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RP® FINANCIAL, LC.
Financial Services Industry Consultants

November 27, 2009

Board of Directors

Harvard Savings, MHC

Harvard lllinois Financial Corporation
Harvard Savings Bank

58 North Ayer Street

Harvard, Illinois 60033

Members of the Boards of Directors:

At your request, we have completed and hereby provide an independent
appraisal ("Appraisal") of the estimated pro forma market value of the common stock
which is to be issued in connection with the mutual-to-stock conversion transaction

described below.

This Appraisal is furnished pursuant to the conversion regulations promulgated
by the Office of Thrift Supervision (“OTS"). Specifically, this Appraisal has been
prepared in accordance with the “Guidelines for Appraisal Reports for the Valuation of
Savings and Loan Associations Converting from Mutual to Stock Form of Organization”
as set forth by the OTS, and applicable regulatory interpretations thereof. Such
Valuation Guidelines are relied upon by the Federal Deposit Insurance Corporation
(‘FDIC”) and the lilinois Department of Financial and Professional Regulation (the
“IDFPR") in the absence of separate written valuation guidelines.

Description of Plan of Conversion and Reorganization

On July 23, 2009, the Board of Directors of Harvard Savings, MHC, Harvard,
lllinois (the “MHC"), a mutual holding company that owns all of the outstanding shares
of common stock of Harvard lllinois Financial Corporation (“Harvard lllinois Financial”),
adopted the plan of conversion and reorganization, whereby the MHC will convert to
stock form. As a result of the conversion, Harvard lllinois, which currently owns all of
the issued and outstanding common stock of Harvard Savings will be succeed by a
Maryland corporation with the name of Harvard Illinois Bancorp, Inc. (‘Harvard lllinois”
or the “Company”) Following the conversion, the MHC will no longer exist. For
purposes of this document, the existing consolidated entity will hereinafter be referred to
as Harvard lllinois or the Company.

Harvard lllinois will offer its common stock in a subscription offering to Eligible
Account Holders, Tax-Qualified Employee Stock Benefit Plans including Harvard
Savings' employee stock ownership plan (the “ESOP”), Supplemental Eligible Account
Holders and Other Members, as such terms are defined for purposes of applicable

Washington Headquarters
Rosslyn Center Telephone: (703) 528-1700

1700 North Moore Street, Suite 2210 Fax No.: (703) 528-1788
Arlington, VA 22209 Toll-Free No.: (866) 723-0594

www.rpfinancial.com E-Mail: mail@rpfinancial.com



Boards of Directors
" November 27, 2009
Page 2

federal regulatory guidelines governing mutual-to-stock conversions. To the extent that
shares remain available for purchase after satisfaction of all subscriptions received 'in
the subscription offering, the shares may be offered for sale to members of the general
public in a direct community offering and/or a syndicated community offering. A portion
of the net proceeds received from the sale of the common stock will be used to
purchase all of the then to be issued and outstanding capital stock of Harvard Savings
and the balance of the net proceeds will be retained by the Company.

At this time, no other activities are contemplated for the Company other than the
ownership of the Bank, a loan to the newly-formed ESOP and reinvestment of the
proceeds that are retained by the Company. In the future, Harvard lllinois may acquire
or organize other operating subsidiaries, diversify into other banking-related activities,
pay dividends or repurchase its stock, although there are no specific plans to undertake
such activities at the present time.

RP® Financial, LC.

RP® Financial, LC. ("RP Financial”) is a financial consulting firm serving the
financial services industry nationwide that, among other things, specializes in financial
valuations and analyses of business enterprises and securities, including the pro forma
valuation for savings institutions converting from mutual-to-stock form. The background
and experience of RP Financial is detailed in Exhibit VV-1. For its appraisal services, RP
Financial is being compensated on a fixed fee basis for the original appraisal and for
any subsequent updates, and such fees are payable regardless of the valuation
conclusion or the completion of the conversion offering transaction. We believe that we
are independent of the Company, Harvard Savings, the MHC and the other parties
engaged by Harvard Savings or the Company to assist in the stock conversion process.

Valuation Methodology

In preparing our Appraisal, we have reviewed the regulatory applications of
Harvard lllinois, Harvard Savings and the MHC, including the prospectus as filed with
the OTS, FDIC, IDFPR and the Securities and Exchange Commission (“SEC"). We
have conducted a financial analysis of the Company that has included due diligence
related discussions with Harvard lllinois’ management; BKD, LLP, Harvard lllinois’
independent auditor; Luse Gorman Pomerenk & Schick, P.C., Harvard lilinois’
conversion counsel; and Keefe, Bruyette & Woods, Inc., which has been retained as the
financial and marketing advisor in connection with the Company’s stock offering. All
conclusions set forth in the Appraisal were reached independently from such
discussions. In addition, where appropriate, we have considered information based on
other available published sources that we believe are reliable. While we believe the
information and data gathered from all these sources are reliable, we cannot guarantee
the accuracy and completeness of such information.
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We have investigated the competitive environment within which Harvard lllinois
operates and have assessed the Company’s relative strengths and weaknesses. We
have monitored all material regulatory and legislative actions affecting financial
institutions generally and analyzed the potential impact of such developments on
Harvard lllinois and the industry as a whole to the extent we were aware of such
matters. We have analyzed the potential effects of the stock conversion on the
Company’s operating characteristics and financial performance as they relate to the pro
forma market value of Harvard lllinois. We have reviewed the economy and
demographic characteristics of the primary market area in which the Company currently
operates. We have compared Harvard lllinois’ financial performance and condition with
publicly-traded thrift institutions evaluated and selected in accordance with the Valuation
Guidelines, as well as all publicly-traded thrifts and thrift holding companies. We have
reviewed conditions in the securities markets in general and the market for thrifts and
thrift holding companies, including the market for new issues.

The Appraisal is based on Harvard lllinois’ representation that the information
contained in the regulatory applications and additional information furnished to us by the
Company and its independent auditors, legal counsel, investment bankers and other
authorized agents are truthful, accurate and complete. We did not independently verify
the financial statements and other information provided by the Company, or its
independent auditors, legal counsel, investment bankers and other authorized agents
nor did we independently value the assets or liabilities of Harvard lllinois. The valuation
considers Harvard lllinois only as a going concern and should not be considered as an
indication of the Company'’s liquidation value.

Our appraised value is predicated on a continuation of the current operating
environment for the Company and for all thrifts and their holding companies. Changes
in the local and national economy, the federal and state legislative and regulatory
environments for financial institutions, the stock market, interest rates, and other
external forces (such as natural disasters or significant world events) may occur from
time to time, often with great unpredictability, and may materially impact the value of
thrift stocks as a whole or the Company’s value alone. It is our understanding that
Harvard lllinois intends to remain an independent institution and there are no current
plans for selling control of the Company as a converted institution. To the extent that
such factors can be foreseen, they have been factored into our analysis.

The estimated pro forma market value is defined as the price at which the
Company's stock, immediately upon completion of the offering, would change hands
between a willing buyer and a willing seller, neither being under any compulsion to buy
or sell and both having reasonable knowledge of relevant facts.
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Valuation Conclusion

It is our opinion that, as of November 27, 2009, the estimated aggregate pro
forma market value of the shares to be issued immediately following the conversion,
equaled $9,000,000 at the midpoint, equal to 900,000 shares offered at a per share
value of $10.00. Pursuant to conversion guidelines, the 15% offering range indicates a
minimum value of $7,650,000 and a maximum value of $10,350,000. Based on the
$10.00 per share offering price determined by the Board, this valuation range equates
to total shares outstanding of 765,000 at the minimum and 1,035,000 at the maximum.
In the event the appraised value is subject to an increase, the aggregate pro forma
market value may be increased up to a supermaximum value of $11,902,500 without a
resolicitation. Based on the $10.00 per share offering price, the supermaximum value
would result in total shares outstanding of 1,190,250.

Limiting Factors and Considerations

The valuation is not intended, and must not be construed, as a recommendation
of any kind as to the advisability of purchasing shares of the common stock. Moreover,
because such valuation is determined in accordance with applicable OTS regulatory
guidelines and is necessarily based upon estimates and projections of a number of
matters, all of which are subject to change from time to time, no assurance can be given
that persons who purchase shares of common stock in the conversion will thereafter be
able to buy or sell such shares at prices related to the foregoing valuation of the
estimated pro forma market value thereof. The appraisal reflects only a valuation range
as of this date for the pro forma market value of Harvard lllinois immediately upon
issuance of the stock and does not take into account any trading activity with respect to
the purchase and sale of common stock in the secondary market on the date of
issuance of such securities or at anytime thereafter following the completion of the
public stock offering.

The valuation prepared by RP Financial in accordance with applicable OTS
regulatory guidelines was based on the financial condition and operations of Harvard
Ifinois as of September 30, 2009, the date of the financial data included in the
prospectus.

RP Financial is not a seller of securities within the meaning of any federal and
state securities laws and any report prepared by RP Financial shall not be used as an
offer or solicitation with respect to the purchase or sale of any securities. RP Financial
maintains a policy which prohibits RP Financial, its principals or employees from
purchasing stock of its financial institution clients.

The valuation will be updated as provided for in the OTS conversion regulations
and guidelines. These updates will consider, among other things, any developments or
changes in the financial performance and condition of Harvard lllinois, management
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policies, and current conditions in the equity markets for thrift stocks, both existing
issues and new issues. These updates may also consider changes in other external
factors which impact value including, but not limited to: various changes in the federal
and state legislative and regulatory environments for financial institutions, the stock
market inclusive of the market for thrift stocks, and interest rates. Should any such new
developments or changes be material, in our opinion, to the valuation of the shares,
appropriate adjustments to the estimated pro forma market value will be made. The
reasons for any such adjustments will be explained in the update at the date of the
release of the update.

Respectfully submitted,
RP® FINANCIAL, LC.

el Gy

Ronald S. Riggins
President’and Managing Director

Gregory E. Dunn

Director
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. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Harvard Savings Bank (“Harvard Savings” or the “Bank”), chartered in 1934, is
an lllinois stock savings bank headquartered in Harvard, lllinois. In 2005, the Bank
converted to a stock savings bank with a mid-tier stock holding company, Harvard
lllinois Financial Corporation (“Harvard lllinois Financial”), wholly-owned by a mutual
holding company, Harvard Savings, MHC (the “MHC”). Harvard Savings maintains the
main office and one branch in Harvard and one other branch office in Morris, lllinois. A
map of Harvard Savings’ office locations is provided in Exhibit I-1. Harvard Savings is a
member of the Federal Home Loan Bank (“FHLB") system and its deposits are insured
up to the maximum allowable amount by the Federal Deposit insurance Corporation
(“FDIC"). As of September 30, 2009, the MHC had consolidated total assets of $157.2
million, total deposits of $122.6 million and total equity of $12.2 million equal to 7.75% of
total assets. The MHC's audited financial statements are included by reference as
Exhibit |-2.

Plan of Conversion and Reorganization

On July 23, 2009, the Board of Directors of Harvard Savings, MHC, a mutual
holding company that owns all of the outstanding shares of common stock of Harvard
lllinois Financial, adopted the plan of conversion and reorganization, whereby the MHC
will convert to stock form. As a result of the conversion, Harvard Hlinois Financial, which
currently owns all of the issued and outstanding common stock of Harvard Savings will
be succeed by a Maryland corporation with the name of Harvard Bancorp, Inc.
("*Harvard Illinois” or the “Company”). Following the conversion, the MHC will no longer
exist. For purposes of this document, the existing consolidated entity will hereinafter be

referred to as Harvard lllinois or the Company.

Harvard lllinois will offer 100% of its common stock to qualifying depositors of
Harvard Savings in a subscription offering and, if necessary, to members of the general
public through a community offering and/or a syndicated community offering. Going



RP® Financial, LC. OVERVIEW AND FINANCIAL ANALYSIS
1.2

forward, Harvard lllinois will own 100% of Harvard Savings’ stock, and Harvard Savings
will initially be Harvard lIllinois’ sole subsidiary. A portion of the net proceeds received
from the sale of common stock will be used to purchase all of the then to be issued and
outstanding capital stock of the Bank and the balance of the net proceeds will be

retained by the Company.

At this time, the only activities that are contemplated for the Company include the
ownership of the Bank, extending a loan to the newly-formed employee stock ownership
plan (the “ESOP”), and redeployment of the proceeds that are retained by the
Company. In the future, Harvard lllinois may acquire or organize other operating
subsidiaries, diversify into other banking-related activities, pay dividends or repurchase
its stock, although there are no specific plans to undertake such activities at the present

time.

Strategic Overview

Harvard lllinois maintains a local community banking emphasis, with a primary
strategic objective of meeting the borrowing and savings needs of its local customer
base. On April 18, 2008, the MHC completed a merger with Morris Building & Loan,
s.b. (“Morris Building”) which was a mutual association based in Morris, lllinois. Morris
is approximately 80 miles south of Harvard. The merger was accounted for as a pooling
of interests, which added approximately $33 million to the Compény’s assets. Morris
Building’s sole office facility is now operated as one of the Bank’s branches, but has
retained the Morris Building name. Except for the merger with Morris Building, the
Compény has _had limited asset gréwth in recent yea‘rs to "préserve capital,rétios and
has repositioned the balance sheet through increasing liquidity funded in part by loan

shrinkage.

Historically, Harvard lllinois’ operating strategy has been fairly reflective of a
traditional thrift operating strategy in which 1-4 family residential mortgage loans and
retail deposits have constituted the principal components of the Company’s assets and
liabilities, respectively. Over the years, the Company has pursued a strategy of placing
more of an emphasis on diversifying into other types of loans that generally earn higher
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yields and are more rate sensitive than 1-4 family permanent mortgage loans. Beyond
1-4 family permanent mortgage loans, commercial real estate/multi-family loans and
indirect automobile loans constitute the most significant areas of lending diversification
for the Company. The Company’s current strategic plan is to pursue further lending
diversification, in which commercial real estate and commercial business loans will be
emphasized as the primary sources of loan growth. In the current credit environment,
construction and land loans and indirect automobile loans, which are purchased loans,
are currently being de-emphasized as areas of lending diversification for the Company.
Pursuant to targeting growth of commercial real estate and commercial business loans,
the Company is also placing an emphasis on growing commercial deposit accounts

through establishing full service banking relationships with its commercial borrowers.

Investments serve as a supplement to the Company’s lending activities and in
recent periods the Company has incurred losses on its investment portfolio. Losses on
the investment portfolio have been mostly related to other than temporary impairment
(“OTTI") losses recorded on investments in Fannie Mae and Freddie Mac stock and
mutual funds. For the year ended December 31, 2008 and for the twelve months ended
September 30, 2009, the Company recorded OTTI losses of $1.2 million and $219,000,
respectively. Accordingly, as the result of the OTTI losses, the Company’s investment
in mutual funds and equity securities currently constitute a minor portion of the
investment portfolio. Mortgage-backed securities comprise the largest concentration of
the investment portfolio, with other investments consisting of U.S. Government and
agency securities, municipal bonds and FHLB stock. Harvard lllinois’ investments also
include interest-earning deposits maintained-at other financial institutions.

The Company has experienced some credit quality deterioration in recent
periods, related to both its investment and loan portfolios. Exposure to future credit
related losses on the investment portfolio has been diminished by the OTT! losses that
have already been recorded on the equity securities portfolio and the small balance of
equity securities that are currently held by the Company. As of September 30, 2009,
the Company’s investment in equity securities totaled $524,000. Credit quality
deterioration in the loan portfolio has been mostly related to an increase in non-
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performing loans secured by 1-4 family properties, reflecting the impact of the recession

on the Company’s lending markets.

