5 million or 15.2% from $320 million as of September 20 2007 to $368.5 million as of

September 30 2008 At September 30 2008 the loan portfolio was comprised of $205.0 million of loans secured by real estate or 55.4% of total

loans and $1 64.9 million of consumer loans or 44.6% of total loans Although the in-store branch offices were only open for part of the fiscal year

they were significant contributor to the lending performance as $9.1 million of the increase in loans receivable was originated through the in

store branches
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Allowance for Loan Losses The following table is an analysis of the activity in our allowance for loan losses for the years ended

September 30 2008 and September 30 2007

Year Ended

September 30

2008 2007

Balance at Begmnmg
926 835

Provisions Charged to Operating Expense
721 470

Loans Charged Off
413

Recoveries on Loans
37 34

Ba1aice tt
Enª 1192 926

Securities Available for Sale Securities available for sale increased from $39.6 million on September 30 2007 to $61.8 million on

September 30 2008 We selectively purchased non-agency residential MBS that either met or exceeded our underwriting guidelines This strategy

was employed to compliment consumer loan underwriting In order to comply with the consumer lending limit imposed on federally chartered

savings banks management chose to increase the asset base by purchasing AAA-rated non-agency residential MBS funded by FI-ll.B

advances This strategy allowed us to continue to satisfy strong demand consumer loans and still comply with our regulatory limits The

securities purchased were AAA-rated Jumbo Prime non-agency
residential MBS The average loan-to-value ratio at origination for the entire non-

agency
residential MBS portfolio was 64.7% while the average FICO score was 742 We have refrained from purchasing any subprime Alt-A

negative amortization loans or other types of securities with unusual characteristics As described above during fiscal 2009 we incurred

significant OTTI charges related to the acquisition of certain of these securities

FHLB Stock FHLB stock increased from $4.8 million on September 30 2007 to $5.8 million on September 30 2008 The increase was

result of required stock purchases to access additional FHLB borrowings

Office Properties and Equipment Total investment in office properties and equipment was $3.5 million on September 30 2007 and $5.9

million on September 30 2008 an increase of $2.4 million or 40.0% The increase was primarily result of our in-store branch locations opened in

fiscal 2008

Deposits Deposits grew to $297.2 million at September 30 2008 from $207.7 million at September 30 2007 The fiscal year increase of

$89.5 million or43.17 percent was the result of growth in both new certificates of deposits as well as new core deposits $18.1 million of the gain

came from total deposit growth at our newly opened in-store branch locations of that amount $11.4 million was generated by core deposit

growth An additional $18.4 million of the gain was the result of our ANB branch acquisitions

Borrowed Funds FHLB advances increased from $96.4 million on September 30 2007 to $110.2 million on September 302008 in order to

fund the purchase of the non-agency residential MBS investments described above

Stockholders Equity Stockholders equity decreased $9.6 million to $68.5 million at September 30 2008 from $78.1 million at September

30 2007 The decrease partially offset by net income was due to the repurchase of 888300 shares of our common stock under our previously

announced share repurchase programs dividends paid and temporary
unrealized impairment of $2.8 million related to mark-to-market valuation

of our non-agency residential MBS portfolio which was conducted in fiscal 2008 due to then-current market conditions
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Average Balances Net Interest Income Yields Earned and Rates Paid

The following table presents for the periods indicated the total dollar amount of interest income from average interest-earning assets and

the resultant yields as well as the interest expense on average interest-hearing liabilities expressed both in dollars and rates Also presented is

the weighted average yield on interest-earning assets rates paid on interest-bearing liabilities and the resultant spread at September 30 No tax

equivalent adjustments were made Non-accruing loans have been included in the table as loans carrying zero yield

Year ended September 30

2009 2009 2007

Average Interest Average Interest Average
Interest

Outstanding Earned Yield Outstanding Eurned Yield Outstanding Earned Yield

Balanre Paid Ratr Balance Paid Rate Balance Paid Rate

Ineereut-Earning Assets

Cash equivalents
23.769 27 11% l3.44 277 06% 5.93 167 81%

Leans rneesvsbbetl
404330 270fl7 668 344654 27129 6.71 285668 19713 696

Other interest bearing deposits
3894 119 3.06 371 1.09 567 30 29

Secnrsurea nvnilublnfur anon sttSo 3797 6.53 53417 3329 6.22 9467 379 3.90

Pederul Name Lean Bank stack 5865 --- .-- 5420 --- --- 3.115 83 2.66

Tatsl interest encuing assets $1 495852 3094ff 24% 417.307 26733 6.41 304798 20372 6.68

isslerest-B eariu Liabdieae6 si iv

Savings arcauutn 23162 192 083 21091 172 0.02 22859 218 095

DemnnatrvuttttsC2 viLO0S 28 0.14 18.711 26 0.14 19203 20 15

Maeey market acraunla 81922 1948 2.38 31711 717 2.26 24323 388 2.42

tDs 31 105291 .7.446 3.63 066.758 7706 4.63 120145 5767 4.73

IRAs 15487 344 Il 12016 307 4.22 10876 433 4.17

Fedecsllhi7ne Loan Bank sdvsnces P05169 4530 4.30 195699 5001 4.73 40843 1893 390

Total sutrress beating Itabilistes 450.835 14.688 26 335907 14139 47 246.030 8.889 61

Net interest iecnnie
16 232 3.v94 11.483

Net bntere6l mm spread
2.98% 43 307%

Net interest margtu39
3.28% 3.02%

//

3.77%

Avcmnge taoerest esnssngasbetp to aseengu snleresfhnhrsog lsnhslstses 3064 17n 24x

Calcnlnted net aflane fees af $tI4540001 in 2009 Stl492000 in 2000 nod $01026000 in 2007 lean discaunss Inuns in
pracess

tad allawarre far lasses an leans

Includes $14.9 mihlien $14.4 mihhien and $13.8 mullen af nnn-hntnreas-besring demand depostts during the yearn ended September 3020092008 end 2007 respectively

tl Net interest mmmc divided by interess-enening sssets
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Rate/Volume Analysis

The following table presents the dollar amount of changes in interest income and interest expense for major components of interest-

earning assets and interest-bearing liabilities For each categoly of interest-earning assets and interest-bearing liabilities information is provided

on changes attributable to changes in volume which are changes in volume multiplied by the old rate and changes in rate which are

changes in rate multiplied by the old volume Changes attributable to both rate and volume which cannot be segregated have been allocated

proportionately to the change due to volume and the change due to rate

Year Ended September 30 Year Ended September 30

2009 vs 2008 2008 vs 2007

Increase Decrease Total Increase Decrease Total

Due to Increase Due to Increase

Volume Rate Decrease Volume Rate Decrease

In Thousands

Interest-Earning Assets

Loans receivable1 3987 101 3878 3972 556 3416

Other 524 fl 329 2812 133 2945

Total interest-calming assets 4511 304 4207 6.784 423 63l

interest-Bearing Liabilities

Demand accounts

Money market account

20 18 28 46

1231 169 40 1291.192 39

IRA accounts 131 94l 37 48 54

Certificates of denosit 1584 1.854 270 2160 151 2009

Federal Home Loan Bank advances 25 446 471 2626 480 3106

Savings accounts

Total interest-bearing liabilities 2901 2352 549 4.984 266 5250

Calculated net of loan fees of$I454000 in 2009 and $I492000 in 2008

Liquidity and Commitments

We are required to have enough investments that quali as liquid assets in order to maintain sufficient liquidity to ensure safe and

sound operation Liquidity may increase or decrease depending upon the availability of funds and comparative yields on investments in relation

to the return on loans Historically we have maintained liquid assets above levels believed to be adequate to meet the requirements of normal

operations including potential deposit outflows Cash flow projections are regularly reviewed and updated to assure that adequate liquidity is

maintained At September 30 2009 our liquidity ratio which is our liquid assets as percentage of net withdrawable savings deposits with

maturity of one year or less and current borrowings was 13.0%

Our liquidity represented by cash and cash equivalents is product of our operating investing and financing activities Our primary

sources of funds are deposits amortization prepayments and maturities of outstanding loans and other short-term investments and funds

provided from operations While scheduled payments from the amortization of loans and maturing short-term investments are relatively

predictable sources of funds deposit flows and loan prepayinents are greatly influenced by general interest rates economic conditions and

competition Although $163.5 million of our $216.5 million 75.5% CD portfolio will mature in fiscal 2010 Citizens has historically
retained over 75%

of its maturing CDs In our present interest rate environment this should improve our cost of funds In addition we now have our in-store branch

network to help off-set liquidity concerns Moreover we invest excess funds in short-term interest-earning assets which provide liquidity to

meet lending requirements Citizens Community Federal also utilizes FHLB advances to leverage our capital base to provide funds for our lending

and investment activities and to manage our interest rate risk management
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Liquidity management is both daily and tong-term function of managing our balance sheet Excess liquidity is generally invested in

short-term investmeots such as overoight deposits or certificates of deposit in other fioancial institutions On looger-term basis Citizens

Community Federal maintaios strategy of investing io various lending products as described in grcater detail under Evolution of Business

Strategy aod History oo page We use our sources of funds primarily to meet oogoing commitments to pay maturiog certificates of deposit sod

saviogs withdrawals and to fund loan commitments

At September 30 2009 the total approved loan origination cosnmitments outstanding amounted to $2.6 million At the same date unused

approved lines ofcreditto our customers were $8.1 million and certificates ofdepositscheduled to mature in one year orless totaled $163.5

million

The average cost of deposits decreased throughout fiscal 2009 Our policy is to maintain deposit rates at levels that are competitive with

other local financial institutions Based on the competitive rates and on historical experience our management believes that significant portion

of maturing deposits will remain with Citizens Community Federal In addition we had the ability as of September 30 2009 to borrow an additional

$55.3 million from the FHLB as funding source to meet commitments and for liquidity purposes as well as the
ability

to access $5.0 million in

federal funds through the United Bankers Bank

Capital

Consistent with our goals tooperate soimd and profitable financiat organization we have historically strived to maintain well-

capitalized institution in accordance with regulatory standards However as result of the OTTI charges incurred during fiscal 2009 and

significant changes in the valuation of our non-agency residential IvlIBS portfolio as of Scptcmbcr 30 2009 wc werc considered adequately

capitalized under applicable regulatory standards Total equity of Citizens Conmiunity Federal was $52.1 million at September 30 2009 or 9.6% of

total assets As of September 30 2009 Citizens Conmumity Federal exceeded all regulatory capital requirements of the Office of Thrift Supervision

OTS to maintain an adequately capitalized institution Citizens Community Federals regulatory capital ratios at September 30 2009 were as

follows core capital 8.9% Tier risk-based capital 9.4% and total risk-based capital 9.6% The regulatory capital requirements to be considered

adequately eapitaEzed are core capital of 4.0% Tier risk-based capital of 4.0% and risk-based capital of 8.0% respectively and to be considered

well capitalized are core capital of 5.0% Tier risk-based capital of 6.0% and risk-based capital of 10.0% respectively We anticipate our

regulatory capital to be well-capitalized by December 31 2009 as result of the announced termination of the ESOP plan and the subsequent

increase of bank level regulatory capital of approximately $3.3 million Management and the Board of Directors will evaluate our capital on

monthly basis to maintain well-capitalized position while continuing to look for ways to further enhance our capital position
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Impact of Inflation

The consolidated financial statements presented herein have been prepared in accordance with accounting principles generally accepted

in the United States These principles require the measurement of financial position and operating results in terms of histnrical dollars without

considering changes in the relative purchasing power of money over time due to inflation

Our primary assets and liabilities are monetary in nature As result interest rates have more significant impact on our performance

than the effects of general levels of inflation Interest rates however do not necessarily move in the same direction or with the same magnitude as

the price of goods and services since such prices are affected by inflation In period of rapidly rising interest rates the liquidity and maturity

structures of our assets and liabilities are critical to the maintenance of acceptable performance levels

The principal effect of inflation as distinct from levels of interest rates on earnings is in the area of non-interest expense Such expense

items as employee compensation employee benefits and occupancy and equipment costs may be subject to increases as result of inflation An

additional effect of inflation is the possible increase in the dollar value of the collateral securing loans that we have made We are unable to

determine the extent if any to which properties securing our loans have appreciated in dollar value due to inflation

Fair Value Measurements

We measure some of our assets on fair value basis Fair value is used on recurring basis for certain assets such as securities

available for sale and loans in which fair value is the primary basis of accounting Fair value is defined as the price that would be received for the

sale of an asset in an orderly transaction between market participants at the measurement date In accordance with authoritative guidance we

apply the following fair value hierarchy

Level Quoted prices for identical assets in active markets that an entity has the ability to access as of the measurement date