Retail deposits have consistently served as the primary interest-bearing funding
source for the Company. Certificates of deposit (“CDs”) constitute the largest portion of
the Company’s deposit composition, with CDs comprising approximately 58% of total
deposits at September 30, 2009. The Company has targeted growth of lower costing
transaction account deposits as an area of strategic emphasis, pursuant to which the
Company will be seeking to establish full service banking relationships with its retail and
commercial loan customers. The Company utilizes borrowings as a supplemental
funding source to facilitate management of funding costs and interest rate risk, with
FHLB advances generally serving as the source of borrowings utilized by the Company.

Harvard lllinois’ earnings base is largely dependent upon net interest income and
operating expense levels. Overall, Harvard lllinois’ operating strategy has provided for
relatively low levels of net interest income, due to narrow interest rate spreads. The
Company’s narrow interest rate spreads reflect a funding composition that is
concentrated in CDs and borrowings, as opposed to lower costing core deposits.
Limited asset growth and oﬁ-balancé sheet loan servicing has tended to put upward
pressure on the Company’s operating expense ratio. Revenues derived from non-
interest income sources have been a fairly stable, but somewhat limited contributor to

the Company’s core earnings base.

The Company’'s Board of Directors has elected to complete a mutual-to-stock
conversion to improve the competitive position of Harvard lllinois. The capital realized
from the stock offering will increase the operating flexibility and overall financial strength
of Harvard lllinois. Notably, the Company’s strengthened capital position will support
growth strategies, which should facilitate leveraging of operating expenses. The
additional capital realized from stock proceeds will increase liquidity to support funding
of future loan growth and other interest-earning assets. Harvard lllinois’ higher capital
position resulting from the infusion of stock proceeds will also serve to reduce interest
rate risk, particularly through enhancing the Company’s interest-earning-assets-to-
interest-bearing-liabilities ("IEA/IBL") ratio. The additional funds realized from the stock
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offering will provide an alternative funding source to deposits and borrowings in meeting
the Company’s future funding needs, which may facilitate a reduction in Harvard lllinois’
funding costs. Additionally, Harvard lllinois’ higher equity-to-assets ratio will also better
position the Company to take advantage of expansion opportunities as they arise. Such
expansion would most likely occur through the establishment or acquisition of additional
banking offices or customer facilities that would provide for further penetration in the
markets currently served by the Company or nearby surrounding markets. The
Company will also be better positioned to pursue growth through acquisition of other
financial service providers following the stock offering, given its strengthened capital
position and its ability to offer stock as consideration. At this time, the Company has no

specific plans for expansion. The projected uses of proceeds are highlighted below.

0 Harvard lllinois Bancorp, Inc. The Company is expected to retain up to
50% of the net offering proceeds. At present, funds at the Company level,
net of the loan to the ESOP, are expected to be primarily invested initially
into short-term investment grade securities. Over time, the funds may be
utilized for various corporate purposes, possibly including acquisitions,
infusing additional equity into the Bank, repurchases of common stock,
and the payment of regular and/or special cash dividends.

0 - Harvard Savings Bank. At least 50% of the net stock proceeds will be
infused into the Bank in exchange for all of the Bank's stock, such that
Harvard Savings will maintain a minimum Tier 1 capital ratio of 10.0%.
Cash proceeds (i.e., net proceeds less deposits withdrawn to fund stock
purchases) infused into the Bank are anticipated to become part of
general operating funds, and are expected to be primarily utilized to fund
loan growth.

Overall, it is the Company’s objective to pursue growth that will serve to increase
returns, while, at the same time, growth will not be pursued that could potentially

compromise the overall risk associated with Harvard lilinois’ operations.

Balance Sheet Trends

Table 1.1 shows the Company’s balance sheet data for the past five and three-
quarter years. From year end 2004 through September 30, 2009, Harvard lilinois’
assets decreased at a 0.1% annual rate. The relatively stable asset balance reflected

growth in loans and cash and cash equivalents, which was offset by a decrease in
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investment securities. Funding composition trends over the five and three-quarter year
period shown in Table 1 reflected deposit growth which funded a reduction in
borrowings. A summary of Harvard lllinois’ key operating ratios for the past five and

three-quarter years is presented in Exhibit I-3.

Harvard lllinois’ loans receivable portfolio increased at a 1.8% annual rate from
year end 2004 through September 30, 2009, with the loan portfolio trending higher from
year end 2004 through year end 2008 followed by a decline in the first nine months of
2009. Overall, the Company’s ratio of loans-to-assets increased from 64.2% at year
end 2004 to 70.1% at September 30, 2009. While 1-4 family permanent mortgage
loans represent the largest concentration in the Company’s loan portfolio, Harvard
lllinois’ loan portfolio composition is reflective of a diversified lending strategy. Trends in
the Company's loan portfolio composition over the past two and three-quarter years
showed a decreasing concentration of consumer loans, as the Company is currently not
active in purchasing indirect automobile loans, and slightly higher concentrations of 1-4
family permanent mortgage loans, home equity and second mortgage loans,
commercial real estate/multi-family loans, construction and land development loans and
commercial business loans. Consumer loans decreased from 20.2% of total loans at
year end 2007 to 11.8% of total loans at September 30, 2009. The decrease in
concentration of consumer loans in the Company’s loan portfolio was attributable to a
reduction in the balance of indirect automobile loans in the consumer loan portfolio, as
indirect automobile loans decreased from $23.2 million or 19.3% of total loans at year
end 2007 to $12.6 million or 11.3% of total loans at September 30, 2009. From year
end 2007 through September 30, 2009, in addition to consumer loans, the 1-4 family
loan portfolio also declined slightly with other lending areas for the Company increasing
slightly during the past two and three-quarter years. As of September 30, 2009, the
Company’s loan portfolio composition consisted of $55.9 million or 49.9% of 1-4 family
loans, $11.7 million or 10.4% of home equity and second mortgage loans, $19.8 million
or 17.7% of commercial real estate/multi-family loans, $5.6 million or 5.0% of
construction and land loans, $5.9 million or 5.2% of commercial business loans and

$13.2 million or 11.8% of consumer loans.
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The intent of the Company’s investment policy is to provide adequate liquidity
and to generate a favorable return within the context of supporting Harvard lllinois’
overall credit and interest rate risk objectives. It is anticipated that proceeds retained at
the holding company level will primarily be invested into investments with short-term
maturities. Over the past five and three-quarter years, the Company’s level of cash and
investment securities (inclusive of FHLB stock) ranged from a low of 17.4% of assets at
year end 2008 to a high of 29.1% of assets at year end 2004. Cash and investments
equaled 23.3% of total assets at September 30, 2009. General trends in the
Company’s composition of cash and investments reflect an increase in cash and cash
equivalents and a decrease in investment securities. Mortgage-backed securities
comprise the most significant component of the Company's investments, with the
portfolio consisting primarily of privately issued collateralized mortgage obligations and,
to a lesser extent, mortgage-pass-fhrough certificates that are guaranteed or insured by
Government Sponsored Enterprises (*GSEs”). As of September 30, 2009, the
mortgage-backed securities portfolio totaled $5.0 million or 3.2% of assets. Beyond the
mortgage-backed securities portfolio, investment securities held by the Company at
September 30, 2009 consisted of U.S. Government and agency securities ($1.6 million),
equity securities ($524,000) and municipal bonds ($683,000). As of September 30,
2009, the Company maintained $3.6 million of investments as available for sale and
$4.2 million of investments as held to maturity. The Company maintained a net
unrealized gain on the available for sale securities of $128,000, as of September 30,
2009. Exhibit 1-4 provides historical detail of the Company’s investment securities
portfolios. Other investments held by Company at September 30, 2009 consisted. of
$6.5 million of FHLB stock. The Company also held cash and cash equivalents
amounting to $22.2 million or 14.1% of assets at September 30, 2009, which included
$7.2 million of CDs that were opened at other financial institutions during the nine month
period ended September 30, 2009.

The Company also maintains an investment in bank-owned life insurance
(“BOLI") policies, which cover the lives of the Company’s directors and certain members
of the Company’s senior management. The Company’s investment in BOLI also covers
the lives of the former directors of Morris Building as well as Morris Building’s middle
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and senior management. The life insurance policies earn tax-exempt income through
cash value accumulation and death proceeds. As of September 30, 2009, the cash

surrender value of the Company’s BOLI equaled $4.0 million.

Over the past five and three-quarter years, Harvard lllinois’ funding needs have
been largely addressed through retail deposits and internal cash flows, with
supplemental funding provided by borrowings and retained earnings. From year end
2004 through September 30, 2009, the Company’s deposits increased at an annual rate
of 1.8%. Following a decrease in deposits during 2005, positive deposit growth was
sustained from year end 2005 through September 30, 2009. The most significant
deposit growth occurred during the nine month period ended September 30, 2009,
which was primarily realized through growth of money market deposits. Deposits as a
percent of assets ranged from a low of 69.5% at year end 2005 to a high of 78.0% at
September 30, 2009. CDs have consistently accounted for the majority of the
Company’s deposit composition and equaled 57.9% of total deposits at September 30,
2009. However, since year end 2007 the concentration of CDs comprising total
deposits has trended lower, as the result growth of core deposits and a slight decrease
in CDs.

Borrowings serve as an alternative funding source for the Company to address
funding needs for growth and to support management of deposit costs and interest rate
risk. From year end 2004 to September 30, 2009, borrowings decreased at an annual
rate of 7.8%. Deposit growth funded the reduction in borrowings. Borrowings declined
from a peak balance of $30.3 million or 19.6% of assets at year end 2005 to a low of
$19.8 million or 12.6% of assets at Septémber 30, 2009. Borrowings held by the
Company at September 30, 2009 consisted entirely of FHLB advances.

The Company’s equity declined at a 2.9% annual rate from year end 2004
through September 30, 2009, as the Company recorded net losses in 2007, 2008 and
for the nine months ended September 30, 2009. Nominal asset shrinkage combined
with the reduction in equity resulted in a decrease in the Company’s equity-to-assets
ratio from 8.9% at year end 2004 to 7.8% at September 30, 2009. All of the Company’s
capital is tangible capital, and the Bank maintained capital surpluses relative to all of its
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regulatory capital requirements at September 30, 2009. The addition of stock proceeds
will serve to strengthen the Company's capital position, as well as support growth
opportunities. At the same time, Harvard lllinois’ ROE will initially be depressed
following its stock conversion as the result of the significant increase that will be realized

in the Company's pro forma capital position.

Income and Expense Trends

Table 1.2 shows the Company’s historical income statements for the past five
and three-quarter years. The Company’s reported earnings over the past five and
three-quarter years, ranged from a net loss of $3.1 million or 1.92% of average assets in
2004 to net income of $851,000 or 0.54% of average assets in 2005. For the twelve
months ended September 30, 2009, the Company reported a net loss of $864,000 or
0.54% of average assets. The net loss recorded in 2004 was attributable to significant
loan loss provisions that were established during that period, as the result of fraud
losses incurred on commercial loan participations. The net loss for the most recent
twelve month period was mostly related to an increase in the amount of loan loss
provisions established. OTTI losses on equity securities and losses on foreclosed
assets also contributed to the net loss recorded during the most recent twelve month
period. Net interest income and operating expenses represent the primary components
of the Company’s earnings. Non-interest operating income has been somewhat of a
limited but stable source of earnings for the Company. Loan loss provisions and gains

and losses from the sale of loans, investments and foreclosed assets have had a varied

“impact on the Company’s earnings over the past five and three-quarter years.

Over the past five and three-quarter years, the Company’s net interest income to
average assets ratio ranged from a low of 2.24% during 2008 to a high of 2.66% during
2005. For the twelve months ended September 30, 2009, the Company’s net interest
income to average asset ratio equaled 2.44%. For the 2004 through 2006 period, the
Company maintained a relatively stable net interest income to average assets ratio,
which was followed by notably lower net interest income ratios in 2007 and 2008. The
decrease in the Company’'s net interest income ratios for 2007 and 2008 reflects the
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unfavorable impact that the flat yield curve had on the Company’s interest rate spreads.
For 2007 and 2008, the Company maintained interest rate spreads of 2.14% and
2.22%, respectively. Comparatively, the increase in the Company’s net interest income
ratio during the most recent twelve month period reflects the favorable impact of
declining short-term interest rates and resulting steeper yield curve on the Company’s
interest rate spread. The Company's interest rate spread increased from 2.19% during
the nine months ended September 30, 2008 to 2.51% during the nine months ended
September 30, 2009. The Company's net interest rate spreads and yields and costs for
the past two and three-quarter years are set forth in Exhibits I-3 and I-5.

Non-interest operating income has been a fairly stable contributor to the
Company’s earnings over the past five and three-quarter years, ranging from a low of
0.31% of average assets during 2004 to a high of 0.46% of average assets during 2005.
For the twelve months ended September 30, 2009, non-interest operating income
equaled 0.40% of average assets. Customer service fees, loan servicing fees,
brokerage commission income and BOLI income constitute the largest sources of non-

interest operating income for the Company.

Operating expenses represent the other major component of the Company’s
earnings, ranging from a low of 2.47% of average assets during 2006 to a high of 2.71%
of average assets during 2008. For the twelve months ended September 30, 2009,
operating expenses equaled 2.62% of average assets. Limited asset growth and higher
operating expenses put upward pressure on the Company’s operating expense ratios in
2007 and 2008, while lower operating expenses supported a reduction in the operating
ekpénée ratio durihg the most recent twelve month period. LoWér-operafing éxpéhsés
during the most recent twelve month period reflect some synergies that have been
realized from the merger with Morris Building. Upward pressure will be placed on the
Company’s operating expense ratio following the stock offering, due to expenses
associated with operating as a publicly-traded company, including expenses related to
the stock benefit plans. At the same time, the increase in capital realized from the stock
offering will increase the Company’s capacity to leverage operating expenses through

pursuing a more aggressive growth strategy.
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Overall, the general trends in the Company’s net interest margin and operating
expense ratio since 2004 reflect a slight decrease in core earnings, as indicated by the
Company's expense coverage ratio (net interest income divided by operating
expenses). Harvard lllinois’ expense coverage ratio equaled 1.01 times during 2004,
versus a ratio of 0.93 times during the twelve months ended September 30, 2009. The
decrease in the expense coverage ratio primarily resulted from a decrease in the net
interest income ratio and, to a lesser extent, an increase in the operating expense ratio.
Similarly, Harvard Hllinois’ efficiency ratio (operating expenses, net of amortization of
intangibles, as a percent of the sum of net interest income and other operating income)
of 88.2% during 2004 was more favorable than the 92.3% efficiency ratio recorded for

the twelve months ended September 30, 2009.

Over the past five and three-quarter years, loan loss provisions established by
the Company ranged from a low of 0.11% of average assets during 2007 to a high of
4.17% of average assets during 2004. For the twelve months ended September 30,
2009, loan loss provisions equaled 0.90% of average assets. As noted previously, the
significant loan loss provisions established during 2004 were substantially related to
fraud losses incurred on commercial loan participations purchased from and serviced by
one unregulated loan company that committed the fraud and subsequently filed for
bankruptcy. An increase in non-performing loans and the impact of the recession on
local economy were factors that contributed to the higher loan loss provisions
established during 2008 and for the most recent twelve month period. As of September
30, 2009, the Company maintained valuation allowances of $1.3 million, equal to 1.16%
-of-net loans receivable and 48.11% of non=accruing loans and accruing loans pastdue
90 days or more. Exhibit I-6 sets forth the Company’s loan loss allowance activity

during the past two and three-quarter years.

Non-operating income over the past five and three-quarter years includes gains
on sale of loans, gains and losses on sale of investment securities, OTTI| losses on
equity securities, losses on foreclosed assets and merger expenses resulting from the
merger with Morris Building. Overall, the net earnings impact of non-operating income
ranged from a loss of $1.5 million or 0.95% of average assets in 2008 to income of $1.5
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million or 0.95% of average assets in 2004. For the twelve months ended September
30, 2009, the Company recorded a net non-operating loss of $220,000 or 0.14% of
average assets. A $1.4 million gain on securities accounted for most of the Company’s
non-operating income in 2004, while OTTI losses on equity securities accounted for
most of the Company’s non-operating loss in 2008. The non-operating loss recorded
during the most recent twelve month period consisted of a $7,000 loss on sale of
investment securities, a $219,000 loss on OTTI of equity securities, a $230,000 loss on
foreclosed assets, net of loan sale gains of $236,000. Loan sale gains reflect the sale
of fixed rate loan originations for purposes of interest rate risk management and,
therefore, represent an ongoing activity for the Company. Comparatively, the other
components of the Company’s non-operating income are viewed as non-recurring
income items. However, gains realized through secondary market activities are subject
to a certain degree of volatility as well, given the dependence of such gains on the

interest rate environment and the strength of the regional housing market.

The Company’s effective tax rate ranged from a low of 0.60% during 2007 to a
high of 47.21% during 2008. As set forth in the prospectus, the Company’s marginal

effective statutory tax rate is 39.0%.

Interest Rate Risk Management

The Company’s balance sheet is liability-sensitive in the short-term (less than
one year) and, thus, the net interest margin will typically be adversely affected during
periods of rising and higher interest rates, as well as in the interest rate environment
that generally prevailed during 2006 and 2007, in which the yield curve was flat or
inverted. Comparatively, the Company'’s net interest margin has benefited from recent
interest rate trends, which has provided for a steeper yield curve as the result of a
decline in short-term interest rates. As of September 30, 2009, Harvard lllinois’ net
portfolio value ("NPV") under a 200 basis point instantaneous and sustained rise in

interest rates reflected an increase of 3.9%.

The Company pursues a number of strategies to manage interest rate risk,

particularly with respect to seeking to limit the repricing mismatch between interest rate
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sensitive assets and liabilities. The Company manages interest rate risk from the asset
side of the balance sheet through selling originations of fixed rate loans to the
secondary market, maintaining certain investment securities as available for sale and
maintaining a diversified loan portfolio .which consists primarily of shorter term fixed rate
loans or adjustable rate loans. As of December 31, 2008, of the Company'’s total loans
due after December 31, 2009, ARM loans comprised 18.6% of those loans (see Exhibit
I-8). On the liability side of the balance sheet, management of interest rate risk has
been pursued through utilizing fixed rate FHLB advances with terms generally out to five
years, extending CD maturities through offering attractive rates on certain longer term
CDs and through emphasizing growth of lower costing and less interest rate sensitive
transaction and savings accounts. Transaction and savings accounts comprised 42.1%

of the Company’s deposits at September 30, 2009.

The infusion of stock proceeds will serve to further limit the Company’s interest
rate risk exposure, as most of the net proceeds will be redeployed into interest-earning
assets and the increase in the Company’s capital position will lessen the proportion of

interest rate sensitive liabilities funding assets.

Lending Activities and Strateay

Harvard lllinois’ lending activities have traditionally emphasized 1-4 family
permanent mortgage loans and such loans continue to comprise the largest component
of the Company’s loan portfolio. Beyond 1-4 family loans, lending diversification by the
Company has emphasized commercial real estate/muiti-family loans followed by
‘consumer loans. ~ Other areas of lending diversification for the Company include
construction, land, home equity/second mortgage and commercial business loans.
Going forward, the Company's lending strategy is to continue to emphasize
diversification of the loan portfolio, particularly with respect to growth of comvmercial real
estate and commercial business loans. The origination of 1-4 family permanent
mortgage loans is expected to remain an active area of lending for the Company,
although growth of the 1-4 family loan portfolio will be limited as new loan production will
be offset by loan sales of most fixed rate originations and repayments on the existing
portfolio.  Exhibit |-9 provides historical detail of Harvard lllinois’ loan portfolio
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composition over the past two and three-quarter years and Exhibit I-10 provides the
contractual maturity of the Company’s loan portfolio by loan type as of September 30,
2009.

Harvard lllinois offers both fixed rate and adjustable rate 1-4 family permanent
mortgage loans. Loans are underwritten to secondary market guidelines, as the
Company’s current philosophy has been to sell all originations of conforming fixed rate
loans. Loans are sold on a servicing retained basis. ARM loans offered by the
Company have initial repricing terms of one, three or five years and are indexed to the
one year rate for U.S. Treasury notes. After the initial repricing period, ARM loans
convert to a one-year ARM loan for the balance of the mortgage term. Fixed rate loans
are offered for terms of 10 to 30 years. The Company also offers a seven year balloon
loan, which is amortized over a 30 year term. Residential loans are generated through
the Company’s in-house lending staff and are substantially secured by properties in the
Company’'s primary lending area. As of September 30, 2009, the Company's
outstanding balance of 1-4 family loans equaled $55.9 million or 49.9% of total loans

outstanding.

The Company’s 1-4 family lending activities include second mortgage loans and
home equity lines of credit. Second mortgage loans are offered with fixed rate terms of
five, ten or fifteen years. Home equity lines of credit are tied to the prime rate as
reported in The Wall Street Journal and are offered for terms of up to ten years. The
Company will originate second mortgage loans and lines of credit up to a maximum
loan-to value (“LTV”) ratio of 80.0%, inclusive of other liens on the property. As of
- September 30, 2009, the Company’s outstanding balance of second mortgage loans
and home equity lines of credit equaled $11.7 million or 10.4% of total loans

outstanding.

Construction loans originated by the Company consist substantially of loans to
finance the construction of 1-4 family residences. The Company's 1-4 family
construction lending activities consist of loans that are extended to individuals for
construction of their homes. Construction loans are interest only loans offered for terms
of up to seven months and up to a LTV rétio of 80.0%. Commercial real estate
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construction loans are originated as construction/permanent loans. Commercial real
estate construction loans require payment of interest only during the construction
period, which is typically a six to twelve month term. Land loans consist substantially of
properties that will be used for residential develbpment. Land loans also include loans
secured by farm land and land purchased for investment purposes. Land loans are
offered for terms of up to 30 years with a five year balloon provision and are extended
up to a LTV ratio of 65.0%. As of September 30, 2009, Harvard lllinois’ outstanding
balance of construction and land loans equaled $5.6 million or 5.0% of total loans

outstanding.

The balance of the mortgage loan portfolio consists of commercial real estate
and multi-family loans, which are collateralized by properties in the Company’s regional
market area. Harvard lllinois originates commercial real estate and multi-family loans
up to a maximum LTV ratio of 75.0% and requires a minimum debt-coverage ratio of
1.25 times. Commercial real estate and multi-family loans are offered as fixed rate
loans with five or seven year balloon provisions, with amortization terms of up to 25
years. Properties securing the commercial real estate and multi-family loan portfolio
include strip shopping centers, manufacturing facilities, nursing homes, churches and
apartment buildings. The commercial real estate loan portfolio includes purchased
loans participations, which are subject to the Company’s underwriting criteria and are
secured by local properties. As of September 30, 2009, the Company’s outstanding
balance of commercial real estate and multi-family loans totaled $19.8 million equal to

17.7% of total loans outstanding.

" Harvard lllinois’ diversification into non-mortgage loans consists primarily of

consumer loans and, to a lesser extent, commercial business loans. Beyond second
mortgage and home equity lines of credit, the Company’s consumer lending activities
have consisted substantially of purchased indirect automobile loans. As of September
30, 2009, the indirect automobile loan portfolio accounted for $12.6 million or 95.8% of
the consumer loan portfolio. The purchase of indirect automobile loans is currently not
an active lending area for the Company, as the Company is allowing that portfolio to pay

down for purposes of credit risk management. Harvard Illinois’ consumer lending
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activities other than indirect automobile loans have been very limited, with such loans
consisting of loans secured by deposits and various types of installment loans. As of
September 30, 2009, the Company’s outstanding balance of consumer loans equaled

$13.2 million or 11.8% of total loans outstanding.

The commercial business loan portfolio is generated through extending loans to
companies operating in the local market area. Commercial business loans offered by
the Company consist of fixed rate term loans and floating rate lines of credit indexed to
the prime rate as reported in The Wall Street Journal and generally have terms of five
years or less. The commercial business loan portfolio consists substantially of secured
loans and, to a lesser extent, unsecured loans for purposes of providing working capital
for general business purposes Expansion of commercial business lending activities is
an area of lending emphasis for the Company, pursuant to which the Company is
seeking to become a full service community bank to its commercial loan customers
through offering a full range of commercial loan products that can be packaged with
lower cost commercial deposit products. As of September 30, 2009, Harvard Illinois’
outstanding balance of commercial business loans equaled $5.9 million or 5.2% of total

loans outstanding.

Exhibit 1-11 provides a summary of the Company’s lending activities over the
past two and three-quarter years. Total loans originated reflected an increase in 2008
compared to 2007, as well as for the nine months ended September 30, 2009 compared
to the year ago period. Originations of 1-4 family loans accounted for most of the
Company’s lending volume over the past two and three-quarter years, with 1-4 family
loan originations totaling $65.6 million or 62.6% of total loans originated. Originations of
home equity lines of credit and second mortgages were the second most active lending
area for the Company over the past two and three-quarter years ($15.2 million of
originations or 14.5% of total loans originated), followed by commercial real estate loans
($9.2 million of originations or 8.8% of total loans originated) and commercial business
loans ($7.3 million of originations or 7.0% of total loans originated). Loan originations
were supplemented with loan purchases totaling $23.3 million during the two and three-

quarter year period, consisting of $16.8 million of indirect automobile loans, $6.0 million
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of commercial real estate loans and $481,000 of commercial business loans.
Originations of 1-4 family loans were somewhat offset by 1-4 family loans sold during
the two and three-quarter year period, as sales of 1-4 family loans totaled $37.1 million
or 56.5% of 1-4 family loans originated. Overall, after factoring in loan repayments, net
loan charge-offs and loan loss provisions, net loans receivable increased from $117.8
million at year end 2007 to $120.7 million at year end 2008 followed by a decrease to
$110.2 million at September 30, 2009.

Asset Quality

The Company's historical 1-4 family lending emphasis, as well as relatively
stable real estate market conditions in the Company’s lending area, has generally
supported the maintenance of relatively favorable credit quality measures. However, in
recent periods, the Company has experienced some credit quality deterioration, which
is viewed to be largely related to the recession and the rise in unemployment in the
Company’s lending area. Over the past two and three-quarter years, Harvard lllinois’
balance of non-performing assets ranged from a low of $1.3 million or 0.81% of assets
at year end 2007 to a high of $3.5 million or 2.19% of assets at year end 2008. As-of
September 30, 2009, non-performing assets totaled $2.9 million or 1.82% of assets. As
shown in Exhibit I-12, the Company’s non-performing assets at September 30, 2009
consisted of $2.6 million of non-accruing loans, $34,000 of accruing loans past due 90
days or more and $216,000 of repossessed assets. As of September 30, 2009, 1-4

family loans accounted for $2.2 million of the non-accruing loan balance and 1-4 family

‘properties accounted for $180,00 of the repossessed assets balance. The Company

also maintained $794,000 of troubled debt restructurings at September 30, 2009.

To track the Company’s asset quality and the adequacy of valuation allowances,
Harvard lllinois has established detailed asset classification policies and procedures
which are consistent with regulatory guidelines. Detailed asset classifications are
reviewed monthly by senior management and quarterly by the Board. Pursuant to these
procedures, when needed, the Company establishes additional valuation allowances to

cover anticipated losses in classified or non-classified assets. As of September 30,
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2009, the Company maintained valuation allowances of $1.3 million, equal to 1.16% of

net loans receivable and 48.11% of non-accruing loans and accruing loans past due 90

days or more.

Funding Composition and Strategy

Deposits have consistently served as the Company’s primary funding source and
at September 30, 2009 deposits accounted for 86.1% of Harvard lllinois’ interest-
bearing funding composition. Exhibit |-13 sets forth the Company’s deposit composition
for the past two and three-quarter years and Exhibit 1-14 provides the interest rate and
maturity composition of the CD portfolio at September 30, 2009. CDs constitute the
largest component of the Company’s deposit composition, although the concentration of
CDs comprising total deposits has declined slightly in recent years as deposit growth
has been sustained by growth of transaction and savings account deposits. As of
September 30, 2009, the CD portfolio totaled $71.0 million or 57.9% of total deposits,
versus comparable measures of $72.1 million and 63.3% of total deposits at year end
2007. CDs with scheduled maturities of one year or less comprised 42.5% of the
Company’s CDs at September 30, 2009. As of September 30, 2009, jumbo CDs (CD
accounts with balances of $100,000 or more) amounted to $22.3 million or 31.5% of
total CDs. The Company held $2.8 million of brokered CDs at September 30, 2009.

The Company maintained $51.6 million of savings and transaction account
deposits at September 30, 2009, which equaled 42.1% of total deposits.
Cqmparatively,l core de_posits equaleq f$41,'7 million or 367% _c_>ﬂf~ total deposits at year
end2007 éinbe year end 2007 mohey market accounts have been the primary source
of core deposit growth and money market accounts comprise the largest concentration
of the Company’s core deposits. As of September 30, 2009, money market accounts

totaled $22.2 million or 43.0% of core deposits.

Borrowings serve as an alternative funding source for the Company to facilitate
management of funding costs and interest rate risk. The Company maintained $19.8
million of FHLB advances at September 30, 2009 with a weighted average rate of
4.07%. FHLB advances held by the Company at September 30, 2009 consisted of a
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mix of short- and long-term borrowings, with maturities on long-term borrowings

extending out to five years.

Subsidiaries and Affiliations

Other than the Bank, the Company does not maintain any subsidiaries. Harvard
lllinois offers financial services through a third party affiliation with Financial Network
Investment Corporation (“‘FNIC”). Through its affiliation with FNIC, the Bank employs a
broker who is engaged in the sale of annuities, mutual funds, life insurance, equities
and bonds to both the Bank’s customers and the general public.

L egal Proceedings

Harvard lllinois is not currently party to any pending legal proceedings that the
Company’s management believes would have a material adverse effect on the

Company'’s financial condition, results of operations or cash flows.
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II. MARKET AREA

Introduction

The Company is headquartered in the city of Harvard, lllinois. The headquarters
office and a branch office are located in Harvard, McHenry County, lllinois, northwest of
the Chicago Metropolitan Statistical Area (the “Chicago MSA”"). One additional branch
is located in the town of Morris, Grundy County, lllinois, located approximately 75 miles
to the south of Harvard. McHenry County is located northeast of Chicago, with the
eastern portion of the county containing a majority of the population base as part of the
Chicago MSA. The city of Harvard, containing a population of approximately 9,000, is
located in the rural western portion of the county outside of the Chicago MSA. Exhibit

[I-1 provides information on the Company’s office properties.

Future growth opportunities for the Company depend on the future growth and
stability of the local and regional economy, demographic growth trends, and the nature
and intensity of the competitive environment. These factors have been briefly examined
to help determine the growth potential that exists for the Company, the relative

economic health of the Company’s market area, and the resultant impact on value.