Level Significant other observable inputs other than Level prices such as quoted prices for similar assets or other inputs that are

observable or can be corroborated by observable market data

Level Significant unobservable inputs that reflect an entitys own assumptions about the assumptions that market participants would

use in pricing an asset

In estimating the fair values for securities available for sale we believe that independent third-party market prices are the best evidence

of exit price and where available bases its estimates on such prices If such third-party market prices are not available valuations from an

independent third-party are obtained Where market observable data is not available due to market conditions in an illiquid market the valuation

of financial instruments becomes more subjective and involves substantial judgment Addirionally there may be inherent risk in the valuation

calculation and changes in underlying assumptions including estimates of future cash flow and discount rates that could significantly affect

future values
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Level assets are certain investments for which little or no market activity exists or whose value of the underlying collateral is not market

observable With respect to non-agencyresidential mortgage-backed securities that we hold the credit markets continue to be disrupted resulting

ins continued dislocation and lack of trading activity Our valuation of non-agency residential mortgage-backed securities used both observable

as well as unobservable inputs to assist in the Level valuation employing methodology that considers future cash flows along with risk-

adjusted returns The inputs in this methodology are as follows ability and intent to hold to maturities mortgage underwriting rates market

prices/conditions loan type loan-to-value strength of borrower loan age delinquencies prepayment/cash flows liquidity expected future cash

flows and rating agency actions The independent valuation of all Level securities in the current fiscal year resulted in an estimated pro-tax

unrealized loss of $6.3 million

The following tables summarize securities available for sale measured at fair value on recurring basis at September 30

Fair Value Measurements Using

Total Fair

ValueLevel Level Level

2009 In Tbouaands

Available for sale securities 19698 36517 56215

Fair Value Measurements Using

Total Fair

Level Level Level Value

2008 In Thousands

Available for sale securities 543 61233 61776

25



The following tables present reconciliation of residential mortgage-backed securities measured at fair value on recurring basis using

significant unobservable inputs Level for the fiscal year ended September 30

Total Fair

Value

In

2009 Thousands

BegmningBalance 6l2i

Total gains or losses

realized/unrealized

Included in earnings 7236

Included in other comprehensive income 6251

Purchases sales isuastcs and settlements nat

Transfers ii and/or out of Level 11229

Endine Balance
36517

Total Fair

Value

Un

2008 Thousands

Beginning Balance 38937

Total gains or losses

realized/unrealized

Included in earnings

lnqiude4in other uogpxebeflsive incojup 4l5
Purchases sales issuanees and settlements net

Transfers in4ncl/or out oeve1 26455

Ending Balance
61233

Recent Accounting Pronouncements

In June 2009 the Financial Accounting Standards Board FASB issued an accounting pronouncement establishing the FASB

Accounting Standards CodificationTM ASC as the source of authoritative accounting principles recognized by the FASB to be applied in the

preparation of financial statements in conformity with U.S OAAP This pronouncement is effective for financial statements issued for interim and

annual periods ending after September 15 2009 for most entities On the effective date all non-Securities and Exchange Commission accounting

and reporting standards were superseded We adopted this new accounting pronouncement for the year ended September 30 2009 as required

and adoption did not have material impact on our consolidated financial statements
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In February 2007 the FASB issued guidance permitting entities to measure certain financial instruments and certain other items at fair

value that are not currently required to be measured at fair value This guidance is included in ASO 825 Financial Instruments We adopted this

guidance effective October 2008 and have not elected to measure any financial assets and financial liabilities at fair value which weme not

previously required to be measured at fair value The adoption of this topic has had no impact on our consolidated financial statements

In April 2009 FASB issued ASC 820-10 Determining Fair Value When the Volume and Level ofActivitvJbr the Asset or Liability Have

Significantly Decreased and Ident tjing Transactions That Are Not Orderly ASC 820-10 affirms that the objective of fair value when the market

for an asset is not active is the price that would be received to sell the asset in an orderly transaction and clarifies and includes additional factors

for determining whether there has been significant decrease in market activity for an asset when the market for that asset is not active ASC 820-

10 requires an entity to base its conclusion about whether transaction was not orderly on the weight of the evidence ASC 820-10 is effective for

interim and annual periods ending after June 15 2009 The adoption of ASC 820-10 did not have material impact on the our consolidated financial

statements

In April 2009 FASB issued ASC 320-10 Recognition and Presentation of Other-Than-Temporary Impairments ASC 320-10 amended

other-than-temporary impairment OTTI guidance for debt securities by requiring write-down when fair value is below amortized cost in

circumstances where an entity has the intent to sell security it is more likely than not that an entity will be required to sell the security

before recovery of its amortized cost basis or an entity does not expect to recover the entire amortized cost basis of the security If an entity

intends to sell security or if it is more likely than not that the entity will be required to sell the security before recovery an OTTI write-down is

recognized in earnings equal to the entire difference between the securitys amortized cost basis and its fair value If an entity does not intend to

sell the security or it is not snore likely than not that it will be required to sell the security before recovery the OTTI write-down is separated into an

amount representing credit loss which is recognized in earnings and an amount related to all other factors which is recognized in other

comprehensive income We adopted this accounting standard on April 2009 As result of implementing the new guidance the amount of OTTI

recognized in our net income during fiscal 2009 was $7.2 million

In May 2009 FASU issued ASC 855-19 Subsequent Events which establishes general standards of accounting for and disclosure of

events that occur after the balance sheet date but before financial statements are issued or available to be issued ASC 855-19 defines the

period after the bklance sheet date during which reporting entitys management should evaluate events or transactions that may occur for

potential recognition or disclosure in the financial statements the circumstances under which an entity should recognize events or transactions

occurring after the balance sheet date in its financial statements and the disclosures an entity should make about events or transactions that

occurred after the balance sheet date ASC 855-19 which includes required disclosure of the date through which an entity has evaluated

subsequent events became effective for consolidated financial statements for periods ending after June 15 2009 ASC 855-19 did not have

material impact on our consolidated financial statements
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In June 2009 FASB issued ASC 860-lOAccountingfor Transfers of FinancialAssets an Amendment ofASC 860-10 which amends ASC

860-10 ccoonting jbr Transfers and Servicing of Financial Assets and Extinguishments ofLiabilities to enhance reporting about transfers of

financial assets including securitizations and where companies have continuing exposure to the risks related to transferred financial assets ASC

860-10 eliminates the doncept ofa qualiing special-purpose entity and changes the requirements fofde-recognising financial assets ASC 860

10 also clarifies that transferor must evaluate whether it has maintained effective control of financial asset by considering its continuing direct

or indirect involvement with the transferred financial asset ASC 860-10 will be effective for all reporting periods beginning after November 15

2009 The adoption of ASC 860-10 is not expected to have material impact on our consolidated financial statements

In June 2009 FASB issued ASC 810-10 Ansendnsents to ASC 810-10 Consolidation of Variable Interest Entities to change how

company determines when an entity that is insufficiently capitalized or is not controlled through voting or similar rights should be consolidated

The determination of whether company is required to consolidate an entity is based on among other things an entitys purpose and design and

companys ability to direct the activities of the entity that most significantly impact the entitys economic perfonnance ASC 810-10 will be

effective for all reporting periods beginning after November 15 2009 The adoption of ASC 810-10 is not expected to have material impact on our

consolidated financial statements

Quantitative and Qualitative Disclosures About Market Risk

Our Risk When Interest Rates Change The rates of interest we earn on assets and pay on liabilities generally are established

contractually for period of time Market interest rates change over time Accordingly our results of operations like those of other financial

institutions are impacted by changes in interest rates and the interest rate sensitivity of our assets and liabilities The risk associated with

changes in interest rates and onr ability to adapt to these changes is known as interest rate risk and is our most significant market risk

How We Measure Our Risk of Interest Rate Changes As part of our attempt to manage our exposure to changes in interest rates and

comply with applicable regulations we monitor our interest rate risk In monitoring interest rate risk we continually analyze and manage assets

and liabilities based on their payment streams and interest rates the timing of their maturities and their sensitivity to actual or potential changes in

market interest rates

In order to manage the potential for adverse effects of material and prolonged increases in interest rates on our results of operations we

adopted asset and liability management policies to better align the maturities and re-pricing terms of our interest-earning assets and interest-

bearing liabilities Our asset and liability management commiuee is comprised of members of senior management and establishes and monitors

guidelines for the volume and mix of assets and the funding sources taking into account relative costs and spreads interest rate sensitivity and

liquidity needs The objectives are to manage assets and funding sources to produce results that are consistent with liquidity capital adequacy

growth risk and profitability goals Our asset and liability management committee generally meets on weekly basis to review among other

things economic conditions and interest rate outlook current and projected liquidity needs and capital position anticipated changes in the

volume and mix of assets and liabilities and interest rate risk exposure limits versus current projections pursuant to net present value of portfolio

equity analysis At each meeting the asset and liability management committee recommends strategy changes as appropriate based on this

review The committee is responsible for reviewing and reporting on the effects of the policy implementations and strategies to the board of

directors on monthly basis
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In order to manage our assets and liabilities and achieve the desired liquidity credit quality interest rate risk profitability and capital

targets we have focused our strategies on

originating first mortgage loans with clause allowing for payment on demand after stated period of time

originating shorter-term consumer loans

originating prime-based home equity lines of credit

managing our deposits to establish stable deposit relationships

using FHLB advances to align maturities aaid repricing terms and

attempting to limit the percentage of long-term fixed-rate loans in our portfolio which do not contain payable-on-demand clause

At times depending on the level of general interest rates the relationship between long- and short-term interest rates market conditions

and competitive factors our asset and liability management committee may determine to increase Citizens Community Federals interest rate risk

position somewhat in order to maintain its net-interest margin

In light of our core business performance in fiscal 2008 and fiscal 2009 management believes our strategies have proven to be

effective Credit quality continued to be strong with delinquency and charge-off ratios remaining below thrift industry averages Interest rate risk

defined by net portfolio value NPV continued to show minimal risk By continuing to include our payment-on-demand clauses on our first

mortgage loan originations less than 10% of the Citizen Community Federal assets were represented by traditional fixed-rate mortgage loans with

amortizations of 15 years or greater

As of September 30 2009 $194.1 million of our loans in our portfolio included payable-on-demand clause We have not utilized the

demand clause since fiscal 2000 because in managements view it has not been appropriate Therefore the clause has had no impact on our

liquidity and overall financial performance for the periods presented

As part of its procedures our asset and liability management committee regularly reviews interest rate risk by forecasting the impact of

alternative interest rate environments on net interest income and market value of portfolio equity Market value of portfolio equity is defined as

the net present value of an institutions existing assets liabilities and off-balance sheet iiastrumcnts and evaluating such impacts against the

maximum potential changes in net interest income and market value of portfolio equity that are authorized by the board of directors of Citizens

Community Federal
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The following table sets forth at September 30 2009 an analysis of our interest rate risk as measured by the estimated changes in NPV

resulting from instantaneous and sustained parallel shifts in the yield curve up 300 basis points and down 200 basis points measured in 100 basis

point increments As of September 30 2009 due to the current level of interest rates NPV estimates for decreases in interest rates greater than

200 basis points are not meaningful

Change in Interest Rates in

Basis Points bp
Rate Shock in Rates

Assumes an instantaneous uniform change in interest rates at all niaturities

Net Portfolio Value as of

Present Value of Assets

For comparative purposes the table below sets forth at September 30 2008 an analysis of our interest rate risk as measured by the

estimated changes in NPV resulting from instantaneous and sustained parallel slufts in the yield curve up 300 basis points and down 200 basis

points measured in 100 basis point increments As of September 30 2008 due to the current level of interest rates NPV estimates for decreases in

interest rates greater than 200 basis points are not meaningful

Net Portfolio Value

Amount Charge Change NPV Ratio Chane

Dollars in thousands

i-300 bp 27546 1020621 27% 10% 190 bp

200 bp 31438 6.314 l7 .86 114

100 hp 34922 2830 721 50

-50 bp
36.436 1.317

.770/0 23

Obp 37752 --- --- 00

-SObp
38.851 1098 .l8% 18

-100 bp 39669 1916
8.31 31

Assumes an instantaneous uniform change in interest rates at all maturities

The assumptions used to measure and assess interest rate risk include interest rates loan prepayment rates deposit decay runoff rates

and the market values of certain assets under differing interest rate scenarios

Net Portfolio Value

Amount Change Change NPV Ratio Change

Dollars in thousands

300 bp 28763 9270 24% 21% 145 bp

200 bp 32.039 5993 16 5.74 92

1011 bp 35427 2606 27 39

50 bp 36839 1194 6.48 18

Obp 38033 --- --- 66

-5Obp 30093 1060
6.81 15

100 bp
39863 1831 6.92 26

Change in Interest Rates in

Basis Points bp
Rate Shock in Rates1

Net Portfolio Value as of

Present Value of Assets
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The assumptions we use to evaluate the impact on our operations of changes in interest rates in the table above are utilized in and set

forth under the gap table below Although management finds these assumptions reasonable the interest rate sensitivity of our assets and

liabilities and the estimated effects of changes in interest rates on our net interest income and marketvalue of portfolio equity indicated in the

above table could vary substantially if different assumptions were used or if actual experience differs from these assumptions

The following table summarizes the anticipated maturities or repricing of Citizens Community Federals interest-earning assets and

interest-bearing liabilities at September 30 2009 based on the information and assumptions set forth below

crtificates of deposit 84031

Federal Home Loan Bank advances 31.105

Over Six Over One Over Three Over

Six Months Months to to Three to Five Five

or Less One Year Years Years Years Total

Dollars in Thousands

Real estate mortgage loans 3B53 3224 84819 43049 41576 240225

Consumer loans 82503 54618 57281 5647 2521 202570

Securities available for sale 5285 54.1 19872 13290 22449 66312

Other interest-bearing deposits 2458 -- --- --- --- 2458

Federal Home Loan Bank stock --- --- --- 6040 --- 6040

Cash equivalents 43191 --- --- --- --- 43191

Total interest-earning assets 171976 92276 161972 68026 66546 560796

Savings accounts 2639 2639 20265 811 33 26387

Demand and money market 36677 36677 55016 24.3 16 166.440L754

459 --- 216484

Total mnterest-beaiinghabi1ties l54452 287 175604 924 25849 1b11b

Interesf-aTning assets less

interest-bearing liabilities 17524 38011 13633 38101 40809$ 44790

Cumulative iotcrcst rate sensitivity gap
17524 20487 34120 3.g81$ 44790

Cumulative interest rate gap as percentage of assets

at September 30 2009 3.05/o 3.56% 5.93% 0.694 7.78%

Cumulative interest rate gap as percentage of interest-

earning assets at September 30 2009 3.12% 3.65% 6.08% 0.7 1% 799%

The difference between re-pricing assets and liabilities for specific period is referred to as the gap An excess of re-priceable assets over

liabilities is referred to as positive gap An excess of re-priceable liabilities over assets is referred to as negative gap The cumulative gap is the

summation of the gap for all periods to the end of the period for which the cumulative gap is being measured

Assets and liabilities scheduled to re-price are included in the period in which the rate is next scheduled to adjust rather than in the period

in which the assets or liabilities are due Fixed-rate loans are included in the periods in which they are scheduled to be repaid based on scheduled

amortization as adjusted to take into account estimated prepayments based on OTS prepayment tables No effect is given to the payable-on-

demand clause in certain mortgage loans originated by Citizens Community Federal

471 50523

.500 49800 .900 1500 106.805
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As with any method of measuring interest rate risk certaiu shortcomings are inherent in the method of analysis presented in the foregoing

table For example although oertain assets and liabilities may have similar maturities or periods to re-prioing they may reaot in different degrees to

changes in market interest rates Also the interest rates on certain types of assets and liabilities may fluctuate in advance of changes in market

interest rates while interest rates on other types may lag behind changes in market rates Additionally limited amount of our assets have

features which restrict changes in interest rates on short-term basis and over the life of the asset Further if interest rates change expected rates

of prepayments on loans and early withdrawals from certificates could deviate significantly from those assumed in calculating the table

Critical Accounting Policies

There are certain accounting policies that we have established which require us to use our judgment In addition to the policies included

in Note Summary of Significant Accounting Policies to the Consolidated Financial Statements included herein our critical accounting policies

are as follows

Critical Accounting Policies

There are certain accounting policies that we have established which require us to use otu judgment In addition to the policies included

in Note Summary of Significant Accounting Policies to the Consolidated Financial Statements included herein our critical accounting policies

are as follows

AllowonceforLoan Losses The allowance for loan losses is established through provision for loan losses charged to expense Loan

losses are charged against the allowance for loan losses when management believes that the collectibility
of the principal is unlikely Subsequent

recoveries if any are credited to the allowance

Management regularly evaluates the allowances for loan losses using the Companys past loan loss experience known and inherent risks

in the portfolio composition of the portfolio adverse situations that may affect the borrowers ability to repay
estimated value of any underlying

collateral current economic conditions and other relevant factors This evaluation is inherently subjective since it requires material estimates that

may be susceptible to significant change

Available for Sole Securities Securities are classified as available for sale and arc carried at fair value with unrealized gains and losses

reported in other comprehensive income Amortization of premiums and accretion of discounts are recognized in interest income using the interest

method over the estimated lives of the securities

The Company evaluates all investment securities on quarterly basis and morc frequently when economic conditions wsrrant

determining if other-than-temporary impairment exists debt security is considered impaired if the fair value is less than its amortized cost based

at the report date If impaired management then assesses whether the impairment is other-than-temporary

Current authoritative guidance provides that an unrealized loss is generally deemed to be other-than-temporary and credit loss is

deemed to exist if the present value of the expected future cash flows is less than the amortized cost basis of the debt security The credit loss

component is recorded in earnings as component of other-than-temporary impairment in the consolidated statements of operations while the

loss component related to other market factors is recognized in other comprehensive income loss provided the Company does not intend to sell

the underlying debt security and it is more likely than not that the Company will not have to sell the debt security prior to recovery of the

unrealized loss

Management considers the following factors in determining whether credit loss exists and the period over which the debt security is

expected to recover

The length of time and extent to which the fair value has been less than the amortized cost

Adverse conditions specifically related to the security industry or geographic area

The historical and implied volatility
of the fair value of the security

The payment structure of the debt security and the likelihood of the issuer or underlying borrowers being able to make payments

that may increase in the future

Failure of the issuer of the security or the underlying borrowers to make scheduled interest or principal payments

Any changes to the rating of the security by rating agency

Recoveries or additional declines in fair value subsequent to the balance sheet date

Interest income on securities for which an other.than.temporary impairment has been recognized in earnings is recognized at rate

commensurate with the expected future cash flows and amortized cost basis of the securities after the imnpairmept

Gains and losses on the sale of securities are recorded on the trade date and determined using the specific-identification method
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Additional Findings

OTS Memorandum of Understanding The Office of Thrift Supervision during their most recent examination in July 2009 provided us their

findings From these findings Citizens Community Federal will enter into an informal enforcement action with the Office of Thrift Supervision in the

form of Memorandum of Understanding Within 60 days the Board of Directors of the company agrees to take corrective actions set forth in the

MOU Specifically the Board will establish minimum capital levels for Tier core capital
and total Risk-Based capital ratios Also as part of the

informal enforcement action the Board will not declare or pay dividends without prior approval of the OTS

Auditor Material Weakness Findings Our external auditors concluded their audit in December 2009 Their assessment identified the following

material weaknesses in the financial reporting and disclosure process

Inadequate financial statement disclosures for other-than temporary securities income taxes and subsequent events related to retirement

plans and

Improper application of GAAP related to revenue recognition on securities classified as other-than temporarily impaired and the recording

of employee benefit expense related to terminated employees

As result of the above deficiencies certain accounting errors occurred and certain adjustments were recorded in the fourth quarter The

impact of these adjustments was not material to the financial statements However due to the actual misstatements the potential for more

significant misstatements and the absence of other mitigating controls there is more than remote likelihood that material misstatement of the

interim and annual financial statements would not be prevented or detected as result of each weakness As result management determined that

these identified deficiencies were material weaknesses in internal control over financial reporting and has concluded that our internal control over

financial reporting was not effective as of September 30 2009

Remediation of Material Weaknesses As discussed above we have identified tnaterial wcakncsses in our internal control over financial

reporting We have taken steps to address the specific deficiencies identified above In addition to remediate the material weaknesses in our

internal control over financial reporting subsequent to year end we have implemented or are in the proccss of implementing the following actions

which are all expected to be completed by the end of the first quarter except for the last item which will be ongoing

We are assessing the need for additional ongoing employee training as it relates to the evolving financial reporting environment and new

emerging accounting issues

We are implementing additional procedures within our financial close and reporting process to analyze for accnracy and adjust all material

accounts on timely basis

We are evaluating our fmancial organization to determine the most appropriate and effective use of our current resources and to

determine if additional resources are necessary to support the financial reporting process

Subsequent Event We were notified that as of December 23 2009 terminated CEO James Coolcy is seeking arbitration for an alleged contractual

obligation

33



Citizens Community Bancorp

Inc and Subsidiary
Eau Claire Wisconsin

Consolidated Financial Statements

Years Ended September 30 2009 2008 and 2007

34



Citizens CommunityBancorp Inc and

Subsidiary

Consolidated Financial Statements

Years Ended September 20 2009 2008 and 2007

Table of Contents

Independent Auditors Report
36

Consolidated Balance Sheets
37

Consolidated Statements of Operations
38

Consolidated Statements of Change in Stockholders Equity
40

Consolidated Statements of Cash Flows
43

Notes to Consolidated Financial Statements
45

35



Independent Auditors Report

Board of Directors

Citizens Community Bancorp Inc

Eau Claire Wisconsin

We have audited the accompanying consolidated balance sheets ofCitizens Community Bancorp Inc and Subsidiary as of September 30 2009

and 2008 and the related consolidated statements of operations changes in stockholders equity and cash flows for each of the years in the

three-year period ended September 30 2009 These financial statements are the responsibility of the Companys management Our responsibility

is to express an opinion on these financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board United States Those standards

require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material

misstatement The Company is not required to have nor were we engaged to perform an audit of its internal control over financial reporting Our

audit included consideration of internal control over financial reporting as basis for designing audit procedures that are appropriate in the

circumstances but not for the purpose of expressing an opinion on the effectiveness of the Companys internal control over financial

reporting Accordingly we express no such opinion An audit includes examining on test basis evidence supporting the amounts and

disclosures in the financial statements An audit also includes assessing the accounting principles used and significant estimates made by

management as well as evaluating the overall financial statement presentation We believe that our audits provide reasonable basis for cur

opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the financial position of Citizens

Community Bancorp Inc and Subsidiary as of September 30 2009 and 2008 and the results of their operations and their cash flows for each of the

years in the three-year period ended September 30 2009 in conformity with accounting principles generally accepted in the United States

Wipfli LLP

December 21 2009

Eau Claire Wisconsin
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Citizens Community Bancorp Inc and Subsidiary

Consolidated Balance Sheets

September 30 2009 and 2008

8000s Except Share Data

Assets 2009 2008

Cahandcshqiiiva1etrts
43191 23666

Interest-bearing deposits
2458 371

Seourrti available forsale 56215 61776

Loans receivable Net 440545 368518

Federal Home Loan ank stock -A cbt 6040 5787

Office properties and equipment -Net 8029 5916

Accrued interest receivable 2179 1726

Intangible assets 1148 1481

Goodwill

Other assets
10008 5202

TOTAL ASSETS 575406 480036

Liabilities and Stockholders Equity

Deposih
409311 297243

Borrowed funds
106805 110245

Other liabiliies
925 4072

Potal liabilities
520041 411560

Preferred stock Par value $.01

Authorized 1000000 shares in 2009 and 2008

Issued and outstanding shares outstanding in2009 and 2008

Common stock Par value 8.01

Authorized -20000Q00 sharesin2009 and 2008

Issued and outstanding 5471780 in 2009 and 6226995 shares in 2008 55 62

Additioftal paid-in capital
56877 62192

Retained earnings
8221 12550

Unearned ESOP share
3070 3416

Unearned
compensation

23 126

qlted other octinprehen os 6695 276

Ta so1ho1 uity
5536S 68476

TOTALJj1ABIUIES
ND STOcHOLZBRS EU1TY 575406 $480036

See accompanying notes to consolidated financial statements
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Citizens Community Bancorp Inc and Subsidiary

Consolidated Statements of Operations

Year ended September 30 2009 2008 and 2007

$000s Except Share Data

2009 2008 2007

interest ann aividend income

Interest and fees on loans 27007 23 29 18687

Itet

Total interest and dividend income 30940 26734 19346

Interest expense

Interest on deposits 10 58

O01E

138 6994

Ttital nterst expense
14688 14139 8889

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

252 12595 10457

721 470369

\_

11874 998714883

Noninterest income

Total other-than-temporary impairment 1oses 12502

Portion of loss recognized in other comprehensive loss before tax

XT --tlosses recornized in earnings

Service charges on deposit accounts

5.266

.236l

1.069 9801.361

Insurance commissions
355 344 450

Loan fees and service charges
283 282279

Other

--

11 13

--
14

--

Total ntininterest income loss 5230 1709 1726
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Citizens Community Bancorp Inc and Subsidiary