National Economic Factors

The future success of the Company’s operations is partially dependent upon
national economic factors and trends. In assessing economic trends over past few
quarters; Indications of -a- deepening recession- were evident at the- start-of 2609-with
December 2008 data showing a sharp drop in retail sales, a drop in durable-goods
orders and rising unemployment. Lower retail sales and durable-goods orders reflected
a cutback in consumer spending, as consumer spending declined for a fifth consecutive
month in December 2008. The unemployment rate for December 2008 jumped to 7.2%,
reflecting a loss of 524,000 jobs. New home construction dropped in December 2008 to
the slowest pace since monthly records began in 1959 and new home sales fell to a
record low as well. The broader economy continued to struggle in January, with the
loss of 598,000 jobs pushing the January unemployment rate to 7.6%. The reading for
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consumer confidence hit a new low in January, as more homeowners struggled to avoid
foreclosure. While U.S. manufacturing activity contracted at a slower rate in January
and January retail sales were up from December, there was no evidence of a near term
economic turnaround. Despite another sharp decline in home prices, existing home
sales fell in January. The revised fourth quarter GDP showed the economy shrinking at
the fastest pace in 26 years, contracting at an annualized rate of 6.3% compared to an

initial estimate of a 3.8% decline.

Grim economic news continued to prevail in early-March 2009, as manufacturing
activity contracted for the 13" month in a row in February and U.S. car sales fell 41% in
February. The unemployment rate jumped to 8.1% in February, which was the highest
level of unemployment since 1983 as employers cut 651,000 jobs in February. The
Federal Reserve's “beige book” survey found that the recession grew deeper and wider
in January and February, reflecting cutbacks by consumers and companies.
Comparatively, February economic data also showed some positive signs, as new
home construction unexpectedly rose 22% in February and the 1.4% decline in
February industrial production was the smallest drop in four months. Retail sales fell
0.1% in February, providing a potential sign that last year's sharp declines in spending
were easing. Lower prices supported increases in new and existing home sales in
February, while the March employment report continued to paint a dismal picture of the
national economy. The national unemployment rate for March jumped to 8.5%, as
employers eliminated 663,000 jobs. Retail sales fell 1.1% in March, while March

existing home sales showed a 3% decline. At the same time there were some

“encouraging signs forthe economy in March, as pending home sales and construction™ -

spending rose in March. Overall, the U.S. economy contracted at a 6.1% annual rate in
the first quarter (subsequently revised to 5.7%), but inventories and consumer spending

rebounded.

The pace of layoffs slowed in April as U.S. employers cut 539,000 jobs, the
fewest in six months, but the unemployment rate climbed to 8.9%. Retail sales fell 0.4%
in April from March and housing starts hit a low in April, falling 12.8% from March.
However, single-family home construction rose 2.8%. Durable-goods orders rose 1.9%
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in April, offering some evidence that the manufacturing slump was ending. Some other
positive signs that the recovery was gaining strength included a 2.9% increase in
existing home sales and consumer confidence shot higher in May to its highest level in
eight months. May employment data showed job losses slowed for the fourth straight
month, with employers cutting 345,000 jobs. However, the May unemployment rate
jumped to 9.4%. Retail sales rose 0.5% in May on higher gas prices. Durable-goods
orders rose and new home prices firmed in May, providing the latest evidence the U.S.

economy’s free fall was ending.

Signs that the U.S. economy was pulling out of the recession became more
evident at the start of the third quarter of 2009; however, overall economic conditions
remained weak. The decline in manufacturing activity slowed in June, while June
employment data showed more job losses than expected and an increase in the
unemployment rate to 9.5%. Service sector activity improved in June and retail sales
rose in June, but excluding gasoline and auto, sales fell for the fourth straight month.
The index of leading economic indicators was up in June and the housing market
showed some signs of recovery, as sales of new and existing homes rose in June.
Notably, home prices in major U.S. cities registered the first monthly gain in a nearly a
year for the three month period ending in May compared with the three months ending
in April. The July employment report showed the fewest job losses in a year and the
unemployment rate dipped to 9.4%, its first decline in nine months. Retail sales were
down slightly in July, raising concerns over the durability of the recovery. However,
sales of existing homes jumped 7.2% in July, the fastest pace in nearly two years. July
“new home sales were up sharply as well; which supported a4:9% in July durable-goods
orders. '

August economic data generally indicated that the recession was nearing an end,
as manufacturing output grew for the first time since January 2008 and the “cash for
clunkers” program fueled a rebound in August retail sales. August employment data
showed fewer than expected job losses, while the unemployment rate rose to a 26 year
high of 9.7%. The index of leading indicators rose for the fifth straight month in August,
providing another sign of recovery. Second quarter GDP declined at a 0.7% annualized
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rate, which was better than the 1% decline previously estimated. Other economic data
suggested an uneven recovery, as existing home sales slid in August and consumer
confidence fell in September. Manufacturing and service sector activity both grew in
September, while the U.S. unemployment rate rose to 9.8% in September as employers
cut more jobs than expected. As job losses continued to mount, vacancy rates for office
space continued to increase during the third quarter. Retail sales fell in September from
August as the “cash for clunkers’ program ended, however, excluding autos, retail sales
increased slightly in September. New home sales fell in September, while orders for
durable goods increased in September. Third quarter GDP increased at a 3.5% annual
rate (subsequently revised to 2.8%), marking an apparent end to the recession.
Notably, a large portion of GDP growth in the third quarter was generated through
federal stimulus programs, bringing into question the sustainability of the recovery

without government support.

October 2009 showed further signs of an economic recovery, even as the labor
market continued to struggle. U.S. manufacturing activity expanded for the third month
in a row in October, while a net loss of 190,000 in October pushed the October
unemployment rate up to 10.2%. Retail sales and the index of leading economic
indicators both rose in October, while housing data was mixed raising doubts about the
strength of the sector's recovery. New home starts tumbled in October, while sales of

existing home showed a strong increase in October.

In terms of interest rate trends during 2009, interest rates remained at historically
low levels during the first half of January 2009 based on concerns that deflation was

‘creeping into the economy. Long-term Treasury yields edged higher in the second half

of January and into early-February, with the yield on the 10-year Treasury note moving
above 3.0% for the first time since late-November. News that the government was
selling $67 billion of new Treasury securities and the pending stimulus package
contributed to the decline in Treasury prices. Treasury prices moved higher in mid-
February, as investors sought the safe haven of Treasury bonds amid falling stock
pﬁces and more economic worries. Interest rates stabilized in the second half of

February, as U.S. consumer confidence fell in February to its lowest level in at least 41
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years. U.S. consumer confidence did, however, rise slightly in March, but remained
weak overall due to worries about job losses, a moribund housing sector and ailing
banks. After their March meeting, the Federal Reserve decided to leave interest rates
unchanged at a record low of between zero and 0.25%. The Fed also announced that it
would spend up to $300 billion to buy long-term government bonds and an additional
$750 billion would be used to purchase mortgage-backed securities guaranteed by
Fannie Mae and Freddie Mac. The Fed also said its intent with these measures was to
boost mortgage lending and the struggling housing market by lowering interest rates on

mortgages and other forms of consumer debt.

Treasury yields remained at historically low levels through most of April 2009,
with the yield on the 10-year Treasury note dipping to 2.76% in mid-April as Treasury
bonds rallied on more troublesome economic data. The yield on the 10-year Treasury
note edged above 3.0% in late-April and trended higher into mid-May on some positive
economic data. In late-May, Treasury yields and mortgage rates surged to their highest
level since November 2008, reflecting investor worries that deficit spending to fund
stimulus programs could lead to inflation. The yield on the 10-year Treasury note
jumped to 3.70% in late-May, providing for a steeper yield curve as the gap between
two-year and 10-year Treasury notes widened to 2.75%. Interest rates stabilized in
late-May and into the first half of June. The late-June meeting of the Federal Reserve

concluded with keeping its target rate near zero.

Interest rates eased lower at the start of the third quarter of 2009, as investors

shunned risk ahead of second quarter earnings reports. Some economic data showing

““an improving economy and growing belief that the recession was nearing an end
pushed long-term Treasury yields up slightly heading into late-July. The upward trend
in interest rates continued into the first week of August, as interest rates edged higher
following the better-than-expected employment report for July. Long-term Treasury
yields eased lower going into the second half of August, as the Federal Reserve
concluded its mid-August meeting leaving its key short-term rate near zero and
indicated it would stay there for the foreseeable future. Weaker than expected retail

sales for July and a decline in July wholesale prices further contributed to the pull back
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in interest rates. Long-term Treasury yields reversed course after mid-August on the
stronger than expected report for July existing home sales and then stabilized in late-
August and remained relatively stable through most of September as inflation worries
remained low amid high unemployment and slack in the economy. News that consumer
confidence fell in September pushed Treasury yields lower at the end of the third

quarter.

Mixed economic data and no apparent threat of inflationary pressures supported
a stable interest rate environment at the beginning of the fourth quarter, providing for
the continuation a relatively steep yield curve. Interest rates remained stable through
the balance of October, reflecting uncertainty over the sustainability of the economic
recovery with consumer confidence declining for the second month in a row. The
Federal Reserve concluded its early-November meeting by keeping its target interest
rate near zero, which along with the weaker than expected employment report for
October sustained a stable interest rate environment into mid-November. Long-term
Treasury yields eased lower heading into the second half of November, following
comments by the Federal Reserve Chairman that unemployment and troubles in
commercial real estate would weigh on the recovery. Interest rates stabilized into late-
November, as wholesale and retail prices for October reflected limited inflationary
pressures. Long-term Treasury yields dipped in late-November following news of the
credit crisis in Dubai. As of November 27, 2009, the bond equivalent yields for U.S.
Treasury bonds with terms of one and ten years equaled 0.26% and 3.21%,

respectively, versus comparable year ago yields of 0.93% and 2.99%. Exhibit [I-2

provides historical interestrate trends:— -~ -~ o

The consensus outlook among economists surveyed by the Wall Street Journal
in early-October 2009 was for the economy to resume growing in the third quarter of
2009 at a 3.1% annual rate with economic growth continuing through the first half of
2010 though at a slower rate. The surveyed economists anticipate a slower recovery
for the labor market, with the unemployment rate expected to peak at 10.2% in February
2010. On average, the economists didn't expect unemployment to fall below 6% until

2013.
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In June 2009, the Mortgage Bankers Association (the “MBA") lowered its forecast
of mortgage originations for 2009 to $2.03 trillion, a reduction of more than $700 billion
from its earlier forecast in March 2009. Most of the decrease was due to a reduction in
refinancings. The MBA now projects that total existing home sales for 2009 will be 4.8
million units, a drop of 1.2% from 2008. The MBA forecast calls for new home sales of
352,000 units, a decline of 27% from 2008. Median home prices for new and existing
home were projected to continue to fall through 2009, dropping by about 10% from 2008

and then leveling off in 2010 as the economy improves.

Market Area Demographics

Harvard lllinois’ future growth opportunities and financial strength depend in part
on the growth in the local market area served. The Company conducts operations from
its two offices in Harvard, McHenry County, lllinois, and a single office in the town of
Morris, Grundy County located 75 miles south of McHenry County. The branch office in
Morris was acquired in 2008 pursuant to a mutual-to-mutual merger, whereby the Morris
Building merged into the Bank. Currently, the Company considers McHenry and
Grundy counties to be the primary market areas for lending and depository activities.
The city of Harvard is a rural area with a population of approximately 9,000. The city of

Morris contains approximately 12,000 residents, and is also located in a rural area.

Table 2.1 presents information regarding demographic trends for the Company’s
market area counties from 2000 to 2009 and projected through 2014. Data for the
nation and the state of lllinois is included for comparative purposes. The data indicates

~ that McHenry County has a total population of approximately 331,000. However, most

of the population base resides in the eastern portion of the county, which extends into
the Chicago MSA. The city of Harvard is located in the western, rural portion of
McHenry County and, thus, the Company operates in a primarily rural area containing a
number of small communities. McHenry County reported an annual populétion growth
rate of 2.7% from 2000 to 2009, a rate higher than the statewide and national rates of
0.6% and 1.1%, respectively, which was supported by growth in the eastern portion of
the county. The population base in the city of Harvard and the immediate surrounding
area is relatively small, and, therefore, the Harvard market area is viewed as somewhat
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Population (000)
United States
Illinois
McHenry County
Grundy County

Households (000)
United States
llinois
McHenry County
Grundy County

Median Household Income ($)

United States
lllinois
McHenry County
Grundy County

Per Capita Income ($)
United States
Ilinois
McHenry County
Grundy County

2009 HH Income Dist. (%)

United States
fllinois
McHenry County
Grundy County

Source: SNL Financial.

Table 2.1
Harvard lllinois Bancorp, Inc.

Summary Demographic Data

MARKET AREA

1.8

Year Growth Rate
2000 2009 2014 2000-2009 2009-2014
281,422 309,732 324,063 1.1% 0.9%
12,419 13,115 13,412 0.6% 0.4%
260 331 363 2.7% 1.9%
38 49 56 3.0% 2.7%
105,480 116,523 122,109 1.1% 0.9%
4,592 4,844 4,951 0.6% 0.4%
89 113 125 2.6% 2.0%
14 19 22 3.0% 3.3%
$42,164 $54,719 $56,938 2.9% 0.8%
46,635 60,823 63,631 " 3.0% 0.9%
64,272 83,224 88,187 2.9% 1.2%
52,007 66,608 70,184 2.8% 1.1%
$21,587 $27,277 $28,494 2.6% 0.9%
23,104 28,587 29,827 2.4% 0.9%
26,476 34,218 35,302 2.9% 0.6%
22,591 27,938 28,752 2.4% 0.6%
Less Than $25,000toc $50,000 to
$25,000 50,000 100,000 $100,000 +
20.9% 24.5% 35.3% 19.3%
18.2% 22.2% 39.3% 20.3%
8.1% 14.8% 38.2% 39.0%
14.1% 20.4% 48.0% 17.5%
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limited in terms of providing growth opportunities for the Company. Similar to the state
and the nation, the population growth rate for McHenry County is projected to decrease
over the next five years through 2014. Grundy County, the location of the Company’s
third office, is a rural county located outside of the Chicago MSA. This county recorded
the highest population growth rate of all comparative areas between 2000 and 2009,
although the absolute increase in residents approximated only 9,000. As can be
expected, household growth trends paralleled population growth trends, with McHenry
and Grundy Counties showing household growth rates that exceeded the comparable

U.S. and lllinois growth rates.

Examination of median household income and per capita income measures,
reveal that the primary market area counties generally had higher income levels in
comparison to the state and the nation. The higher income levels, particularly with
respect to McHenry County, reflect the location of McHenry County in proximity to
metropolitan areas including Chicago, Rockford and Milwaukee. However, given‘the
rural characteristics of the Harvard market area and geographic location outside of the
Chicago MSA, the income measures for the communities served by the Company's two
offices in Harvard are believed to be below the income measures for all of McHenry

County.

Local Economy

The local economy has been impacted by the recession, particularly with job

losses experienced in the manufacturing sector which is a significant source of

--employment-in McHenry-County..- The Company's-primary.-market -area-has-a fairly - - -

diversified local economy, with employment in services, wholesale/retail trade,
manufacturing and government serving as the basis of the McHenry and Grundy County
economies. Service jobs were by far the largest employment sector in the primary
market area counties and the state of lllinois, with jobs in the wholesale/retail trade
constituting the second largest employment sector in both counties and the state of
lllinois. Manufacturing jobs, which tend to be higher paying jobs, provided the third
largest source of jobs in McHenry County and accounted for a much larger percentage
of McHenry County’s employment base relative to Grundy County and the state of



RP® Financial, LC. MARKET AREA
.10

Illinois. Government jobs provided the third largest source of jobs in Grundy County,
approximating the percentage of government jobs in McHenry County and the state of
[llinois. Table 2.2 provides an overview of employment by sector, for the state of lllinois

and the primary market area counties.

The city of Harvard is located in northeast lllinois approximately seven miles
south of the lllinois/Wisconsin border. Harvard is also located in close proximity to the
Lake Geneval/Fontana recreational and resort area. McHenry County's largest
employers include the Centegra Memorial Health System (3,450 employees), McHenry
County Government (1,400 employees), Follett Library Resources Inc. (1,378
employees) and Catalent Pharma Solutions (830 employees). Major employers in
Grundy County include Exelon (1,550 employees), Grundy Public Schools (1,500

employees), and Newburg/Perini (1,130 employees).