Consolidated Statements of Operations Continued

Years Ended September 30 2009 2008 and 2007

8000s Except Share Data

2009 2008 2007

Noninterest expetise

Salaries and related benefits 7.263 5857 6026

Occupancy-Net
2203 1313 1143

Office 1515 1133 836

Data processing
39 359 452

Amortization of core deposit intangible
333 fl7 301

Advertising marketing and public relations 242 161

FDIC premium assessment
962 16 91

Professional fees
728 690

Other 1283 1.219 822

Total noninterest expense
14925 l1iot 10522

Income loss before provision benefit for income taxes 5272 2482 1191

Proylsioti ferefitj forincome taxes 2089 1008 448

Net incàine loss
3183 1474 743

Basic earnings toss per harc 0.59 0.24 0.11

Diluted earnin8s loss per shate 0.59 02 011

Sec accompanying notes to consolidated financial statements
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Citizens Community Bancorp Inc and Subsidiary

Consolidated Statements of Changes in Stockholders Equity

Years Ended September 30 2009 2008 and 2007

$000s Except Share Data

Accumulated

Additional Unearned Other

common Paid-In aeraned asop Unearned Cautpreheanire Treasury

Shares Stock Capttul Enentuge Shares ampeuanttuu Lana Stank Tutals

Balance September 30 2006 3j47319 37 10633 12792 094 3341 tI 14 34fl .00002

Adjuattueutta initially applyy45a Stalemualflu 158-

Net often
621 621

Cant paetieaatve tarame

Netiacatne
P43

743

Penuan curtailment Net afean
75 75

Amaeiizntlun ofmkreeagnizad peiaueerare
eau9 and

ant gainailoaea -Ilal allan
262 262

Net unrealized gala an availublefat-aale sarneitina

Netaf tan

103 103

Total raatpaeheautue
lacuna

.103

Sale af camman stuck net
afCCMNC shares

reiunued
3v369061 34 51204

51230

Unesraed a1en7neldhy5OP
t5A35

4154

Stark upton eupense
75

75

CamaitnediSOP ulaureo

432
432

Apprectuttao
lair value of 1500 shares

76
76

CencellnliE nf treosimy slack
341

341

Otusutatiar ufCCMHC
92

92

Cancelluata nfanveueed ceunicted stuck 73 31 31

Stark aprtaau
enerriued 4558 32

52

Amaejiaatiquofraueeirtatotaek

90
90

Cash dividends $0.20 per there
1115

11115

Balance -September3l2007 71 18205 71 69934 12420 13077 207 192 70149
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Citizens Community Bancorp Inc and Subsidiary

Consolidated Statements of Changes in Stockholders Equity Continued

Years Ended September 30 2009 2008 and 2007

8000s Except Share Data

Accumulated

Additional Unearned Other

Common Paid-In Retained ESOP Unearned Comprehensive Treasury

Shares Stock Capital Earnings Shores Cpeaaotioo Loss Stack Totals

Balanco.Scpgemhee3d 2O07braSghtfarward 7118205 71 69934 12.420 15077 207 192 78149

Comprehenaive losE

Net income
1474 1474

Am ortt0ation of anrecogosized prtarservice casts nail

netgaios/iaosen 74elaftnx
102 102

ci usrealt.ced loss on availab Ic-far-sale secarities

Oct altos
2696 2.696

Total cuntpoelteoStve lass

1120

Common stock repurchased 090300 7046 7155

Stack aptianxense 79
21

Cammttted ESOP shurea
401 461

Appreciatian fair n1us af RSO.P shsrms
22

22

Cancellation ofuevested restrictetl stock 1910 Il Il

AmorltzajioaereatrJcTnd atack
92 S2

Cash dividends $0.20 per share
1.344 1.344

Balance September30 2008 6226995 62 62192 12550 3416 126 2786 68 476
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Citizens Conimunity Bancorp Inc and Subsidiary

Consolidated Statements of Changes in Stockholders Equity Continued

Years Ended September 30 2009 2008 and 2007

8000s Except Share Data

Accumulated

Additional Unearned Other

Coatmon Paid-In Retained ESOP Uaearoed Comprehensive Treasury

Shares Stock Capital Earnings Shares Compensation Loss Stock Totals

Balance Septeotherll
2008 lbraugbtfarwatd 6226995 02 62192 1250 3416 11261 2.706 69.476

Campreltnusivc loam

Net loss U831 3193

Pension curtailment ant elton
194 194

Ant arttzotian of unrecognized prtor seretce costs and

oetgninsflosses -Netaftox
11441 11441

Net anreajized loss on ovailable-for-sale securities

Net of tax

18662 8662

Eec Inssiftration odjustm eat far bases ax socurittos

available for sale included to ecroings net of tan

703 4.703

Tata zontprolienstve toss

0021

Common atocL rrotttchnned 749.520 171 15.257
15.2601

Stack aottox eoprttse
48

48

Corntttttted ESOP sh.sres

340
346

Depocctttida lit fair value af ESOP shares 1761
110

Cans l2tton at ooetod restricted stock 15.69 Dl 40 40

mortizatton of restricted stock
63 60

Conk div idettds ISO 20 nor attire
Il 46 11.1 46

Balance September 30 2000
3.471.780 55 56.877 9721 3.070 123 16.6951 5.365

See accompanying notes to consolidated financial statements
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Citizens Community Bancorp Inc and Subsidiary

Consolidated Statements of Cash Flows

Years Ended September 30 2009 2008 and 2007

8000s Except Share Data

2009 2008 2007

Ineresa decreaein cash ancfcasli uivaieits

Cash flows from
operating

activities

Net income loss 31 83 1474 743

Adjustments to reconcile net income floss to ne cash prbyaed by used in operating

activies

Securities discount accretion 341 274 17

Provision for depreciation
959 533 493

Provision for loan losses 1369 721 470

--- 77
Impairment Ofl

Amortization of purchase accounting adjustments 52 65 68

Amortization of core deposit intangible 333 307 301

Amortization of restricted stock 63 92 90

Prvisionfprstockoptions
48 71 75

Benefit for deferred income taxes 631 184 230

NebangeinloanslT6ldforsaie
321

ESOP contribution valuation change in excess of shares 70 22 76

1ncease in brucd rrterst reck table and otber assets lS156 617 967

Increase decrease in other liabilities 97 288 2497

Total adjustments
6961 894 1953

Net cash provided by used in operating activities
3778 2368 1210

Cash flows from investing activities

Net increase in interest-bearing dposits 208

Sale of Federal Home Loan Bank stock
496

PurChase of Federal ifoma Loan Batik stock 25 2258

Purchase of securities available for sale 20004 31839 39219

Proceeds from principatrepsyments secunties available or sale 12580 570 583

Net increase in loans 73987 49162 62074

Ne ita etpen to 070 a5
Net cash received from branch acquisition

17509

Net cash used in investing activities 86821 61232 10215u
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Citizens Community Bancorp Inc and Subsidiary

Consolidated Statements of Cash Flows Continued

Years Ended September 30 2009 2008 and 2007

8000s Except Share Data

2009 2008 2007

Cash flows from financing activities

Net increase decreas in borrowings

Net increase in denosits
112068 71115 21040

Proceeds from sale of common stock
51238

Repurchase
shares of common stock 5260 7855

Disso1utmnofCCMliG
92

Stock options exercised
32

Loan to ESOP for prcbns ofcomniOn stock 3415

Reduction in unallocated shares held by ESOP 346 461 432

Cash dvidaiidspaid
1146 1344 1115

Net cnsh proride6byfmalicng atIv1 ie 102568 76176 103550

Net increase invash and chsli eqirivalents
19525 17312

Cash and cash equivalents at beginning
23666 6354 6170

Cash and each equivalents at end
43.191 23.666 354

Supplemental cash flow information

Cash paid during the yearfo

Interest on deposits

10155 9137 6994

Interest paid onorr9itlg
4594 95 1757

Income taxes
925 1312 806

Supplemental schedule of noncash investing and financin activities

Lohn.frauslbte toforecJoselL1 ror
641 31 94

gi l008 theCinpai rch as taan astumedthedeposits ofthePond du Lao iko andA in branches

ationatRanlc.T Cc n1 i4 87 equire these assets and liabilities This amc lot aded $4 rect acquisiti

cc injuntion with thb nec tiqt
he ay cei 1$ 17SOP and the following assets atid liab ss

Cash in vault

23

Office properties and equipment
432

Assets acquired

655

Deposits assumed
18406

Otlier1abilitl

145

i3ities su ed

8551

See accompanying notes to consolidated financial statements
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Citizens Community Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

SOUGh Except Share Data

Note Summary of Significant Accounting Policies

Nature of Operations

Citizens Community Bancorp Inc the Company is federally chartered holding company which owns all of the common stock of

Citizens Community Federal the Bank The Bank operates as frill service savings hank with primary markets in hut not limited to

Wisconsin Minnesota and Michigan It is engaged in the business of attracting deposits from the general public and investing those

deposits in residential and consumer loans

Principles of Consolidation

The consolidated financial statements include the accounts of Citizens Community Bancorp Inc and its wholly owned subsidiary

Citizens Community Federal All significant intercompany balances and transactions have been eliminated The accounting and

reporting policies of the Company conform to accounting principles generally accepted in the United States and to the practices within

the banking industry

Use of Estimates in Preparation of Financial Statements

The preparation of the consolidated financial statements in conformity with accounting principles generally accepted in the United

States requires management to make certain estimates and assumptions that affect the reported amounts of assets and liabilities the

disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and

expenses during the reportIng period Actual results could diffcr from these estimates

Cash and Cash Equivalents

For purposes
of reporting cash flows in the consolidated financial statements cash and cash equivalents include cash due from banks

and interest-bearing deposits with original maturities of three months or less

Interest-Bearing Deposits

Other interest-bearing deposits mature within one year and are carried at cost which approximates fair value
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Citizens Conununity Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

5000s Except Share Data

Note Summary of Significant Accounting Policies Continued

Securities

Securities are classified as available for sale and are carried at fair value with unrealized gains and losses reported in other

comprehensive income Amortization of premiums and accretion of discounts are recognized in interest income using the interest

method over the estimated lives of the securities

The Company evaluates all investment securities on quarterly basis and more frequently when economic conditions warrant

determining if an other-than-temporary impairment exists debt security is considered impaired if the fair value is less than its

amortized cost basis at the report date If impaired management then assesses whether the impairment is other-than-temporary

Current authoritative guidance provides that an unrealized loss is generally deemed to be other-than-temporary and credit loss is

deemed to exist if the present value of the expected future cash flows is less than the amortized cost basis of the debt security The

credit loss component is recorded in earnings as component of other-than-temporary impairment in the consolidated statements of

operations while the loss component related to other market factors is recognized in other comprehensive income loss provided the

Company does not intend to sell the underlying debt security and it is more likely than not that the Company will not have to sell the

debt security prior to recovery

Management considers the following factors in detennining whether credit loss exists and the period over which the debt security is

expected to recover

The length of time and the extent to which the fair value has been less than the amortized cost

Adverse conditions specifically related to the security industry or geographic area

The historical and implied volatility of the fair value of the security

The payment structure of the debt security and the likelihood of the issuer or underlying borrowers being able to make payments

that may increase in the future
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Citizens Community Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

5000s Except Share Data

Note Summary of Significant Accounting Policies Continued

Securities Continued

Failure of the issuer of the security or the underlying borrowers to make scheduled interest or principal payments

Any changes to the rating of the security by rating agency

Recoveries or additional declines in fair value subsequent to the balance sheet date

Interest income on securities for which an other-than-temporary impaitment has been recognized in earnings is recognized at rate

commensurate with the expected fixture cash flows and amortized cost basis of the securities after impairment

Gains and losses on the sale of securities are recorded on the trade date and determined using the specific-identification method

Loans

Loans that management has the intent and ability to hold for the foreseeable fixture or until maturity or payoff generally are reported

at their outstanding unpaid principal balances adjusted for charge-offs the allowance for loan losses and any deferred fees or costs

on originated loans Interest on loans is accrued and credited to income based on the unpaid principal balance Loan origination fees

net of certain direct origination costs are deferred and recognized as an adjustment of the related loan yield over the life of the loan

Allowance for Loan Losses

The allowance for loan losses is established through provision for loan losses charged to expense Loan losses are charged against

the allowance for loan losses when management believes that the collectibility of the principal is unlikely Subsequent recoveries if

any are credited to the allowance

Management regularly evaluates the allowance for loan losses using the Companys past loan loss experience known and inherent

risks in the portfolio composition of the portfolio adverse situations that may affect the borrowers abilit to repay estimated value of

any underlying collateral current economic conditions and other relevant factors This evaluation is inherently subjective since it

requires material estimates that may be susceptible to significant change

47



Citkzens Community Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

$000s Except Share Data

Note Summary of Significant Accounting Policies Continued

Allowance for Loan Losses Continued

The allowance for loan losses consists of specific and general components The specific component relates to loans that are classified

as doubtful substandard or special mention The specific reserve is based on the fair value of the collateral The general component

covers nonclassified loans and is based on historical loss experience adjusted for qualitative factors

In addition various regulatory agencies periodically review the allowance for loan losses These agencies may require additions to the

allowance for loan losses based on their judgments of collectibility

In managements judgment the allowance for loan losses is maintained at level that represents its best estimate of probable losses

relating to specifically identified loans as well as probable losses inherent in the balance of the loan portfolio While management uses

the best inforniation available to make its evaluation fixture adjustments to the allowance may be necessary if there are significant

changes in economic conditions

Federal Home Loan Bank Stock

The Bank owns stock in the Federal Home Loan Bank FHLB FHLB stock is carried at cost which approximates fair value The Bank

is required to hold the stock as member of the FHLB system and transfer of the stock is substantially restricted The stock is

pledged as collateral for outstanding FHLB advances The FHLB of Chicago is under regulatory order for its capital level which

requires approval of dividend payments and stock redemptions The stock is evaluated for impairment on an annual basis There is no

impairment at September 30 2009 or 2008

Office Properties and Equipment

Office properties and equipment are stated at cost Maintenance and repair costs are charged to expense as incurred Gains or losses

on disposition of office properties and equipment are reflected in income Depreciation is computed principally on the straight-line

method and is based on the estiniated useful lives of the assets varying from 10 to 40 years for buildings and to 10 years for

equipment
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Citizens Community Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

S000s Except Share Data

Note Summary of Significant Accounting Policies Continued

Intangible Assets and Goodwill

Intangible assets and goodwill are attributable to the value of core deposits acquired less accumulated amortization and the excess of

purchase price over fair value of assets acquired Intangible assets are amortized on straight-line basis over periods of seven to

fifteen years Goodwill is not amortized

The Company reviews intangible assets and goodwill for impairment at least annually and whenever events or changes in

circumstances indicate that the carrying amount of an asset may not be recoverable The evaluation includes assessing the estimated

fair value of the intangible asset based on market prices for similar assets where available and the present value of the estimated

future cash flows associated with the intangible asset Impairment charges are recorded if it is determined that the benefit of the

intangible asset has decreased There was no impairment to intangibles in 2009 or 2008

The carrying amount of the core deposit intangible at September30 is as follows

2009 2008

Balance at beginning
1481 1528

Capitalized
260

Amorti2àtion
333 307

Ba1ance atend 1148 1481

The estimated amortization expense for amortizing core deposit intangible is as follows

2010
333

2011
333

2012
333

2013
149

Foreclosed Assets

Assets acquired through or in lieu of loan foreclosure are held for sale and are initially
recorded at fair value third-party appraisal at

the date of foreclosure establishing new cost basis These assets are included in other assets on the balance sheets Subsequent to

foreclosure valuations are periodically performed by management and the assets are carried at the lower of carrying amount or fair

value less cost to sell Expenses from operations and changes in the valuation allowance are included in net other expenses
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Citizens Community Baucorp Inc and Subsidiary

Notes to Consolidated Financial Statements

S000s Except Share Data

Note Summary of Significant Accounting Policies Continued

Income Taxes

Deferred income taxes have been provided under the liability
method Deferred tax assets and liabilities are determined based on the

difference between the consolidated financial statement and tax basis of assets and liabilities as measured by the current enacted tax

rates which will be in effect when these differences are expected to reverse Provision credit for deferred taxes is the result of changes

in the deferred tax assets and liabilities

The Company prescribes recognition threshold and measurement attribute for the financial statement recognition and measurement

of tax position taken or expected to be taken in tax refflit Benefits from tax positions should be recognized in the financial

statements only when it is more likely than not that the tax position will be sustained upon examination by the appropriate taxing

authority that would have full knowledge of all relevant information tax position that meets the more-likely-than-not recognition

threshold is measured at the largest amount of benefit that is greater than 50% likely of being realized upon ultimate settlement Tax

positions that previously failed to meet the more-likely-than-not recognition threshold should be recognized in the first subsequent

financial reporting period in which that threshold is met Previously recognized tax positions that no longer meet the more-likely-than-

not recognition threshold should be derecognized in the first subsequent financial reporting period in which that threshold is no longer

met Accounting literature also provides guidance on the accounting for and disclosure of unrecognized tax benefits interest and

penalties In accordance with generally accepted accounting principles interest or penalties incurred for income taxes will be recorded

as component of other expenses

Advertising Costs

Advertising costs are cxpensed as incurred

Off-Balance-Sheet Financial Instruments

In the ordinary course of business the Bank has entered into off-balance-sheet financial instn.nnents consisting of commitments to

extend credit and commitments under credit card arrangements Such financial instruments are recorded in the financial statements

when they become payable
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Citizens Community Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

S000s Except Share Data

Note Summary of Significant Accounting Policies Continued

Other Comprehensive Loss

The Companys accumulated other comprehensive loss is comprised of the unrealized and realized losses on securities available for

sale and pension liability adjustments net of tax and is shown on the consolidated statements of stockholders equity

Segment Information

The Company through branch network of its banking subsidiary provides fall range of banking services in Wisconsin Minnesota

and Michigan

While the Companys chief decision makers monitor the revenue streams of various Company products and services operations are

managed and financial performance is evaluated on companywide basis Accordingly all of the Companys banking operations are

considered by management to be aggregated in one reportable operating segment

Recent Accounting Changes

In June 2009 the Financial Accounting Standards Board FASB issued an accounting pronouncement establishing the FASB

Accounting Standards CodifIcationTM ASC as the source of authoritative accounting principles recognized by the FASB to be

applied in the preparation of financial statements in conformity with U.S GAAP This pronouncement is effective for financial

statements issued for interim and annual periods ending after September 15 2009 for most entities On the effective date all non-

Securities and Exchange Commission accounting and reporting standards were superseded The Company adopted this new

accounting pronouncement
for the year ended September 30 2009 as required and adoption did not have material impact on the

Companys consolidated financial statements

In February 2007 the FASB issued guidance permitting entities to measure certain financial instruments and certain other items at fair

value that are not currently required to be measured at fair value This guidance is included in ASC 825 Financial Instrwnents The

Company adopted this guidance effective October 2008 and has not elected to measure any financial assets and financial liabilities

at fair value which were not previously required to be measured at fair value The adoption of this topic has had no impact on the

Companys consolidated financial statements
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Citizens Community Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

5000s Except Share Data

Note Summary of Significant Accounting Policies Continued

Recent Accounting Changes Continued

In April 2009 FASB issued ASC 820-10 Determining Fair Value When the Volume ondLevel ofActivity for the Asset or Liability

Have Significantly Decreased and Ident5Ang Transactions That Are Not Order4v ASC 820-10 affirms that the objective of fair value

when the market for an asset is not active is the price that would be received to sell the asset in an orderly transaction and clarifies and

includes additional factors for determining whether there has been significant decrease in market activity for an asset when the

market for that asset is not active ASC 820-10 requires an entity to base its conclusion about whether transaction was not orderly on

the weight of the evidence ASC 820-10 is effective for interim and annual periods ending after June 15 2009 The adoption of ASC

820-10 did not have material impact on the Companys consolidated financial statements

In April 2009 FASB issued ASC 320-10 Recognition and Pres entation of Other-Than-Teniporaiy Impairments ASC 320-10 amended

other-than-temporary impairment OTTI guidance for debt securities by requiring write-down when fair value is below amortized cost

in circumstances where an entity has the intent to sell security it is more likely than not that an entity will be required to sell

the security before recovery of its amortized cost basis or an entity does not expect to recover the entire amortized cost basis of the

security If an entity intends to sell security or if it is more likely than not that the entity will be required to sell the security before

recovery an OTTI write-down is recognized in eamings equal to entire difference between the securitys amortized cost basis and its

fair value If an entity does not intend to sell the security or it is not more likely than not that it will be required to sell the security

before recovery the OTTI write-down is separated into an amount representing credit loss which is recognized in earnings and an

amount related to all other factors which is recognized in other comprehensive income The Company adopted this accounting

standard on April 12009 As result of implementing the ncw guidance thc amount of OTTI recognized in income in the June 2009

quarter was $7236
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Citizens Community Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

S000s Except Share Data

Note Summary of Significant Accounting Policies Continued

Recent Accounting Changes Continued

In May 2009 FASB issued ASC 855-019 Subseqnent Events which establishes general standards of accounting for and disclosure of

events that occur after the balance sheet date but before financial statements are issued or available to be issued ASC 855-019 defines

the period after the balance sheet date during which reporting entitys management should evaluate events or transactions that

may occur for potential recognition or disclosure in the financial statements the circumstances under which an entity should

recognize events or transactions occurring after the balance sheet date in its financial statements and the disclosures an entity

should make about events or transactions that occurred after the balance sheet date ASC 855-019 which includes required

disclosure of the date through which an entity has evaluated subsequent events became effective for consolidated financial

statements for periods ending after June 15 2009 See Note 22 for the Companys discussion of subsequent events The adoption of

this standard did not have material impact on the Companys financial statements

In June 2009 FASB issued ASC 860-10 Acconnting for Transfers of FinancialAssets an Amendment of ASC 860-10 which amends

ASC 860-10 Accountingfor Transfers and Servicing qfFinancialAssets and Extinguishments of Liabilities to enhance reporting

about transfers of financial assets including securitizations and where companies have continuing exposure to the risks related to

transferred financial assets ASC 860-10 eliminates the concept of qua1iing special-purpose entity and changes the requirements

for derecognizing financial assets ASC 860-10 also clarifies that transferor must evaluate whether it has maintained effective control

of financial asset by considering its continuing direct or indirect involvement with the transferred financial asset ASC 860-10 will be

effective for all reporting periods beginning after November 15 2009 The adoption of ASC 860-10 is not expected to have material

impact on the Companys consolidated financial statements

In June 2009 FASB Issued ASC 810-10 Amendments to ASC 810-10 Consolidation of Variable Interest Entities to change how

company determines when an entity that is insufficiently capitalized or is not controlled through voting or similar rights should be

consolidated The determination ofwhethera company is required to consolidate an entity is based on among other things an

entitys purpose and design and companys ability to direct the activitiei of the entity that most significantly impact the entitys

cconomicperformance
ASC 810-10 will be effective for all reporting periods beginning after November 15 2009 The adoption of ASC

810-10 is not expected to have material impact on the Companys consolidated financial statements
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Notes to Consolidated Financial Statements

$000s Except Share Data

Note Summary of Significant Accounting Policies Continued

Reclassifications

Certain reclassifications have been made to the 2008 financial statements to conform to the 2009 classifications

Note Acquisition

On August 2008 the acquisition of the Fond du Lac Oshkosh and Appleton Wisconsin branch offices from American National

Bank of Beaver Dam Wisconsin was completed The primary objective of the acquisition was to provide additional liquidity and

geographic growth opportunities for the Company

The acquisition was accounted for using the purchase method of accounting Accordingly the results of operations since the date of

acquisition are included in the consolidated financial statements

The purchase price to complete the acquisition was $387 The purchase price of the acquisition was allocated to the assets acquired

and liabilities assumed using their fair values at the acquisition date

Goodwill of approximately $127 was recorded upon the consummation of the acquisition due to expenses associated with the

acquisition The Bank recorded core deposit intangible of $260 which is being amortized over 100 months

Note Cash and Cash Equivalents

In the normal course of business the Bank maintains cash and due from bank balances with correspondent banks which routinely

exceed insured amounts Accounts at each institution are insured by the Federal Deposit Insurance Corporation up to $250

On October 2008 the deposit insurance was increased to $250 per depositor until December 31 2009 On May 20 2009 the FDIC

extended the deposit insurance increase to December 31 2013

The Bank monitors the financial condition of correspondent banks and believes credit risk is minimal
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Securities

Note

The amortized cost and estimated fair value of securities with gross unrealized gains and losses at September 30 follows

Gross Gross

Amortized Unrealized Unrealized

Cost Gains Losses

2009

Debt securities

U.1 agency securities 1c35 163 19698

Residential mortgage-backed securities 46777 10260 36517

Total securities available for sale 66.312 163 10.260 56.215

2008

Securities available for sale

Debt sedflflties

U.S agency securities 541 543

Residntia1 morigage-backed securities 65242 182 4191 61233

Citizens Community Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

S000s Except Share Data

Estimated

Fair Value
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Notes to Consolidated Financial Statements