Table 2.2
Harvard lllinois Bancorp, Inc.
Primary Market Area Employment Sectors
(Percent of Labor Force)(1)

Location
Employment Sector Hlinois McHenry Co. Grundy Co.
(% of Total Employment)

Services 38.4% 32.9% 27.2%
Wholesale/Retail Trade 14.5% 16.8% 14.6%
Manufacturing 9.2% 15.2% 7.5%

- - -Government -~ . .. .. .. . .11.8% 11.6% - - 12.0%- -

Construction 5.4% 9.4% 7.9%
Finance/insurance/Real Esate 9.7% 6.7% 8.2%
Arts/Entertainment/Rec. 2.0% 1.8% 2.1%
Agriculture 1.2% 1.1% 2.5%
Transportation/Utility 4.4% NA 12.6%
Other 3.4% 44% - 5.3%

Total 100.0% 100.0% 100.0%

(1) As of 2006

Source: REIS DataSource.
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Unemployment Trends

Comparative unemployment rates for the primary market area counties, as well
as for the U.S. and Illinois, are shown in Table 2.3. September 2009 unemployment
rates for McHenry and Grundy were 9.3% and 11.4%, respectively, which were below
and above the comparable U.S. and lllinois unemployment rates. Evidence of the
recession impacting the regional economy is reflected in the significantly = higher
unemployment rates for September 2009 compared to a year ago, which is consistent

with the state and national trends.

Table 2.3
Harvard lllinois Bancorp, Inc.
Unemployment Trends (1)

September 2008 September 2009

Region Unemployment Unemployment
United States 6.0% 9.5%
Ilinois 6.4% 10.2%
McHenry County 5.5% 9.3%
Grundy County 6.1% 11.4%

(1) Unemployment rates have not been seasonally adjusted.
Source: U.S. Bureau of Labor Statistics.

Market Area Deposit Characteristics and Trends

Table 2.4 displays deposit market trends from June 30, 2006 through June 30,

2009 for the Company, as well as for the state of lllinois. Consistent with the state of

llinois, commercial banks maintained a larger market share of deposits than savings =

institutions in the Company’s primary market area counties. For the three year period
covered in Table 2.4, savings institutions experienced a decrease in deposit market

share in both primary market area counties.

Harvard lllinois maintains the majority of its deposits in McHenry County,
although the Company maintained a larger deposit market share in Grundy County
reflecting less competition in a smaller market area. The Company’s $93.0 million of
deposits at the main office and one branch location in McHenry County represented a
1.4% market share of thrift and bank deposits at June 30, 2009. Comparatively, the
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Grundy County branch had $32.0 million in deposits and a 3.1% market share of total
bank and thrift deposits at June 30, 2009. The Company's deposit market share in
McHenry County did not change during the three year period covered in Table 2.4,
while a slightly lower deposit growth rate at the Grundy County branch compared to the
overall deposit growth rate for bank and thrift deposits translated into a modest

reduction in the Company’s deposit market share.

Table 2.4
Harvard lllinois Bancorp, Inc.
Deposit Summary

As of June 30,

2006 2009 Deposit
Market Number of Market No. of Growth Rate
Deposits Share Branches Deposits Share Branches 2006-2009
(Dollars In Thousands) (%)

Deposit Summary
State of lllinois $329,723,945 100.0% 4,830 $360,684,791 100.0% 4,988 3.0%
Commercial Banks 293,030,181 88.9% 4,248 336,478,836 93.3% 4,702 4.7%
Savings Institutions 36,693,764 11.1% 582 24,205,955 6.7% 286 -12.9%
McHenry County $5,714,219  100.0% 124 $6,447,114 100.0% 130 4.1%
Commercial Banks 5,151,655 90.2% 105 6,077,833 94.3% 120 5.7%
Savings Institutions 562,564 9.8% 19 369,281 5.7% 10 -13.1%
Harvard lllinois 81,007 1.4% 2 93,013 1.4% 2 4.7%
Grundy County $801,529 100.0% 25 $1,037,310 100.0% 26 9.0%
Commercial Banks 731,712 91.3% 22 964,300 93.0% 23 9.6%
Savings Institutions 69,817 8.7% 3 73,010 7.0% 3 1.5%
Harvard lllinois 25,322 3.2% 1 31,983 3.1% 1 8.1%

$0
Source: FDIC.
Competition

As implied by the Company’s low market shares of deposits, competition among

- —- ————financiatinstitutions in-the Company’s market-area-is significant. -‘Amongthe Company’s -

competitors are much larger and more diversified institutions, which have greater
resources than maintained by Harvard lllinois. Financial institution competitors in the
Company’s primary market area include other locally based thrifts and banks, as well as
regional, super regional and money center banks. From a competitive standpoint,
Harvard lllinois has sought to emphasize its community orientation in the markets
served by its branches. There are a total of 33 banking institutions operating in
McHenry County with Harvard lllinois holding the 23™ largest market share of deposits,
and 14 institutions operating in Grundy County with Harvard llinois holding the ot



RP® Financial, LC. MARKET AREA
.13

largest market share of deposits. Table 2.5 lists the Company’s largest competitors in

the two counties currently served by its branches, based on deposit market share as

noted parenthetically.

Table 2.5
Harvard lllinois Bancorp, Inc.
Market Area Deposit Competitors

Location Name

McHenry County Harris, NA (15.23%)
Home STB, NA (10.60%)
Crystal Lake B&T (8.31%)
Harvard lllinois (1.44%) Rank: 23 of 33

Grundy County First Midwest Bank (22.51%)
Standard B&T Co (21.17%)
Grundy Bank (13.74%)
Harvard lllinois (3.08%) Rank: 9 of 14

Source: FDIC
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lll. PEER GROUP ANALYSIS

This chapter presents an analysis of Harvard lllinois’ operations versus a group
of comparable savings institutions (the "Peer Group") selected from the universe of all
publicly-traded savings institutions in a manner consistent with the regulatory valuation
guidelines. The basis of the pro forma market valuation of Harvard lllinois is derived
from the pricing ratios of the Peer Group institutions, incorporating valuation
adjustments for key differences in relation to the Peer Group. Since no Peer Group can
be exactly comparable to Harvard lliinois, key areas examined for differences are:
financial condition; profitability, growth and viability of earnings; asset growth; primary
market area; dividends; liquidity of the shares; marketing of the issue; management;

and effect of government regulations and regulatory reform.

Peer Group Selection

The Peer Group selection process is governed by the general parameters set
forth in the regulatory valuation guidelines. Accordingly, the Peer Group is comprised of
only those publicly-traded savings institutions whose common stock is either listed on a
national exchange (NYSE or AMEX), or is NASDAQ listed, since their stock trading
activity is regularly reported and generally more frequent than non-publicly traded and
closely-held institutions. Institutions that are not listed on a national exchange or
NASDAQ are inappropriate, since the trading activity for thinly-traded or closely-held
~ stocks is typically highly irregular in terms of frequency and price and thus may not be a

reliable indicator of market value. We have also excluded from the Peer Group those
companies under acquisition or subject to rumored acquisition, mutual holding
companies and recent conversions, since their pricing ratios are subject to unusual
distortion and/or have limited trading history. A recent listing of the universe of all

publicly-traded savings institutions is included as Exhibit [lI-1.

Ideally, the Peer Group, which must have at least 10 members to comply with the
regulatory valuation guidelines, should be comprised of locally- or regionally-based
institutions with comparable resources, strategies and financial characteristics. There
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are approximately 150 publicly-traded institutions nationally and, thus, it is typically the
case that the Peer Group will be comprised of institutions with relatively comparable
characteristics. To the extent that differences exist between the converting institution
and the Peer Group, valuation adjustments will be applied to account for the
differences. Since Harvard lllinois will be a full public company upon completion of the
offering, we considered only full public companies to be viable candidates for inclusion
in the Peer Group. From the universe of publicly-traded thrifts, we selected ten
institutions with characteristics similar to those of Harvard Hlinois. In the selection
process, we applied two “screens” to the universe of all public companies that were

eligible for consideration:

0 Screen #1 Midwest institutions with assets between $150 million and
$550 million, tangible equity-to-assets ratios of greater than 6.0% and
positive core earnings. Seven companies met the criteria for Screen #1
and all seven were included in the Peer Group: Citizens Community
Bancorp of Wisconsin, FFD Financial Corp. of Ohio, First Capital, Inc. of
Indiana, LSB Financial Corp. of Indiana, Liberty Bancorp, Inc. of Missouri,
River Valley Bancorp of Indiana and Wayne Savings Bancshares of Ohio.
Exhibit 111-2 provides financial and public market pricing characteristics of
all publicly-traded Midwest thrifts.

0 Screen #2 Mid-Atlantic institutions with assets between $150 million and
$550 million, tangible equity-to-assets ratios of greater than 6.0% and
positive core earnings. Three companies met the criteria for Screen #2
and all three were included in the Peer Group: Elmira Savings Bank of
New York, Rome Bancorp, Inc. of New York and WVS Financial Corp. of
Pennsylvania. Exhibit 1ll-3 provides financial and public market pricing
characteristics of all publicly-traded Mid-Atlantic thrifts.

Table 3.1 shows the general characteristics of each of the 10 Peer Group

companies and Exhibit I1l-4 provides summary demographic and deposit market share
data for the primary market areas served by each of the Peer Group companies. While
there are expectedly some differences between the Peer Group companies and
Harvard lllinois, we believe that the Peer Group companies, on average, provide a good
basis for valuation subject to valuation adjustments. The following sections present a
comparison of Harvard lllinois’ financial condition, income and expense trends, loan
composition, interest rate risk and credit risk versus the Peer Group as of the most

recent publicly available date.
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In addition to the selection criteria used to identify the Peer Group companies, a

summary description of the key comparable characteristics of each of the Peer Group

companies relative to Harvard lllinois’ characteristics is detailed below.

0]

Citizens Community Bancorp, Inc of Wisconsin. Selected due to relatively limited
earnings contribution from non-interest operating income, comparable level of
operating expenses as a percent of average assets and lending diversification
emphasis on consumer loans.

Elmira Savings Bank of New York. Selected due to comparable concentration of
mortgage-backed securities and 1-4 family loans as a percent of assets and
comparable lending diversification emphasis on commercial real estate loans.

FFD Financial Corp. of Ohio. Selected due to comparable asset size, similar size
of branch network, comparable interest-bearing funding composition, relatively
limited earnings contribution from non-interest operating income, comparable
level of operating expenses as a percent of average assets and comparable
concentration of 1-4 family loans as a percent of assets.

First Capital, Inc. of Indiana. Selected due to comparable interest-earning asset
composition, comparable interest-bearing funding composition, comparable level
of operating expenses as a percent of average assets, comparable concentration
of 1-4 family loans as a percent of assets, comparable lending diversification
emphasis on commercial real estate loans and comparable level of non-
performing assets as a percent of assets.

LSB Financial Corp. of Indiana. Selected due to comparable interest-bearing
funding composition, comparable level of operating expenses as a percent of
average assets and comparable concentration of 1-4 family loans as a percent of
assets.

Liberty Bancorp, Inc. of Missouri.  Selected due to relatively high equity-to-
assets ratio and comparable interest-bearing funding composition.

River Valley Bancorp of Indiana. Selected due to comparable interest-earning

asset composition and comparable concentration of mortgage- backed seounties
~and 1-4 family loansasapercentofassets, —— 7~ ' T

Rome Bancorp, Inc. of New York. Selected due to relatively high equity-to-
assets ratio and comparable lending diversification emphasis on commercial real
estate loans.

WVS Financial Corp. of Pennsylvania. Selected due to relatively limited earnings
contribution from non-interest operating income and comparable concentration of
mortgage-backed securities and 1-4 family loans as a percent of assets.

Wayne Savings Bancshares of Ohio. Selected due to comparable interest-
bearing funding composition, comparable level of operating expenses as a
percent of average assets and comparable concentration of 1-4 famlly loans as a
percent of assets.
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In aggregate, the Peer Group companies maintained a similar level of tangible
equity as the industry average (9.75% of assets versus 9.95% for all public companies),
generated higher earnings as a percent of average assets (0.46% core ROAA versus a
net loss of 0.35% for all public companies), and earned a higher ROE (4.53% core ROE
versus negative 2.20% for all public companies). Overall, the Peer Group's average
P/TB ratio and average core P/E multiple were slightly above the respective averages

for all publicly-traded thrifts.

All
Publicly-Traded Peer Group

Financial Characteristics (Averages)

Assets ($Mil) $2,908 $394
Market capitalization ($Mil) $304 $27
Tangible equity/assets (%) 9.95% 9.75%
Core return on average assets (%) (0.35) 0.46
Core return on average equity (%) (2.20) 4.53
Pricing Ratios (Averages)(1)

Core price/earnings (x) 16.80x 17.01x
Price/tangible book (%) 76.04% 79.77%
Price/assets (%) 7.48 7.26

(1) Based on market prices as of November 27, 2009.

Ideally, the Peer Group companies would be comparable to Harvard lllinois in
terms of all of the selection criteria, but the universe of publicly-traded thrifts does not
provide for an appropriate number of such companies. However, in general, the
companies selected for the Peer Group were fairly comparable to Harvard IIIrnors as

will be highlighted in the following comparative analysis.

Financial Condition

Table 3.2 shows comparative balance sheet measures for Harvard: Illinois and
the Peer Group, reflecting the expected similarities and some differences given the
selection procedures outlined above. The Company's and the Peer Group's ratios
reflect balances as of September 30, 2009 unless indicated otherwise for the Peer

Group companies. Harvard lllinois’ equity-to-assets ratio of 7.8% was below the Peer
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Group's average net worth ratio of 10.3%. However, the Company’s pro forma capital
position will increase with the addition of stock proceeds, providing the Company with
an equity-to-assets ratio that will be more comparable to the Peer Group’s ratio.
Tangible equity-to-assets ratios for the Company and the Peer Group equaled 7.8% and
9.7%, respectively. The increase in Harvard lllinois’ pro forma capital position will be
favorable from a risk perspective and in terms of future earnings potential that could be
realized through leverage and lower funding costs. At the same time, the Company'’s
higher pro forma capitalization will initially depress return on equity. Both Harvard
Savings’ and the Peer Group's capital ratios reflected capital surpluses with respect to
the regulatory capital requirements, with the Peer Group's ratios currently exceeding the
Bank’s ratios. On a pro forma basis, the Bank's regulatory ratios can be expected to be

more comparable to the Peer Group's ratios.

The interest-earning asset compositions for the Company and the Peer Group
were somewhat similar, with loans constituting the bulk of interest-earning assets for
both Harvard lllinois and the Peer Group. The Company's loans-to-assets ratio of
70.1% approximated the comparable Peer Group ratio of 69.7%. Comparatively, the
Company’s cash and investments-to-assets ratio of 23.2% was slightly below the
comparable ratio for the Peer Group of 25.2%. Overall, Harvard lllinois’ interest-earning
assets amounted to 93.3% of assets, which was slightly below the comparable Peer
Group ratio of 94.9%. The Peer Group’s non-interest earning assets included bank-
owned life insurance (“BOLI") equal to 1.3% of assets and goodwill/intangibles equal to
0.6% of assets, while the Company maintained BOLI equal to 2.5% of assets and a

zero balance of goodwilt-and-intangibles: o

Harvard lllinois’ funding liabilities reflected a funding strategy that was somewhat
similar to that of the Peer Group's funding composition. The Company's deposits
equaled 78.0% of assets, which was above the Peer Group’s ratio of 69.7%.
Comparatively, the Company maintained a lower level of borrowings than the Peer
Group, as indicated by borrowings-to-assets ratios of 12.6% and 19.0% for Harvard
lllinois and the Peer Group, respectively. Total interest-bearing liabilities maintained by
the Company and the Peer Group, as a percent of assets, equaled 90.6% and 88.7%,
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respectively, with the Peer Group’s lower ratio supported by maintenance of a higher
capital position. Presently, the Company’s IEA/IBL ratio is lower than the Peer Group's
ratio, based on IEA/IBL ratios of 103.0% and 107.0%, respectively. The additional
capital realized from stock proceeds should provide Harvard lllinois with an IEA/IBL ratio
that is comparable to the Peer Group's ratio, as the increase in capital provided by the
infusion of stock proceeds will serve to lower the level of interest-bearing liabilities

funding assets and will be primarily deployed into interest-earning assets.