5000s Except Share Data

Note Securities Continued

The following tables show the fair value and gross unrealized losses of securities with unrealized losses at September 30 aggregated

by investment category and length of time that individual securities have been in continuous unrealized loss position

Less than 12 Months 12 Months or More Total

Description Fair Unrealized Fair Unrealized Fair Unrealized

of Securities Value Losses Value Losses Value Losses

2009

U.S agency securities

Residential mortgage-backed

securities 5852 965 30665 9295 36517 10260

Total securities 5852 965 30665 9295 36517 10260

2008

U.S agency securities 149 149

Residential mortgage-backed

securities 52.491 4191 52491 4191

Total securities 52491 4191 149 52640 4192
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S000s Except Share Data

Note Securities Continued

On September 302009 17 securities have unrealized losses recognized in accumulated other comprehensive income with aggregate

depreciation of 22% of the Companys amortized cost basis While performance of these residential mortgage-backed securities has

deteriorated and the securities have been subject to downgrades these unrealized losses relate principally to the continued dislocation

of the securities market and are not due to changes in the financial condition of the issuer the quality of any underlying assets or

applicable credit enhancements

To determine if an other-than-temporary impairment exists on debt security the Institution holding the security first determines ifl

it intends to sell the security or it is more likely than not that it will be required to sell the security before its anticipated recovery If

either of the conditions is met the Institution holding the security will recognize an other-than-temporary impairment in earnings equal

to the difference between the securitys fair value and its adjusted cost basis If neither of the conditions is met the Institution

holding the security determines the amount of the impairment related to credit loss and the amount of the impairment due to all

other factors The difference between the present values of the cash flows expected to be collected and the amortized cost basis is the

credit loss The credit loss is the amount of the other-than-temporary impairment that is recognized in earnings and is reduction to

the cost basis of the security The amount of total impairment related to all other factors excluding credit loss is included in other

comprehensive income

The Company utilizes discounted cash flow model to determine fair value which is also used in the calculation of other-than

temporary impairments on debt securities This model is also used to determine the portion of the other-than-temporary impairment

that is due to credit losses and the portion that is due to all other factors On securities with other-than-temporary impairment the

difference between the present value of the cash flows expected to be collected and the amortized cost basis of the debt security is the

credit loss
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S000s Except Share Data

Note Securities Continued

The significant inputs are generated using actual loan by loan feeds within specific debt security This information is provided by

multiple sources including the transactions servicers trustees andlor outside data providers including but not limited to Bloomberg

and Markit Each loan in the debt security is modeled in order to determine an individual prepayment assumption loss severity and

default rate for that loan Factors that are used to determine these assumptions for each loan include hut are not limited to original

FICO scores probability rates of already delinquent loans current and historical amortization schedule original loan-to-value ratio

current adjusted loan-to-value ratio property location property type loan purpose and loan size Once these loan level assumptions

are determined they are used as the significant inputs to produce the final cash flow streams for the debt security The discount rate

utilized to establish the net present value of projected cash flows for hold-to-maturity value is set using the coupon rate or the

original accretion or anticipated prepurchase expected yield In establishing the fair value of the securities discount rate of 9% to

15% was utilized for seasoned performing senior debt securities Wider rates as wide as 50% to 80% are used for troubled support

debt securities

Based on the Companys impairment testing they recognized $12502 of other-than-temporary impairment losses on nine

securities The impairment loss before tax that was recorded in earnings and other comprehensive loss was $7236 and $5266

respectively At September 30 2009 the approximate aggregate fair value of those nine securities is $14.7 million

The following table is roll forward of the amount of other-than-temporary impairment related to credit losses that have been

recognized in earnings for the year ended September 302009

Begmuing lala4ice of the antpunt of OTT related to credit losses

Credit portion of OTTI on securities for which OTTI was not previously recognized 7236

Ending balance of the amount of OTTI related to credit losses 7236

There were no sales of available-for-sale securities during the three-year period ended September 30 2009 No securities were pledged

by the Company as of September 30 2009
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Note Securities Continued

The contractual maturities of securities available for sale at September 30 2009 follows

Amortized Estimated

Cost Fair Value

Note

Due after one year through veyears 113 115

Due after five years through ten years 185 192

Due after tenyears 19237 19391

Stibtotal 19535 19698

Mortgage-backed securities 46777 36517

Total securities available for sale 66312 56215

Loans

The composition of loans at September 30 follows

2009 2008

Real estate bmw
First mortgages--i- to 4-family 230412 193958

Mfamfiyandeoim-aepta1 174 180

Second mortgages 9639 10774

Total real estate loans 240225 204912

Consumer loans

Automobile 4875 25887

Secured personal 172040 133181

Unsecured ersonal 5655 5797

Total coiumerboaiis 202570 164865

Gross loans 44279 369777

Allowance for loan losses 1925 1192
Net deferrec11oancosts fees 325 67

440545 368518
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5000s Except Share Data

Note Loans Continued

The aggregate amount of nonperforming loans was $5789 and $3255 at September 30 2009 and 2008 respectively Nonperforming

loans are those which are contractually past due more than 90 days as to interest or principal payments on nonaccrual of interest

status Payments received on nonaccrual loans are applied first to principal and then to interest Once nonperforming loan becomes

less than 91 days delinquent the accrual of interest is resumed If interest on those loans had been accrued such income would have

been $402 $187 and $102 in 20092008 and 2007 respectively There were no nonperforming loans still accruing interest in 2009 and

2008

Directors officers principal stockholders and employees of the Company including their families and firms in which they are principal

owiiers are considered to be related parties Substantially all loans to directors and executive officers were made on the same terms

including interest rates and collateral as those prevailing at the time for comparable transactions with others and in the opinion of

management did not involve more than the noimal risk of collectibility or present other unfavorable features

Activity in related-party loans for the years ended September 30 2009 and 2008 is as follows

2009 2008

Loazs outstanding Octolint
36 27

New loans
27 18

Repaymeis
15

Lcans otLtstandin September30
48 36

An analysis of the activity in the allowance for loan losses at September30 follows

2009 2008 2007

Balance atbegnmiffg
1192 92 835

Provisions charged to oerating exgense
1369 721 470

Loans charged off
673 492 413

Recoveries on loans
37 37 34

Balanceatend
1925 1192 926
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Note Office Properties and Equipment

Office properties and equipment at September30 consists of the following

2009 2008

Note

Land
695 695

Buildings
2825 2863

Furniture equipment an vehic1es 9466 6460

SuMotals 12986 10018

Less Accumulated depreciation 4957 4102

Office properties and equipment Net 8029 5916

Depreciation charged to operating expense totaled $959 $533 and $493 for the years ended September 30 2009 2008 and 2007

respectively

Deposits

The composition of deposits at September30 follows

2009 2008

Non_rnterebearing demand deposits
14943 14363

Interest-bearing demand deposits
4788 4654

Savings aionnfr 26387 22267

Money market accounts
146709 44777

Certifi accoinit
216484 211182

Total deos1ts
409311 297243
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Note Deposits Continued

Interest expense on deposits for the years ended September 30 was as follows

2009 2008 2007

Interesf -bearing demand deposits
27 26 28

Savings accounts
192 172 218

Money market accounts
949 717 588

Certificate accounts
7.990 8.223 6160

Totals 10158 9138 6994

The aggregate amount of time deposit accounts with individual balances of$l00000 or more was $65305 and $53380 at September 30

2009 and 2008 respectively

At September 30 2009 the scheduled maturities of certificate accounts are as follows

2010
163502

2011
41388

2012
9135

2013
2453

Afler20l3

Total

Deposits from directors executive officers principal shareholders and their affiliates totaled $348 and $465 for the

years ended September 30 2009 and 2008 respectively
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Note Borrowed Funds

Borrowed fundsconsist of the following at September 30

Actual maturities may differ from the scheduled principal maturities due to call options on the various advances

The Company has master contract agreement with the Federal Home Loan Bank that provides for borrowing up to the maximum of

75% of the book value of the Companys qualifing one- to four-family residential real estate loans The FHLB provides both fixed

and floating rate advances Floating rates are tied to short-term market rates of interest such as London InterBank Offered Rate

LIBOR federal funds or Treasury bill rates Advances with call provisions permit the FHLB to request payment beginning on the

call date and quarterly thereafter FHLB advances are subject to prepayment penalty if they are repaid prior to maturity FHLB

advances are also secured by FHLB stock owned by the Company of $6040 and $5787 at September 30 2009 and 2008 respectively

2009

Rates Amount

2008

Rates Amount

Federal Home Loan Bank FI4LB
Fixed-rate fixed-terni advances 0.96-5.48% 99600 2.88-5.48% 110245

Adjustable rate advances 0.36% 7.205

Totals
106805 110245

The following is summary of scheduled maturities of fixed-term borrowed funds as of September 30 2009

Weighted

Average Total

Rate Amount

2010
4.01% 35400

2011
4.12% 33800

2012
4.46% 16000

2013
3.99% 6750

2014
445% 6150

After20l4
4.05% 1500

Total
99600
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Note Borrowed Funds Continued

At September 30 2009 the Companys available and unused portion of this borrowing agreement totaled approximately S55300

Note Income Taxes

The components of the provision benefit for income taxes are as follows

2009 2008 2007

Current tax expense benefit

Federal 1145 894 580

State 313 298 98

Deferredtaxbeneflt

140 190Federal

126 44 40
State
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Note Income Taxes Continued

DefelTed income taxes are provided for the temporary differences between the financial reporting basis and the tax basis of the

Companys assets and liabilities The major components of net deferred tax asset at September30 are as follows

2009 2008

Deferred tax ussets

Mutual savings bank conversion costs

Director/officer compensation plans 1178 1202

Deferred loan cost/fees
54

Allowance for loan losses
530 264

Net unrealized loss on securities available for sale 3534 1402

Purchase ecouiing adjustments
74 94

Deferred ta assets
5370 2.966

Deferrecttax liabilities

Deferred loan costs/fees
60

Office properties
and equipment

37 159

Federal Home Loan Bank stock 67 67

Prepaid
14 36

Core deposit intangible
365 486

Deferred tax liabilities
483 808

Net deferred tax asset
4887 2158
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Note Income Taxes Continued

summary of the sources of differences between income taxes at the federal statutory rate and the provision for income taxes for the

years ended September 30 follows

2009 2008 2007

Percent Percent Percent

of Pretax of Pretax of Pretax

Amount Income Amount Income Amount Income

Tax expense benefit at saEtory rate 1794 34.0% 844 34.0% 405 34.0%

Increase decrease in taxes resulting from

state 295 5.60% 164 6.60% 43 3.60%

Total provision benefit for income taxes 2089 39.6% 1008 40.6% 448 37.6%

Note 10 Retirement Plans

401k Plan

The Company sponsors 401k profit sharing plan that covers substantially all employees Employees may make pretax voluntary

contributions to the plan which are matched in part by the Company Employer matching contributions to the plan were 191 $85 and

$84 for 2009 2008 and 2007 respectively

Supplemental Executive and Director Retirement Plan

The Company maintained an unfunded Supplemental Executive Retirement Plan SERP providing retirement benefits for key employees

designated by the Board of Directors Benefits under the SERP generally were based on the key employees years of service and

compensation during the years preceding retirement In May 2009 any additional contributions to the SERP were suspended In

September 2009 members of the current executive management team voluntarily surrendered the SERP The balance remaining in the

Supplemental Executive and Director Retirement Plan is for former Executive Management and current and former Directors

The Company also maintains an unfunded Directors Retirement Plan The benefit amounts are determined by individual director

agreements
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Note 10 Retirement Plans Continued

The components of the SERP and Directors Retirement plans cost at September30 are summarized as follows

2009 2008 2007

Service cost 19 54 64

Interest cost 166 158 148

Amortization of prIor service costs 49 91 117

Net periodic benefit cost 234 303 329

Benefits paid

Curtailment and sett emeni 232 207

Ending accruedbenefl cost 2431 444 2.149

The following table sets forth the change in projected benefit obligation and change in plan assets funded status of the SERP and

Directors Retirement plans and net liability recognized in the Companys balance sheet at September 30

2009 2008 2007

Change in benefit obligation

Projected benefit obligation beginning of year 2751 2627 2646

Service cost 19 54 64

Interest cost 166 158 148

curtailment and settlenwnt 585 124

Actuarial loss gain 318 80 107

Benefits paid 15

Projectedbenefit obligation end of year 2654 2751 2627

Change in plan assets

Plan assets at fair value beginning of year

Actual return on plan assets

Company contributions 15

Benefits paid 15

Plan assets at fair value end of year
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Note 10 Retirement Plans Continued

Weighted average assumptions used in determining the benefit obligation and net pension costs as of September 30 are as follows

2009 2008 2007

Benefit ob1iga1on actnarial assumptions

Discount rate
500% 6.25% 6.00%

kate of compensation mcrease N/A 5.00% 5.00%

Net pension cost actuarial assumptiofi

Discount rate
6.25% 6.00% 5.75%

Expected long-xerm rate of return on plan assets N/A t1/A N/A

Rate of compensation increase 5.00% 5.00% 5.00%

Estimated future benefit payments as of September 30 2009 which reflect expected future service as appropriate are as follows

2010
19

2011
56

2012
119

2013
269

2014
270

2015-2019
1.376

Employee Stock Ownership Plan

The Board of Directors approved an Employee Stock Ownership Plan ESOP that became effective March 29 2004 The Plan is

designed to provide eligible employees the advantage of ownership of Company stock Employees are eligible to participate in the

Plan after reaching age twenty-one completing one year of service and working at least one thousand hours of consecutive service

during the year Contributions are allocated to eligible participants on the basis of compensation In the third quarter of fiscal 2009

contributions to the ESOP were suspended
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Note 10 Retirement Plans Continued

The ESOP borrowed $1192 from the Company to finance the purchase of 227821 shares in connection with the initial public

offering The loan is payable in annual installments over ten years at an annual interest rate equal to 5%

The ESOP borrowed $3415 from the Company to finance the purchase of 341501 shares in connection with the second-step

conversion The loan is payable in annual installments over ten years at an annual interest rate of 4.9%

The loans can be prepaid without penalty Loan payments are principally funded by cash contributions from the Company subject to

federal tax law limits

Shares used as collateral to secure the loan are released and available for allocation to eligible employees as the principal and interest

on the loan are paid Employees become fully vested in their ESOP account after five years of service Dividends on unallocated

shares are generally applied toward payment of the loan ESOP shares conimitted to be released are considered outstanding in

determining earnings per share

Contribution expense to the ESOP is based on the fair value average stock price of the shares scheduled to be released and totaled

$276 as of June 2009 Approximately one-tenth of the shares are scheduled tn be released each year The cost of all unallocated shares

held by the ESOP has been reflected in the consolidated balance sheets as reduction to equity

The ESOP shares as of September 30 2009 were as follows

Allocated 176516

Committed to be released 28466

Unallocated 358502

Estimated faizvaue of unallocated shares held 1703

Effective December 2009 the ESOP was terminated and the allocated ESOP shares will be merged into the Citizens Community Federal

401K as of December31 2009 The termination will have no material impact on future eaniings however capital at the bank level will

increase by approximately $3.3 million With this increase the Company anticipates capital levels at the bank will he considered well

capitalized for all regulatory capital requirements
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Note 11 Leases

The Company leases certain branch facilities and its administrative offices under operating leases Rent expense under these operating

leases was $897 $337 and $302 for the years ended September 30 20092008 and 2007 respectively

Future minimum lease payments by year and in aggregate under the original terms of the noneancelable operating leases consist of the

following

2010
986

2011
921

2012
869

2013
759

2014
379

After 2014
30

3944

Note 12 Stock-Based Compensation Plans

Recognition and Retention Plans

On February 2005 shareholders approved the Companys 2004 Recognition and Retention Plan Recognition Plan

which authorized the Board of Directors to award up to 113910 shares of conmion stock On February 2005 and

November 2005 the Board of Directors granted 63789 and 6833 shares respectively The market value of the

shares awarded at the grant date amounted to $449 and $42 respectively and has been recognized in the

accompanying balance sheet as unearned stock-based compensation The market value of the shares awarded is

being recognized as compensation expense ratably over the five-year vesting period During fiscal years 2009 2008

and 2007 5695 shares 910 shares and 2733 shares respectively were forfeited Compensation expense related to

the Recognition Plan was $63 $92 and $90 for the years ended September 30 2009 2008 and 2007 respectively
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Note 12 Stock-Based Compensation Plans Continued

Stock Option Plan

In February 2005 the 2004 stock option and incentive plan was approved by Companys shareholders The plan provides for the grant

of nonqualified and incentive stock options The plan provides for the grant of options for up to 284778 shares At September 30

2009 202197 options had been granted under this plan at weighted average exercise price of 87.04 per share Exercised options will

he satisfied by the issuance of previously unissued shares Options vest over five-year period Unexercised nonqualified stock

options expire in 15 years and unexercised incentive stock options expire in 10 years The fair value of stock options granted in 2005

was estimated at the date of grant using the Black-Scholes methodology No options were granted in 2009 2008 and 2007 The

following assumptions were made in estimating the fair value for options granted for the year ended September 30 2005

2005

Dividend yield
1.49%

Risk-free interest rate 4.16%

Weighted average expected life years 10

Expected volatility
16.08%
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Note 12 Stock-Based Compensation Plans Continued

The weighted average fair value of options at their grant date using the assumptions shown above was computed at $3.66 per

share Total compensation expense of $48 arid $71 was recognized during 2009 and 2008 respectively As of September 30 2009 and

2008 there was $12 and $88 respectively of total unrecognized compensation cost related to the nonvested share-based

compensation arrangement which is expected to be recognized over the next year

2009 2008 2007

Weighted Weighted Weighted

Option Average Option Average Option Average

Shares Price Shares Price Shares Price

OutstandingBegiimingo1fyear 185110 7.04 190806 7.04 202197 7.04

Options forfeited 71195 5696 6833

Options exercised 4558

lflMl5 7.04 185.110 7.04 190806 7.04_

Exercisable at eptember 30 2009 92836

Weighted average fair value of options granted
3.66

Avat1a1ie for futhre grant atyear-efl 166305

The following table summarizes information about Plan awards outstanding at September 30 2009

Options Outstanding

Number Weighted Average Weighted Average

Outstanding Remaining Contractual Life Exercise Price

65504 10.42 years
7.04
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Note 12 Stock-Based Compensation Plans Continued

In February 2008 the 2008 Equity Incentive Plan was approved by shareholders The aggregate number of shares of the Company

reserved and available for issuance under the Incentive Plan is 597605 Under the Plan the Compensation Committee may grant stock

options and stock appreciation rights that upon exercise result in the issuance of 426860 shares of Companys common stock The

Committee may grant restricted stock and restricted stock units for an aggregate of 170745 shares of the Companys common

stock As of September 30 200900 shares have been granted under the 2008 Equity Incentive Plan

Note 13 Earnings Per Share

Basic and diluted earnings per share data are based on the weighted-average number of common shares outstanding during each

period Diluted earnings per
share are further adjusted for potential common shares that were dilutive and outstanding during the

period Potential common shares consist of stock options outstanding under the incentive plan The dilutive effect of potential

common shares is computed using the treasury stock method All stock options are assumed to be 100% vested for purposes of the

earnings per share computations The computation of earnings per share for the years ended September 30 2009 2008 and 2007 are

as follows

2009 2008 2007

Weighted average shares butstanding 5365.122 6225270 6709115

Effect of dilutivc stock options outstanding 17370 25.834

Diluted weighted average shares outstanding 5.365122 6242640 6734949

Basic earnings loss per share 0.59 0.24 0.11

Diluted earnings loss per share 0.59 0.24 0.11

Note 14 Commitments and Contingencies

Financial Instruments with Off-Balance-Sheet Risk

The Companys financial statements do not reflect various commitments and contingent liabilities which arise in the normal course of

business and which involve elements of credit risk interest rate risk and liquidity risk These commitments and contingent liabilities

are commitments to extend credit
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Note 14 Commitments and Contingencies Continued

summary of the Companys commitments and contingent liabilities at September30 follows

2009 2008

Commitments to extend credit Fixed rate 4.25 10.25% in 2009 and 5.00 9.90 oin 2008 2569

Unused lines of credit

Real estate equity advance plan REIp 615

Kwik cash and lines of credit 2.299 2254

MasterCard and VISA credit cards 5210 4687

Totals 10693 7961

Commitments to extend credit are agreements to lend to customer as long as there is no violation of any conditions established in the

contract Commitments generally have fixed expiration dates or other termination clauses and may require payment of fee portion

of the commitments is expected to be drawn upon thus representing future cash requirements Management evaluates each

customers creditworthiness on case-by-case basis The amount of collateral obtained upon extension of credit is based on

managements credit evaluation of the customer Collateral held varies but may include real estate and personal property Substantial

amounts of unsecured personal loans are granted by the Company However ongoing credit evaluations of customers are performed

Concentration of Credit Risk

The majority of the Companys loans and comniitments have been granted to customers in the Companys local market areas The

concentrations of credit by type are set forth in Note Management believes the diversity of the various economies will prevent

significant losses through the current economic downturn

Contingencies

In the normal course of business the Company occasionally becomes involved in various legal proceedings In the opinion of

management any liability from such proceedings would not have material adverse effect on the business or financial condition of the

Company
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Note 15 Capital Requirements

The Bank is subject to various regulatory capital requirements administered by the federal agencies Failure to meet minimum capital

requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that if undertaken could have

direct material effect on the Banks financial statements Under capital adequacy guidelines and the regulatory framework for prompt

corrective action the Bank must meet specific capital guidelines that involve quantitative measures of the Banks assets liabilities and

certain off-balance-sheet items as calculated under regulatory accounting practices The capital amounts and classification are also

subject to qualitative judgments by the regulators about components risk weightings and other factors

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum amounts and ratios

set forth in the table below of total and Tier capital to risk-weighted assets and of Tier capital to average assets

As of September 30 2009 the Banks total risk-based capital was 9.6% classified as adequately capitalized As of that same date the Ti

capital to risk-weighted assets and the Tier capital to adjusted assets were both categorized as well capitalized

The Company and the Bank cannot declare dividends without prior approval of the Office of Thrift Supervision as of September 30

2009 because of the need to maintain satisfactory regulatory determined capital ratios
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Note 15 Capital Requirements Continued

The Banks actual and regulatory capital amounts and ratios are presented in the following table

To Be Well-

Capitalized Under

For Capital Prompt Corrective

Actual Adequacy Purposes Actions Provisions

Amount Ratio Amount Ratio Amount Ratio

Total iisk-based capital to risk-weighted assets 52081 9.6% 43630 8.0% 54537 10.0%

Tier capital

To risk-weighted assets 51074 9.4% 21815 4.0% 32722 6.0%

To adjusted total assets 51074 8.9% 23009 4.0% 28762 5.0%

Tangible capital to tangible hssets 51074 8.9% 8628 15% N/A N/A

September 30 2008

Total nab-based capital ftrrisk-weiglited assets 46591 45.3% 24340 8.0% 30425 10.0%

Tier capital

Tokwe1itecl assets 45821 15.1% 12170 4.0% 1825S 6.0%

To adjusted total assets 45821 9.6% 19023 4.0% 23778 5.0%

TanW vapita1 to tangible ase 4521 96% 7134 k.5% N/A N/A

Note 16 Fair Value Measurements

The Company measures some of its assets on fair value basis Fair value is used on recurring basis for certain assets such as

securities available for sale and loans in which fair value is the primary basis of accounting Fair value is defined as the price that

would be received for the sale of an asset in an orderly transaction between market participants at the measurement date The

Company applies the following fair value hierarchy

Level Quoted prices for identical assets in active markets that the Company has the ability to access as of the measurement date

76



Citizens Community Bancorp Inc and Subsidiary

Notes to Consolidated Financial Statements

S000s Except Share Data

Note 16 Fair Value Measurements Continued

Level
Significant other observable inputs other than Level prices such as quoted prices for similar assets or other inputs that are

observable or can be corroborated by observable market data

Level
Significant unobservable inputs that reflect the Companys own assumptions about the assumptions that market

participants would use in pricing an asset

In estimating the fair values for securities available for sale the Company believes that independent third-party market prices are the

best evidence of exit price and where available bases its estimates on such prices If such third-party market prices are nnt available

valuations from an independent third-party are obtained Where market observable data is not available due to market conditions in an

illiquid market the valuation of financial instruments becomes more subjective and involves substantial judgment Additionally there

may be inherent risk in the valuation calculation and changes in underlying assumptions including estimates of fUture cash flow and

discount rates that could significantly affect future values

Level assets are certain investments for which little or no market activity exists or whose value of the underlying collateral is not

market observable With respect to mortgage-backed securities held as investments by the Company the credit markets continue to be

disrupted resulting in continued dislocation and lack of trading activity The valuation used both observable as well as

unobservable inputs to assist in the Level valuation of mortgage-backed securities employing methodology that considers future

cash flows along with risk-adjusted returns The inputs in this methodology are as follows ability and intent to hold to maturities

mortgage underwriting rates market prices/conditions loan type loan to value strength of borrower loan age delinquencies

prepayment/cash flows liquidity expected future cash flows and rating agency actions
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Note 16 Fair Value Measurements Continued