The growth rate section of Table 3.2 shows annual growth rates for key balance
sheet items. Harvard lllinois’ growth rates are annualized rates for the nine months
ended September 30, 2009, while the Peer Group’s growth rates are based on annual
growth for the twelve months ended September 30, 2009 or the most recent twelve
month period available. Harvard lllinois recorded a 1.2% decrease in assets, versus
asset growth of 4.9% for the Peer Group. Asset shrinkage for Harvard lllinois was
mostly related to an 11.5% decrease in loans, which was largely offset by a 45.2%
increase in cash and investments. Asset growth for the Peer Group was sustained by

loans and cash and investments, which increased by 3.8% and 20.7%, respectively.

Asset shrinkage along with a 6.1% increase in deposits funded a 30.8%
reduction in the Company's borrowings. Comparatively, the Peer Group’s asset growth
was largely funded by an 11.3% increase in deposits, which funded an 11.2% reduction
in the Peer Group’s borrowings as well. The Company’s capital decreased by 3.7%
during the twelve month period, reflecting the net loss recorded during the period

partially offset by an increase in the equity adjustment for net unrealized gains on

available for sale investments. Comparatively, the Peer Group's capital increased by

1.9% during the twelve month period, suggesting that retention of earnings was largely
offset by dividends, stock repurchases and the equity adjustment for net unrealized
losses or gains on available for sale investments. The Company’s post—convérsion
capital growth rate will initially be constrained by maintenance of a higher pro forma
capital position. Dividend payments and stock repurchases, pursuant to regulatory
limitations and guidelines, could also potentially slow the Company’s capital growth rate

in the longer term following the stock offering.



RP® Financial, LC. PEER GROUP ANALYSIS
1.9

Income and Expense Components

Table 3.3 displays statements of operations for the Company and the Peer
Group. The Company’'s and the Peer Group’s ratios are based on earnings for the
twelve months ended September 30, 2009, unless otherwise indicated for the Peer
Group companies. Harvard lllinois reported a net loss equal to 0.54% of average
assets, versus net income equal to 0.42% of average assets for the Peer Group. The
net loss recorded by the Company was mostly attributable to loan loss provisions
established during the period. In addition to lower loan loss provisions, higher levels of
net interest income and non-interest operating income also represented earnings
advantages for the Peer Group. Net gains and losses were a relatively minor factor in

both the Company’'s and the Peer Group’s earnings.

~ The Peer Group’s stronger net interest margin was realized through maintenance
of a higher interest income ratio and a lower interest expense ratio. The Peer Group’s
higher interest income ratio was supported by maintaining a higher concentration of
assets in interest-earning assets, as well as a higher overall yield earned on interest-
earning assets (5.48% versus 5.35% for the Company). Likewise, the Peer Group’s
lower interest expense ratio was realized through maintaining a lower level of interest-
bearing liabilities, as well as a lower cost of funds (2.47% versus 2.90% for the
Company). The Company’s deposit composition, which consists of a relatively high
concentration of CDs, was a factor that contributed to its higher cost of funds. Overall,
Harvard lllinois and the Peer Group reported net interest income to average assets

ratios of 2.44% and 3.00%, respectively.

In another key area of core earnings strength, the Company and the Peer Group
maintained comparable levels of operating expenses as the Peer Group. For the period
covered in Table 3.3, the Company and the Peer Group reported operating expense to
average assets ratios of 2.62% and 2.64%, respectively. Notwithstanding the
Company’s and the Peer Group’s comparable operating expense ratios, Harvard lllinois
maintained a comparatively lower number of employees relative to its asset size.
Assets per full time equivalent employee equaled $5.4 million for the Company, versus
a comparable measure of $4.6 million for the Peer Group. On a post-offering basis, the
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Company’s operating expenses can be expected to increase with the addition of stock
benefit plans and certain expenses that result from being a publicly-traded company,
with such expenses already impacting the Peer Group's operating expenses. At the
same time, Harvard lllinois’ capacity to leverage operating expenses will be similar or
slightly greater than the Peer Group's leverage capacity following the increase in capital

realized from the infusion of net stock proceeds.

When viewed together, net interest income and operating expenses provide
considerable insight into a thrift's earnings strength, since those sources of income and
expenses are typically the most prominent components of earnings and are generally
more predictable than losses and gains realized from the sale of assets or other non-
recurring activities. In this regard, as measured by their expense coverage ratios (net
interest income divided by operating expenses), the Company’s earnings were less
favorable than the Peer Group’s. Expense coverage ratios posted by Harvard lllinois

and the Peer Group equaled 0.93x and 1.14x, respectively.

Sources of non-interest operating income provided a larger contribution to the
Peer Group’s earnings, with such income amounting to 0.26% and 0.62% of Harvard
lllinois’ and the Peer Group’s average assets, respectively. The Company’s
comparatively lower earnings contribution realized from non-interest operating income
implies more limited diversification into areas that generate revenues from non-interest
sources relative to the Peer Group's operations, as well as a relatively low concentration
of deposits maintained in checking accounts that generate non-interest revenues in the

form of fees and service charges. A larger loss on real estate operations was also a

factor the contributed to the Company’s lower level of non-interest operating income.

Taking non-interest operating income into account in comparing the Company’s and the
Peer Group's earnings, Harvard Illinois’ efficiency ratio (operating expenses, net of
amortization of intangibles, as a percent of the sum of non-interest operatjng income
and net interest income) of 97.0% was less favorable than the Peer Group's efficiency

ratio of 72.4%.
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Loan loss provisions had a larger impact on the Company’s earnings, with loan
loss provisions established by the Company and the Peer Group equaling 0.90% and

0.35% of average assets, respectively.

Net gains and losses realized from the sale of assets and other non-operating
items including OTT! losses on equity securities equaled a net gain of 0.01% of average
assets for the Company and a net loss equal to 0.09% of average assets for the Peer
Group. The nominal net gain recorded by the Company was realized through gains on
the sale of loans, which was largely offset by OTTI losses on equity securities and a
loss on sale of investment securities. The OTT! losses and loss on sale of investment
securities are viewed as non-recurring earnings and are not considered to be part of an
institution’s core operations. Comparatively, to the extent that gains have been derived
through selling fixed rate loans into the secondary market, such gains may be
considered to be an ongoing activity for an institution and, therefore, warrant some
consideration as a core earnings factor for an institution. However, loan sale gains are
still viewed as a more volatile source of income than income generated through the net
interest margin and non-interest operating income. Extraordinary items were not a

factor in either the Company’s or the Peer Group's earnings.

As the result of the net loss recorded during the period, Harvard lllinois recorded
a tax benefit equal to 32.92% of the pre-tax loss. Comparatively, the Peer Group
posted an effective tax rate of 27.53%. As indicated in the prospectus, the Company’s

effective marginal tax rate is equal to 39.0%.

Loan Composition

Table 3.4 presents data related to the Company’s and the Peer Group's loan
portfolio compositions (including the investment in mortgage-backed securities). The
Company’s loan portfolio composition reflected a slightly lower concentration of 1-4
family permanent mortgage loans and mortgage-backed securities than maintained by
the Peer Group (38.8% of assets versus 43.0% for the Peer Group). The Company’s
lower ratio was attributable to maintaining a lower concentration of mortgage-backed
securities, as the Company maintained a higher concentration of 1-4 family loans than
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the Peer Group. Loans serviced for others equaled 38.8% and 12.5% of the Company’s
and the Peer Group's assets, respectively, thereby indicating a greater influence of loan
servicing income on the Company’s earnings. Consistent with the Company’s higher
ratio of loans serviced for others as a percent of assets, loan servicing intangibles were
a slightly larger factor on the Company’s balance sheet (0.24% of assets versus 0.09%

for the Peer Group).

Diversification into higher risk and higher yielding types of lending was fairly
comparable for the Company and the Peer Group. Consumer loans represented the
most significant area of lending diversification for the Company (15.8% of assets),
followed by commercial real estate/multi-family loans (12.6% of assets) and commercial
business loans (3.7% of assets). The Peer Group’s lending diversification consisted
primarily of commercial real estate/multi-family loans (20.5% of assets), followed by
commercial business loans (6.5% of assets) and consumer loans (6.5% of assets).
Lending diversification for the Company and the Peer Group included comparable levels
of construction/land loans (3.5% of assets versus 4.4% of assets for the Peer Group).
The Company’'s and the Peer Group’s similar concentrations of assets maintained in
loans and comparable levels of diversification into higher risk types of loans translated
into fairly similar risk weighted assets-to-assets ratios for the Company and the Peer

Group (68.25% versus 73.21% for the Peer Group).

Interest Rate Risk

Table 3.5 reflects various key ratios highlighting the relative interest rate risk

exposure of the Company versus the Peer Group._mln terms of balance sheet
composition, Harvard lllinois’ interest rate risk characteristics were considered to be less
favorable than the Peer Group’s. Most notably, the Company's tangible equity-to-
assets ratio and IEA/IBL ratio were below the comparable Peer Group ratios.
Additionally, the Company'’s ratio of non-interest earning assets as a percent of assets
was higher than the Peer Group's ratio. On a pro forma basis, the infusion of stock
proceeds should serve to provide the Company with balance sheet interest rate risk
characteristics that are comparable to the Peer Group's measures, particularly with



9A8I[8q 8M S3VINOS WO} PAUIRIGO UBA] SBY 9|qe) SIY} Ul papiAcid UOIeULIOJUI 8Y] *SUOIIBINOJED *O] ‘le1ousy

|
!

"UOIIELUIOJUI UYONS JO SSBUS}e|dW0D Jo ADBINooE Bu) mwuc%m:m JOUUEBD BM INq ‘s|qeljel ale

%8501
%9601
%5911
%6°¢0l
%' v0l
%Z'G01
%¥'G0L
%¥'801
%2901
%8901

%0901
%2’ L0}

%0'801
%6°L0}

%0°€0L
(%)

g
El

A

07 ‘[eoueuld . d¥ A9 6002 (9) WBuAdoD

14 odtd PUB "D [BIOURLI NS :@0In0S

“Jouenb sy Buunp mE_Ta siseq 00} ueyj Jejesib s) abueyn=yN

%9'8
%V'8
%8°LL
%99
%L 01
%V'6
%06
%6
%L'8
%0'6

%06
%L'6

%L
%S0l

%82
(%)

SEESY
/Aunb3

SINSEs| J98YS soueeyg

8 (44 S - [ ol %0'G

[dAd 6 A4 12- 91- 9Z- %0t

2- l € 6- c - %E€9

A oL 9 L- 145 01 %1’

8¢ cc A €l €€ VN %0'8

VA €2 VA cl- Sl Sl %1'G

44 gl Ll- S- 9- 8 %09

L b- oL- PAS 0 l %8¢

og vZ L ve 29- (174 %19

L ol ¥ 9 o4 YN %6'¥

8 ol e 9- - 6 %L'G

ol 14 A oi- z G ’ %0'S

14 6 81 8l- Oi- A %C L

Zl 8 € G- i A %09

15 9l y- 8l L- Zl %L'9

(siuiod siseq ul pazijenuue s} swooul }SaIjul Jou Ul abueyo) (%)
8002/0£/9  B800Z/0E/6  80OC/IE/ZL  BOOZ/LE/E  6002/0S/9  6002/0%/6 Sjessy
/sjessy
swoou| Jsassyuf JoN ul abuey) Aispenp ‘use3-uoN
SIQBJIEAY 9je( JUd0aY JSOW 40 600Z ‘0E Jeqwaldag Jo sy
sisAjeuy uonninsuy sjqesedwon
AJinejoA swoouj jsaselu| J9N pue sainsesyy ysiy sjey jseiaul

S'eelqe)

SEN

SISATVYNY dNOY9 ¥33d

HO

N

A

10 saieysoueg sbuines sukepp
Vd Jo "dioQ jeoueuld SAM

N suwoy jo 'ou| ‘diooueg awoy
NI Jo diooueg Asjjep Jony
(1)JOW j0 "ouy ‘diooueg Ausqn

aneheseT jo "dio) [eoueul4 g3

NI 40 "ouj ‘feyded jsngy

HO 18n0Q jo "diog jepueuly q44

N J0 9S4 “uegq sbuineg enwig

(1)1M Jo "3u; diooueg Alunwiwo) suazyy
dnolg) Sjgeseduoy

‘6002 ‘0¢ aunr Buipus Jsuenb ay) 1o} i uopeunoul [eIUBUI4 (|)
f

NAYM
o4
3NOCY
A"
4041
18$7
dvOd
4044
»4as3
IMZD

suelpsiy
ssbelany
dnoig) s|igeredwo)

1 j0 {elg
saluedwio) dlqnd |Iv

uonnijsuj

"out ‘diodueg sioulf) psereH

07 ‘feroueuly  Jdy



RP® Financial, LC. PEER GROUP ANALYSIS
.16

respect to the increases that will be realized in the Company’s equity-to-assets and

IEA/IBL ratios.

To analyze interest rate risk associated with the net interest margin, we reviewed
quarterly changes in net interest income as a percent of average assets for Harvard
llinois and the Peer Group. In general, the more significant fluctuations in the
Company’s ratios implied that the interest rate risk associated with the Company’s net
interest income was greater compared to the Peer Group's, based on the interest rate
environment that prevailed during the period covered in Table 3.5. The stability of fhe
Company’s net interest margin should be enhanced by the infusion of stock proceeds,
as interest rate sensitive liabilities will be funding a lower portion of Harvard lllinois’

assets and the proceeds will be substantially deployed into interest-earning assets.

Credit Risk

Overall, based on a comparison of credit quality measures, the Company’s credit
risk exposure was considered to be somewhat greater than the Peer Group’s. As
shown in Table 3.6, the Company’s non-performing assets/assets and non-performing
loans/loans ratios equaled 1.82% and 2.37%, respectively, versus comparable
measures of 1.42% and 1.86% for the Peer Group. The Company’s and Peer Group’s
loss reserves as a percent of non-performing loans equaled 48.74% and 137.32%,
respectively. Loss reserves maintained as percent of net loans receivable equaled
1.16% for the Company, versus 1.04% for the Peer Group. Net loan charge-offs were

more significant for the Company, as net loan charge-offs for the Company equaled

0.79% of loans versus 0.40% of loans for the Peer Group.

Summary

Based on the above analysis, RP Financial concluded that the Peer Group forms
a reasonable basis for determining the pro forma market value of the Company. Such
general characteristics as asset size, capital position, interest-earning asset

composition, funding composition, core earnings measures, loan composition, credit
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quality and exposure to interest rate risk all tend to support the reasonability of the Peer
Group from a financial standpoint. Those areas where differences exist will be

addressed in the form of valuation adjustments to the extent necessary.
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IV. VALUATION ANALYSIS

Introduction

This chapter presents the valuation analysis and methodology, prepared
pursuant to the regulatory valuation guidelines, and valuation adjustments and
assumptions used to determine the estimated pro forma market value of the common

stock to be issued in conjunction with the Company’s conversion transaction.