The following table summarizes securities available for sale measured at fair value on recurring basis at September 30

Fair Value Measurements Using Total

Level Level Level Fair Value

2009

Available for sale securities 19698 36517 56215

2008

Available for sale securities 543 61233 61776

The following table presents reconciliation of residential mortgage-backed securities meas ned at fair value on recurring basis using

significant unobservable inputs Level for the fiscal year ended September 30 2009

Total Fair Value

2009 2008

Beginning balance 61233 38937

Total gains or losses realizedlunrealized

Included in earnings 7236

Included in other comprehensive loss 6.251 4159

Purchases sales iss1ances and settlements net 11229 264

Ending balance
36517 612

The Company has only partially applied the provisions of FASB ASC 820-10 These provisions have not been applied to goodwill

intangible assets or other real estate/collateral owned
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Note 17 Fair Values of Financial Instruments

CulTent accounting standards require that the Company disclose estimated fair values for its financial instruments Fair value

estimates methods and assumptions for the Companys financial instruments are summarized below

Cash and Cash Equivalents

The carrying values approximate the fair values for these assets

Interest-Bearing Deposits

The carrying values approximate the fair values for these assets

Loans

Fair value is estimated for portfolios of loans with similar financial characteristics Loans are segregated by type such as residential

mortgage and consumer The fair value of loans is calculated by discounting scheduled cash flows through the estimated maturity

using market discount rates reflecting the credit and interest rate risk inherent in the loan The estimate of maturity is based on the

Companys repayment schedules for each loan classification

Federal Home Loan Bank Stock

Fair value for the Federal Home Loan Bank stock is based on its redeemable carrying value since the market for this stock is

restricted
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Note 17 Fair Values of Financial Instruments Continued

Deposits

The fair value of deposits with no stated maturity such as demand deposits savings accounts and money market accounts is the

amount payable on demand at the reporting date The fair value of certificate accounts is calculated by using discounted cash flows

applying interest rates currently being offered on similar certificates

Borrowed Funds

The fair value of borrowed funds is estimated using discounted cash flows based on the Banks current incremental borrowing rates

for similar borrowing arrangements

Accrued Interest

The carrying amount of accrued interest approximates its fair value

Off-Balance-Sheet Instruments

The fair value of commitments would be estimated using the fees currently charged to enter into similar agreements taking into

account the remaining terms of the agreements the current interest rates and the present creditworthiness of the customers Since this

amount is immaterial no amounts for fair value are presented
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Note 17 Fair Values of Financial Instruments Continued

The carrying amount and estimated fair value of financial instruments at September30 were as follows

2009 2008

Estimated Estimated

Carsying Fair Cariying Fair

Amount Value Amount Value

Financial assetsf

Cash and cash equivalents 43191 43 191 23666 23666

interest-bearing deposits 2458 2458 371 371

Securities available for sale 56215 56215 61776 61776

Loans receivable 440 545 449666 368518 366018

FHLB stock 6040 6040 5787 5787

Accrued interest receivable 2179 2179 1726 1726

Financial liabilitiest

Deposits
409311 413511 297243 301803

Bprrowe4fund 106805 112009 110245 111339

Accrued interest payable
351 351 412 412

Limitations

Fair value estimates are made at specific time based on relevant market information and information about the financial

instrument These estimates do not reflect any premium or discount that could result from offering for sale at one time the Companys

entire holdings of particular financial instrument Because no market exists for significant portion of the Companys financial

instruments fair value estimates are based on judgments regarding future expected loss experience current economic conditions risk

characteristics of various financial instruments and other factors These estimates arc subjective in nature and involve uncertainties

and matters of significant judgment and therefore cannot be determined with precision Changes in assumptions could significantly

affect the estimates Fair value estimates are based on existing on- and off-balance-sheet financial instruments without attempting to

estimate the value of anticipated future business and the value of assets and liabilities that are not considered financial

instruments Significant assets and liabilities that are not considered financial assets or liabilities include premises and equipment

other assets and other liabilities
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Note 17 Fair Values of Financial Instmments Continued

In addition the tax ramifications related to the realization of the unrealized gains or losses can have significant effect on fair value

estimates and have not been considered in the estimates

The components of accumulated other comprehensive loss net of income taxes

2009 2008

Note 18 Other Comprehensive Income Losses

The activity in other comprehensive income loss and related tax effects are as follows

2009

Fiscal Year Ended

September 30

2008 2007
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Note 19 Condensed Parent Company Only Financial Statements

The following condensed balance sheets as of September 30 2009 and 2008 and condensed statements of operations and cash flows

for each of the years in the three-year period ended September 30 2009 for Citizens Community I3ancorp Inc should be read in

conjunction with the consolidated financial statements and the notes thereto

Balance Sheets

Assets 2009 2008

Cash and cash equivalents 943 14754

Investment in subsidiary 51120 50109

NoteTeceivable -ESOP 3302 3613

TOTAt ASSETS 55365 68476

SfcJcfo7drsEguitv

TOLL TOCKHOLDRS EQtLjr 55365 68476

Statements of Operations

2009 2008 2007

Income Interest and dhidends 128 189 240

Expenses Other 459 454 292

Loss before provision for income taxes and equity in undistributed net income

loss of subsidiary 331 265 52

Benefit for income taxes 140 121 43

Loss before equity in undistributed net income loss of subsidiary 191 144

Equity in undistributed net income loss of subsidiary 2992 1618 752

Net income loss 3183 1474 743
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Note 19 Condensed Parent Company Only Financial Statements Continued

Statements of Cash Flows

2009 2008 2007

Increase decrease in casi and cash eqpivalents

Cash flows from operating activities

Net income 1oss 3183 1474 743

Provision for stock
options

48 71 75

Adjustments to reconcile net income ttiet cash

provided by operating activities Equity
in

undistributed income loss of subsidiary 2992 1618 752

Net cash ptbvided by used in operating activities 143 ç73 66

Cash flows from investing uctivities

Investment in subsidiary
7573 25619

LoantoESOP 3415

Principal received on ESOP loan 311 396 355

Net cash provided by used in investing activities 7262 396 28679

Cash flows from financing activities

Sale ooonm nstoelç
51238

Repurchase shares of common stock 5260 7855

Stockopionsexeretsea
32

Cash dividends paid
1146 1344 1115

Net cash provided by used in financing activities 6406 9199 50155

Net increase decrease in cash and cash equivalents 13811 8876 21542

Cash and cash eguivaTents at beginning 14754 23630 2088

Cashandeash guivalentstend
943 14754 23630

CashreceivedduringtheyearforiilCOmetaxes
140 121 43
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Note 20 Subsequent Events

In accordance with the authoritative guidance for subsequent events the Company has evaluated subsequent events through

December 21 2009 which represents the date these financial statements were issued in order to ensure that these financial statements

include appropriate disclosure of events both recognized in the financial statements as of September 30 2009 and events which

occurred subsequent to September 30 2009 but were not recognized in the financial statements As of December 21 2009 there were

no subsequent events which required recognition or disclosure
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ANNUAL MEETING

CITIZENS COMMUNITY BANCORP INC
STOCKHOLDER INFORMATION

The annual meeting of stockholders of Citizens Community Bancorp Inc will be held at our branch office in Chippewa Falls located at

427 West Prairie View Road Chippewa Falls Wisconsin 54729 on February 25 2010 at 400 p.m local time

STOCK LISTING

Citizens Community Bancorp Inc common stock is traded on the NASDAQ Global Market under the symbol CZWI

PRICE RANGE OF COMMON STOCK

Fiscal 2009

First Quarter

Second Quarter

Third Quarter

Fourth Quarter

7.41

7.39

6.50

6.38

5.80 0.05

5.85 0.05

5.27 0.05

475 0.05

Fiscal 2008

First Quarter

Second Quarter

Third Quarter

Fourth Quarter

9.65 8.50 0.05

9.29 8.02 0.05

8.95 7.25 0.05

8.50 7.00 0.05

The stock price information set forth in the table above was provided by the Yahoo Finance System The closing price of Citizens

Community Bancorp Inc common stock on December 23 2009 was $3.65

At December 23 2009 there were 5471780 shares of Citizens Community Bancorp Inc common stock outstanding including unallocated

ESOP shares and the approximate number of holders of record were 472

Our cash dividend payout policy is continually reviewed by management and the board of directors The Company anticipates that for

the foreseeable future it will retain any earnings for use in the operation of its business and will not pay out dividends

HIGH LOW DIVIDENDS
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STOCKHOLDERS AN GENERAL INQUTRIES

Citizens Community Bancorp Inc files an annual report with the

Securities and Exchange Commission on Form 10-K and three quarterly

reports on Form 0-Q Copies of these forms are available by

request Requests as well as inquiries from stockholders analysts and

others seeking information about Citizens Community Bancorp Inc

should be directed to John Zettler Senior Vice President and Chief

Financial Officer at 2174 EastRidge Center Eau Claire WI 54701

telephone 715 836-9994

www.citizenscommunityfederal.net

ANNUAL AND OTHER REPORTS

TRANSFER AGENT
Stockholders should direct inquiries concerning their stock change

of name address or ownership report lost certificates or consolidate

accounts to our transfer agent at 1-800-368-5948 orwrite

Registrar and Transfer Co
10 Conmierce Drive

Cranford NJ 07016

l-800 368-5948

copy of our Annual Report on Form 10-K for the year ended September 30 2009 as filed with the Securities and Exchange Commission may be

obtained without charge by contacting John Zettler Citizens Community Bancorp 2174 EastRidge Center Eau Claire Wisconsin 54701
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CITIZENS COMMUMTY BANCORP INC

CORPORATE INFORMATION

Citizens Community Bancorp Inc Citizens Community Federal

Board of Directors Officers

Richard McHugh Chairman Timothy Cruciani President

Thomas Kempen Vice Chairman John Zettler Senior Vice President and chief Financial Officer

Brian Schilling Rebecca Johnson Senior Vice President MIC/Accounting

David Westrate

James Cooley

Citizens Community Federal Locations

Administrative Offices Neenah Branch Lake Orion Branch

2174 EastRidge Center 1155 Winneconne Ave 688 Lapeer Road

Eau Claire WI 54701 Neenah WI 54956 Lake Orion MI 48362

Branch Offices Oshkosh Branch Minnesota Offices

Appleton Branch 351 Washburn St Brooklyn Park Branch

3701 Calumet St Oshkosh WI 54904 8000 Lakeland Ave

Appleton WI 54915 Brooklyn Park MN 55445

Plover Branch

Black River Falls Branch 250 Crossroads Dr Faribault Branch

611 Highway 54 Plover WI 54467 150 Western Ave

Black RiverFalls WI 54615 Faribault MN 55021

Rice Lake Branch

Chippewa Falls Branch 2501 West Ave Hutchinson Branch

427W Prairie View Road Rice Lake WI 54868 1300 Trunk Hwy 15

Chippewa Falls WI 54729 Hutchinson MN 55350

Shawano Branch

Eastside Branch 1244 Green Bay St Mankato Branch

1028 Hillcrest Parkway Shawanci WI 54166 1410 Madison Avenue

Altoona WI 54720 Mankato MN 56001

Westside Branch

Fairfax Branch 2125 Cameron Street Oakdale Branch

219 Fairfax Street Eau Claire WI 54703 7035 10th Street North

Oakdale MN 55128
Altoona WI 54720

Wisconsin Dells Branch

Fond du Lac Branch 130 Commerce St Oak Park Heights Branch

377 Rolling Meadows Dr Wisconsin Dells WI 53965 5815 Norell Ave

Fond du Lac WI 54936
Oak Park Heights MN 55082

Wisconsin Rapids Branch

Menomonie Branch 4331 8th St Red Wing Branch

180 Cedar Falls Rd Wisconsin Rapids WI 54494 295 Tyler Rd

Menomonic WI 54751
Red Wing MN 55066

Michian Offices

Mondovi Branch Rochester Hills Branch Winona Branch

695 Main Street 310W Tienken Road 955 Fronteriac Dr

Mondovi WI 54755 Rochester Hills MI 48306 Winona MN 55987

Independent Auditors Special Counsel

Wipfli LLP Reinhart Boerner Van Deuren S.C

3703 Oakwood Hills Pkwy
N16 W23250 Stone Ridge Dr

Eau Claire WI 54703 Suite

Waukesha WI 53188

88