Appraisal Guidelines

The OTS written appraisal guidelines, which have been adopted in practice by
the FDIC and the lllinois Department of Financial and Professional Regulation, specify
the market value methodology for estimating the pro forma market value of an institution
pursuant to a mutual-to-stock conversion. Pursuant to this methodology: (1) a peer
group of comparable publicly-traded institutions is selected; (2) a financial and
operational comparison of the subject company to the peer group is conducted to
discern key differences; and (3) a valuation analysis in which the pro forma market
value of the subject company is determined based on the market pricing of the peer
group as of the date of valuation, incorporating valuation adjustments for key
differences. In addition, the pricing characteristics of recent conversions, both at

conversion and in the aftermarket, must be considered.

RP Financial Approach to the Valuation

The valuation analysis herein complies with such regulatory approval guidelines.
Accordingly, the valuation incorporates a detailed analysis based on the Peer Group,
discussed in Chapter Ill, which constitutes “fundamental analysis” 'techniques.
Additionally, the valuation incorporates a “technical analysis” of recently completed
stock conversions, including closing pricing and aftermarket trading of such offerings. It

should be noted that these valuation analyses cannot possibly fully account for all the
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market forces which impact trading activity and pricing characteristics of a particular

stock on a given day.

The pro forma market value determined herein is a preliminary value for the
Company’s to-be-issued stock. Throughout the conversion process, RP Financial wil:
(1) review changes in Harvard lllinois’ operations and financial condition; (2) monitor
Harvard lllinois’ operations and financial condition relative to the Peer Group to identify
any fundamental changes; (3) monitor the external factors affecting value including, but
not limited to, local and national economic conditions, interest rates, and the stock
market environment, including the market for thrift stocks; and (4) monitor pending
conversion offerings (including those in the offering phase), both regionally and
nationally. If material changes should occur during the conversion process, RP
Financial will evaluate if updated valuation reports should be prepared reflecting such
changes and their related impact on value, if any. RP Financial will also prepare a final
valuation update at the closing of the offering to determine if the prepared valuation

analysis and resulting range of value continues to be appropriate.

The appraised value determined herein is based on the current market and
operating environment for the Company and for all thrifts. Subsequent changes in the
local and national economy, the legislative and regulatory environment, the stock
market, interest rates, and other external forces (such as natural disasters or major
world events), which may occur from time to time (often with great unpredictability) may
materially impact the market value of all thrift stocks, including Harvard lllinois’ value, or

Harvard lllinois’ value alone. To the extent a change in factors impacting the

Company’s value can be reasonably anticipated and/or quantified, RP Financial has

incorporated the estimated impact into the analysis.

Valuation Analysis

A fundamental analysis discussing similarities and differences relative to the
Peer Group was presented in Chapter lll. The following sections summarize the key
differences between the Company and the Peer Group and how those differences affect

the pro forma valuation. Emphasis is placed on the specific strengths and weaknesses
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of the Company relative to the Peer Group in such key areas as financial condition,
profitability, growth and viability of earnings, asset growth, primary market area,
dividends, liquidity of the shares, marketing of the issue, management, and the effect of
government regulations and/or regulatory reform. We have also considered the market
for thrift stocks, in particular new issues, to assess the impact on value of the Company

coming to market at this time.

1. Financial Condition

The financial condition of an institution is an important determinant in pro forma
market value because investors typically look to such factors as liquidity, capital, asset
composition and quality, and funding sources in assessing investment attractiveness.
The similarities and differences in the Company’'s and the Peer Group’s financial

strengths are noted as follows:

= Qverall A/L Composition. In comparison to the Peer Group, the Company’s
interest-earning asset composition showed a slightly lower concentration of
cash and investments and a slightly higher concentration of loans.
Diversification into higher risk and higher yielding types of loans was similar
for the Company and the Peer Group. Overall, in comparison to the Peer
Group, the Company’s interest-earning asset composition provided for a
lower yield earned on interest-earning assets and a slightly lower risk
weighted assets-to-assets ratio. While Harvard lllinois’ funding composition
reflected a higher level of deposits and a lower level of borrowings than the
comparable Peer Group ratios, the Peer Group’s funding costs were lower
than the Company's. Overall, as a percent of assets, the Company
maintained a slightly lower level of interest-earning assets and a slightly
higher level of interest-bearing liabilities compared to the Peer Group's ratios,

. which resulted in a lower |EA/IBL. ratio for the Company._After factoringinthe

impact of the net stock proceeds, the Company’s IEA/IBL ratio should more
comparable to the Peer Group's ratio. On balance, RP Financial concluded
that asset/liability composition was a neutral factor in our adjustment for
financial condition.

» Credit Quality. The Company’s ratios for non-performing assets and non-
performing loans were slightly above the comparable ratios for the Peer
Group. Loss reserves as a percent loans were slightly higher for the
Company, while loss reserves as a percent of non-performing loans were
significantly higher for the Peer Group. Net loan charge-offs as a percent of
loans were higher for the Company. Overall, RP Financial concluded that
credit quality was a slightly negative factor in our adjustment for financial
condition.
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Balance Sheet Liguidity. The Company operated with a slightly lower level of
cash and investment securities relative to the Peer Group (23.2% of assets
versus 25.2% for the Peer Group). Following the infusion of stock proceeds,
the Company’s cash and investments ratio is expected to increase as the
proceeds retained at the holding company level will be initially deployed into
investments. The Company’s future borrowing capacity was considered to be
slightly greater than the Peer Group’s, given the lower level of borrowings
currently funding the Company's assets. Overall, RP Financial concluded
that balance sheet liquidity was a neutral factor in our adjustment for financial

condition.

Funding Liabilites. The Company’s interest-bearing funding composition
reflected a higher concentration of deposits and a lower concentration of
borrowings relative to the comparable Peer Group ratios. Overall, the
Company’s funding composition provided for a higher cost of funds than
maintained by the Peer Group. The Company’s higher cost of funds is
reflective of the relatively high concentration of deposits that are maintained in
CDs, versus lower costing savings and transaction accounts. Total interest-
bearing liabilites as a percent of assets were higher for the Company
compared to the Peer Group's ratio, which was attributable to the Peer
Group's higher capital position. Following the stock offering, the increase in
the Company's capital position will reduce the level of interest-bearing
liabilities funding the Company’s assets to a ratio that is more comparable to
the Peer Group’s ratio. Overall, RP Financial concluded that funding liabilities
were a neutral factor in our adjustment for financial condition.

Capital. The Company currently operates with a lower equity-to-assets ratio
than the Peer Group. However, following the stock offering, Harvard lllinois’
pro forma capital position can be expected to be comparable or slightly
exceed the Peer Group's equity-to-assets ratio. The Company’s pro forma
capital position implies similar leverage capacity as the Peer Group, similar
dependence on interest-bearing liabilities to fund assets and a similar level of
capital to absorb unanticipated losses. On balance, RP Financial concluded
that capital strength was a neutral factor in our adjustment for financial
condition.

On balance, Harvard lllinois’ balance sheet strength was considered to be

comparable to the Peer Group’s and, thus, no adjustment was applied for the

Company's financial condition.

2. Profitability, Growth and Viability of Earnings

Earnings are a key factor in determining pro forma market value, as the level and

risk characteristics of an institution’s earnings stream and the prospects and ability to
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generate future earnings heavily influence the multiple that the investment community
will pay for earnings. The major factors considered in the valuation are described

below.

» Reported Earnings. The Company reported a net loss equal to 0.54% of
average assets, versus net income equal to 0.42% of average assets for the
Peer Group. The net loss recorded by the Company was mostly attributable
to the level of loan loss provisions established during the period, which was
well above the level of loss provisions established by the Peer Group. The
Peer Group also maintained earnings advantages with respect to net interest
income and non-interest operating income. Reinvestment and leveraging of
stock proceeds into interest-earning assets will serve to increase the
Company’s earnings, with the benefit of reinvesting proceeds expected to be
somewhat offset by higher operating expenses associated with operating as a
publicly-traded company and the implementation of stock benefit plans. On
balance, RP Financial concluded that the Company’s reported earnings were
a moderately negative factor in our adjustment for profitability, growth and
viability of earnings.

» Core Earnings. Net interest income, operating expenses, non-interest
operating income and loan loss provisions were reviewed in assessing the
relative strengths and weaknesses of the Company’s and the Peer Group’s
core earnings. In these measures, the Company operated with a lower net
interest margin, a similar operating expense ratio and a lower level of non-
interest operating income. The Company’s ratios for net interest income and
operating expenses translated into a lower expense coverage ratio in
comparison to the Peer Group’'s ratio (equal to 0.93x versus 1.14X for the
Peer Group). Similarly, the Company’s efficiency ratio of 97.0% was less
favorable than the Peer Group's efficiency ratio of 72.4%. Loan loss
provisions had a notably larger impact on the Company’s earnings. Overall,
these measures, as well as the expected earnings benefits the Company
should realize from the redeployment of stock proceeds into interest-earning
assets and leveraging of post-conversion capital, which will be somewhat

----pegated-by-expenses-associated-with-the stock-benefit-plans-and-operating—
as a publicly-traded company, indicate that the Company’s pro forma core
earnings will be less favorable than the Peer Group’s. Therefore, RP
Financial concluded that this was a moderately negative factor in our
adjustment for profitability, growth and viability of earnings.

» [nterest Rate Risk. Quarterly changes in the Company's and the Peer
Group's net interest income to average assets ratios indicated that a greater
degree of volatility was associated with the Company’s net interest margin.
Other measures of interest rate risk, such as capital and IEA/IBL ratios were
more favorable for the Peer Group. On a pro forma basis, the infusion of
stock proceeds can be expected to provide the Company with equity-to-
assets and IEA/ILB ratios that will be fairly comparable to the Peer Group




RP® Financial, LC. VALUATION ANALYSIS
Iv.6

ratios, as well as enhance the stability of the Company’s net interest margin
through the reinvestment of stock proceeds into interest-earning assets. On
balance, RP Financial concluded that interest rate risk was a neutral factor in
our adjustment for profitability, growth and viability of earnings.

» Credit Risk. Loan loss provisions were a larger factor in the Company’s
earnings (0.90% of average assets versus 0.35% of average assets for the
Peer Group). In terms of future exposure to credit quality related losses, the
Company and the Peer Group maintained similar concentrations of assets in
loans. Lending diversification into higher-risk types-of loans was similar for
the Company and the Peer Group, while the Company’s risk weighed assets-
to-assets ratio was slightly lower than the Peer Group’s ratio. Credit quality
measures for non-performing assets and loss reserves as a percent of loans
and non-performing loans generally implied higher credit risk exposure for the
Company. Overall, RP Financial concluded that credit risk was a slightly
negative factor in our adjustment for profitability, growth and viability of
earnings.

» Farnings Growth Potential. Several factors were considered in assessing
earnings growth potential. First, the Company maintained a less favorable
interest rate spread than the Peer Group, which would tend to support a
stronger net interest margin going forward for the Peer Group. Second, the
infusion of stock proceeds will provide the Company with comparable growth
potential through leverage as currently maintained by the Peer Group. Third,
the Peer Group’s higher ratio of non-interest operating income is viewed as
an advantage to sustain earnings growth during periods when net interest
margins come under pressure as the result of adverse changes in interest
rates. Overall, earnings growth potential was considered to be a slightly
negative factor in our adjustment for profitability, growth and viability of
earnings.

» Return on Equity. Currently, the Company’ core ROE is less favorable than
the Peer Group's core ROE. Accordingly, as the result of the Company’s
lower core earnings and the increase in capital that will be realized from the
infusion of net stock proceeds into the Company’s equity, the Company’s pro

forma return equity on a core earnings basis can be expected to initially
remain lower than the Peer Group’s ROE. Therefore, this was a moderately
negative factor in the adjustment for profitability, growth and viability of
earnings.

On balance, Harvard lllinois’ pro forma earnings strength was considered to be
less favorable than the Peer Group’s and, thus, a moderate downward adjustment was

applied for profitability, growth and viability of earnings.
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3. Asset Growth

The Peer Group’s asset growth rate exceeded the Company’s growth rate during
the period covered in our comparative analysis, based on asset growth of 4.9% for the
Peer Group versus a decrease in assets of 1.2% for the Company. Asset growth for the
Peer Group was sustained by a combination of loans and cash and investments, while
the Company’s asset shrinkage was mostly due to a decrease in loans which was
largely offset by an increase in cash and investments. On a pro forma basis, the
Company’s tangible equity-to-assets ratio will be comparable or slightly exceed the Peer
Group's tangible equity-to-assets ratio, indicating comparable leverage capacity for the
Company relative to the Peer Group’s leverage capacity. On balance, given the less
favorable growth trends in the Company’s interest-earning asset composition, we
concluded that a slight downward adjustment was warranted for asset growth.

4. Primary Market Area

The general condition of an institution's market area has an impact on value, as
future success is in part dependent upon opportunities for profitable activities in the
local market served. Harvard, lllinois is located in McHenry County, which is a large,
fast growing county supported by growth occurring in the part of the county that is in the
Chicago MSA. However, Harvard is located outside of the Chicago MSA and is largely
a rural area with slower growth characteristics than indicated for all of McHenry County.
In Harvard, the Company primarily faces competition with other locally-based

institutions and, to a lesser extent, institutions with a regional or national presence.

" The Peer Group companies generally operate in a mix of suburban and rural
markets, with the majority of the markets served by the Peer Group companies having
comparable or smaller populations compared to McHenry County. The markets served
by the Peer Group companies reflected slower population growth and lower per capita
income compared to McHenry County, which is considered to be more comparable to
the Company’'s market area in Harvard. The average and median deposit market
shares maintained by the Peer Group companies were above the Company’s market

share of deposits in McHenry County. Summary demographic and deposit market
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share data for the Company and the Peer Group companies is provided in Exhibit [1l-4.
As shown in Table 4.1, September 2009 unemployment rates for the markets served by
the Peer Group companies were generally slightly lower than the unemployment rate for
McHenry County. On balance, we concluded that no adjustment was appropriate for

the Company’s market area.

Table 4.1
Market Area Unemployment Rates
Harvard lllinois Financial and the Peer Group Companies(1)

September 2009
County Unemployment
Harvard lllinois Financial - IL McHenry 9.3%
Peer Group Average 8.3%
Citizens Community Bancorp — WI Eau Claire 6.0%
Elmira Savings Bank. — NY Chemung 8.9
FFD Financial Corp. - OH Tuscarawas 10.2
First Capital, Inc. = IN Harrison 7.8
LSB Financial Corp. — IN Tippecanoe 8.5
Liberty Bancorp, Inc. - MO Clay 8.6
River Valley Bancorp — IN Jefferson 9.5
Rome Bancorp, Inc. = NY Oneida 7.3
WVS Financial Corp. — PA Allegheny 7.2
Wayne Savings Bancshares - OH Wayne 8.9

(1) Unemployment rates are not seasonally adjusted.
Source: U.S. Bureau of Labor Statistics.

5 Dividends

At this time the Company has not established a dividend policy. Future
declarations of dividends by the Board of Directors will depend upon a number of
factors, including investment opportunities, growth objectives, financial condition,
profitability, tax considerations, minimum capital requirements, regulatory limitations,

stock market characteristics and general economic conditions.

All ten of the Peer Group companies pay regular cash dividends, with implied
dividend yields ranging from 1.24% to 6.46%. The average dividend yield on the stocks
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of the Peer Group institutions equaled 4.45% as of November 27, 2009. As of
November 27, 2009, approximately 69% of all fully-converted publicly-traded thrifts had
adopted cash dividend policies (see Exhibit [V-1), exhibiting an average vyield of 2.38%.
The dividend paying thrifts generally maintain higher than average profitability ratios,

facilitating their ability to pay cash dividends.

Based on the Company’s pro forma capital position and leverage capacity, which
will be comparable to slightly greater than the Peer Group’s capital position and
leverage capacity, the Company will have the capacity to pay a dividend comparable to
the Peer Group’s average dividend yield. On balance, we concluded that no adjustment

was warranted for this factor.

6. Liquidity of the Shares

The Peer Group is by definition composed of companies that are traded in the
public markets. All ten of the Peer Group members trade on the NASDAQ. Typically,
the number of shares outstanding and market capitalization provide an indication of how
much liquidity there will be in a particular stock. The market capitalization of the Peer
Group companies ranged from $15.6 million to $53.5 million as of November 27, 2009,
with average and median market values of $27.4million and $24.4 million, respectively.
The shares issued and outstanding to the public shareholders of the Peer Group
members ranged from 1.0 million to 6.9 million, with average and median shares
outstanding of 3.0 million and 2.4 million, respectively. The Company’s stock offering is

expected to have a pro forma market value and shares outstanding that will be below or

at the lower end of the range of market values and shares outstanding indicated for the

Peer Group corﬁpanies. It is anticipated that the Company’'s stock will be listed for
trading on the OTC Bulletin Board following the stock offering, which generally suggests
lower liquidity compared to a stock listed on NASDAQ or an exchange. Overall, we
anticipate that the Company’s public stock will have a less liquid trading market than the
Peer Group companies on average and, therefore, concluded a slight downward

adjustment was necessary for this factor.
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7. Marketing of the Issue

We believe that three separate markets exist for thrift stocks, including those

coming to market such as Harvard Hllinois: (1) the after-market for public companies, in
which trading activity is regular and investment decisions are made based upon
financial condition, earnings, capital, ROE, dividends and future prospects; (2) the new
issue market in which converting thrifts are evaluated on the basis of the same factors,
but on a pro forma basis without the benefit of prior operations as a fully-converted
publicly-held company and stock trading history; and (3) the acquisition market for thrift
franchises in lllinois. All three of these markets were considered in the valuation of the

Company’s to-be-issued stock.

A. The Public Market

The value of publicly-traded thrift stocks is easily measurable, and is
tracked by most investment houses and related organizations. Exhibit IV-1 provides
pricing and financial data on all publicly-traded thrifts. In general, thrift stock values
react to market stimuli such as interest rates, inflation, perceived industry health,
projected rates of economic growth, regulatory issues and stock market conditions in
general. Exhibit V-2 displays historical stock market trends for various indices and
includes historical stock price index values for thrifts and commercial banks. Exhibit IV-

3 displays historical stock price indices for thrifts only.

In terms of assessing general stock market conditions, the performance of
the overall stock market has been mixed in recent quarters. Stocks started 2009 on an

“upswing for thefirst two trading days, which was followed by a one day decling of 245

points in the Dow Jones Industrial Average (“DJIA”). Profit warnings and more evidence
of rising unemployment were factors that contributed to the sell-off. Growing concern
that the bear market wasn't over and the start of an expected dismal fourth quarter
earnings season accelerated the slide in the broader stock market goihg into mid-
January. The downturn in stocks continued into the second half of January, led by a
sell-off in bank stocks amid multi-billion dollar fourth quarter losses posted by some
large banks both in the U.S. and Europe. Following a brief rebound in late-January,
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more weak economic data pushed stocks lower at the close of January providing for the

worst January performance in the DJIA on record.

Stocks traded unevenly in early-February 2009 and then plunged to new
bear market lows in mid-February, based on growing fears of a meltdown in the broader
global economy. The negative sentiment in stocks generally continued to prevail
through the balance of February and into the start of March, as investors around the
globe bet on a prolonged recession and a sustained earnings downturn with the DJIA
tumbling below 7000 in early-March for the first time in twelve years. With growing
concerns of Citigroup becoming nationalized, the DJIA was down by 25% for the year
through the first week of March. Stocks rebounded heading in mid-March on rekindled
hopes that banks would weather the financial crisis and positive economic data showing
a pick up in new home construction in February. The broader stock market advance
strengthened in late-March, as stocks soared after the White House unveiled its plan to
clean up banks’ balance sheets. Strong demand in an auction of seven year Treasury
notes helped to push the DJIA into bull market territory in late-March, which was
followed by a pullback as the U.S. Government threatened bankruptcy for GM and
Chrysler. Overall, the first quarter was the sixth straight losing quarter for the DJIA,
although the DJIA was up 7.7% in March.

A positive report on manufacturing activity in March and an easing of
mark-to-market accounting rules on troubled assets fueled gains in the broader stock
market at the start of the second quarter of 2009. For most of April, there were no

sustained trends in the broader stock market as investors evaluated signs of an

economic recovery and a mix of positive and negative first quarter earnings reports.
Overall, strong earnings from some bellwether companies supported a 7.4% increase in
the DJIA for the month of April. Stocks generally trended higher in early-May on some
positive economic signs, which included April employment data that showed the pace of
layoffs slowed. Mixed economic data and profit taking provided for ‘day-to-day
fluctuations in the broader stock market through the balance of May, with the DJIA
posting a 2.9 % gain for the month. The broader stock market traded in a relatively

narrow range during the first half June, which was followed by a pullback in mid-June as
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hopes for a quick economic recovery faded. The global economy continued to weigh
down stocks heading into late-June, with the DJIA moving back into negative territory
for 2009. More attractive valuations and gains in the energy sector helped to end the

broader market downturn in late-June.

The downward trend in the broader market resumed in-early July 2009,
with the DJIA falling to its lowest level in more than two months amid anxiety about
second quarter earnings and a June employment report which showed more job losses
than expected. Stocks rallied in mid-July on strong second quarter earnings reports,
which included better-than-expected earnings posted by.some bank bellwethers. The
DJIA moved past 9000 going into late-July on some more favorable earnings reports
and a positive report for new home sales in June. Fueled by a growing belief that the
recession was over and favorable unemployment data for July, the DJIA moved to a
new high for 2009 in the first week of August. The broader stock market fluctuated in a
narrow range through mid-August, reflecting uncertainty over the sustainability of the
economic recovery. Better-than-expected economic data for housing and consumer
confidence sustained a positive trend in the stock market in late-August, with the DJIA
moving to new highs for the year. The broader stock market faltered at the start of
September 2009, as investors worried the summer rally would give way to a correction.
Encouraging economic data led a rebound in the stock market moving into mid-
September, which was followed by a pullback on disappointing housing data for August.
Stocks spiked higher in late-September on news of some large merger deals. Despite
closing lower at the end of September, the DJIA had its best third quarter since 1939

e -wWith-a-gain-of-15% for the-quarter- ——— - — —— — e

Stocks started October with a sell-off, as investors reacted negatively to
economic data showing a slow down in manufacturing activity from August to
September and more job losses than expected for September. Energy and material
stocks led a stock market rally heading into mid-October, as stock markets rallied
around the world. Good earnings reports from J.P. Morgan Chase and Intel lifted the
DJIA above a 10000 close in mid-October. Mixed economic data and concerns of the

sustainability of the recovery following the removal of the federal stimulus programs
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provided for volatile trading at the close of October. Stocks moved higher in early-
November, with the DJIA topping 10000 again on renewed optimism about the economy
aided by a report that manufacturing activity rose around the world in October.
Expectations that interest rates and inflation would remain low, following a weaker than
expected employment report for October, sustained the rally heading into mid-
November. The DJIA hit new highs for the year in mid-November, as investors focused
on upbeat earnings from major retailers, signs of economic growth in Asia and the
Federal Reserve's commitment to low interest rates. Stocks traded unevenly through
the second half of November, reflecting investor uncertainty over the strength of the
economic recovery and Dubai debt worries. On November 27, 2009, the DJIA closed at
10309.92, an increase of 16.8% from one year ago and an increase of 17.5% year-to-
date, and the NASDAQ closed at 2138.44, an increase of 39.3% from one year ago and
an increase of 35.6% year-to-date. The Standard & Poor’s 500 Index closed at 1091.49
on November 27, 2009, an increase of 21.8% from one year ago and an increase of

20.8% year-to-date.

The market for thrift stocks has been mixed as well in recent quarters, but
in general has underperformed the broader stock market. Financial stocks continued to
weigh heavily on the performance of the broader stock market during the first quarter of
2009, with the deepening recession extending the financial crisis into 2009. A gloomy
economic outlook by the Federal Reserve and indications that the December
employment report would show mounting job losses pressured financial stocks lower at
the start of 2009. Bank of America and Citigroup led a downturn in financial stocks

——— ——going-into- mid-January, -as-both- companies -reported-significant-fourth-quarter-losses- -~ — — -

Mounting concerns over the health of the banking system pushed bank and thrift stocks
sharply lower going in the second half of January, with some of the nation’s largest
banks trading down 30% to 50% in one day amid worse than expected credit quality
deterioration reflected in fourth quarter earnings reports. Oversold thrift stocks bounced
higher in late-January and then followed the broader stock market lower to close out
January. After trading in a narrow range in early-February, financial stocks led the
market lower into mid-February. More bad economic data and the lack of detail in the

Treasury’'s rescue plan for financial institutions contributed to the sell-off in financial
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stocks. Counter to the broader market, thrift stocks rebounded slightly at the end of
February, which was followed by a sell-off in financial stocks in early-March on growing
fears of Citigroup becoming nationalized and the implications of further credit quality
deterioration amid the prolonged recession. Bank and thrift stocks led a rally in the
broader market in mid-March, as investors reacted favorably to a Federal Reserve
initiative to provide greater support to the mortgage lending and housing markets
through the purchase of $750 billion of agency mortgage-backed securities. The
rebound in financial stocks accelerated in late-March, with the release of further details
of the U.S. Treasury’s plan to partner with private investors to purchase troubled assets
serving as the catalyst to an explosive one day rally. Following a brief pullback, bank
and thrift stocks closed out the first quarter with gains on encouraging signs that

financial stocks may have bottomed out.

Thrift stocks underperformed the broader stock market during the second
quarter of 2009, with credit quality concerns continuing to weigh on the sector in the
face of declining home prices and rising vacancy rates becoming more evident for
commercial properties. Following a neutral start to the second quarter, thrift stocks
move higher along with financial stocks in general on Wells Fargo’s mid-April
announcement that it would book record first quarter earnings. Thrift stocks retreated
heading into late-April, as investors reacted negatively to first quarter earnings reports
showing credit losses growing at Bank of America and Citigroup. Comments from the
Treasury Secretary indicating that the large majority of banks had more capital than
they needed and a rally in the broader market provided a slight boost to the thrift sector

- in-late-April, which-was fellowed-by-the-thrift seetor-settling-inte a-narrow trading range

during the first half of May. Thrift stocks dipped along with the broader market heading
into second half of May, amid concerns about prolonged economic weakness and
Standard & Poor’'s warning that it may downgrade its rating of the United Kingdom. A
healthy gain in the May Consumer Confidence Index and a well received auction of
seven-year Treasury notes helped thrift stocks to close out May in a positive trend,
which continued into the first part of June. Following a couple weeks of stability in the
thrift sector, thrift stocks pulled back along with the broader market on economic and
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currency concerns. Another successful Treasury auction helped thrift stocks to rebound

modestly in late-June.

Thrift stocks followed the broader market lower at the start of the third
quarter of 2009, as a disappointing June employment report and uncertainty over
forthcoming second quarter earnings reports weighed on the sector. Better-than-
expected second quarter earnings results posted by some of the large banks fueled a
mid-July rally in thrift stocks. Thrift socks traded unevenly heading into late-July, as
trading for the sector was impacted by a mix of favorable and disappointing second
quarter earnings reports. News that sales of new single-family houses were up in June
boosted thrift stocks in late-July, with the upward trend being sustained into early-
August on a more optimistic outlook for financial stocks as the economy showed more
signs of pulling out of the recession. Thrift stocks pulled back in mid-August on profit
taking and worries that earnings improvement may subside for financial stocks in
general. Signs that the housing market was improving boosted thrifts stocks heading
into late-August, which was followed by a slight pull back for the sector on concerns of
more credit losses for thrifts and banks due to erosion in the commercial real estate
market.  Thrift stocks rebounded in mid-September on some positive comments
regarding the level of loan loss reserves maintained by thrifts generally being in good
shape. Concerns about the effects of a possible tightening by the Federal Reserve
provided for a modest decline in thrift stocks heading into the close of the third quarter.

Disappointing economic data pushed thrift stocks along with the broader
market lower at the beginning of October 2009. Thrift stocks rebounded modestly

through mid-October, aided by a rally in the broader stock market and a strong earnings
report from J.P. Morgan Chase. Worries of more loan losses and a disappointing report
on September new home sales provided for a modest retreat in thrift prices in late-
October. After bouncing higher on a better-than-expected report for third quarter GDP
growth, financial stocks led the broader market lower at the end of October‘ in the face
of a negative report on consumer spending. In contrast to the broader market, thrift
stocks edged lower following the Federal Reserve's early-November statement that is
would leave the federal funds rate unchanged. Thrift stocks rebounded along with the
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broader market going into mid-November, following some positive reports on the
economy and comments from the Federal Reserve that interest rates would remain low
amid concerns that unemployment and troubles in commercial real estate would weigh
on the economic recovery. Fresh economic data that underscored expectations for a
slow economic recovery and Dubai debt worries pushed thrift stocks lower during the
second half of November. On November 27, 2009, the SNL Index for all publicly-traded
thrifts closed at 546.3, a decrease of 18.6% from one year ago and a decrease of
16.4% year-to-date.

B. The New Issue Market

In addition to thrift stock market conditions in general, the new issue
market for converting thrifts is also an important consideration in determining the
Company'’s pro forma market value. The new issue market is separate and distinct from
the market for seasoned thrift stocks in that the pricing ratios for converting issues are
computed on a pro forma basis, specifically: (1) the numerator and denominator are
both impacted by the conversion offering amount, unlike existing stock issues in which
price change affects only the numerator; and (2) the pro forma pricing ratio incorporates
assumptions regarding source and use of proceeds, effective tax rates, stock plan
purchases, etc. which impact pro forma financials, whereas pricing for existing issues
are based on reported financials. The distinction between pricing of converting and
existing issues is perhaps no clearer than in the case of the price/book (“P/B”) ratio in
that the P/B ratio of a converting thrift will typically result in a discount to book value

‘whereas in the current market for existing thrifts the P/B ratio may reflect a premium to

book value. Therefore, it is appropriate to also consider the market for new issues, both

at the time of the conversion and in the aftermarket.

The market for converting thrift issues continues to be affected by the
overall weak market for thrift stocks, as only three conversion offerings have been
completed since the beginning of 2009. Two small standard conversion offerings were
completed in the first quarter of 2009 and a third larger standard conversion offering
was completed in mid-July of 2009. No standard conversion offerings have been
completed during the past three months. As shown in Table 4.2, one mutual holding
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company offering was completed during the past three months. Cullman Bancorp’s
mutual holding company offering was closed at the top of the valuation range, raising
gross proceeds of $10.8 million. Cullman Bancorp’s mutual holding company offering
closed at a pro forma fully-converted P/TB ratio of 563.5%. Based on closing stock
market prices as of November 27, 2009, Cullman Bancorp’s stock price was 3.5%

above its IPO price.

C. The Acquisition Market

Also considered in the valuation was the potential impact on Harvard
lllinois’ stock price of recently completed and pending acquisitions of other thrift
institutions operating in lllinois. As shown in Exhibit V-4, there were nine lllinois thrift

acquisitions completed from the beginning of 2006 through November 27, 2009, and

there is currently one acquisition pending of an lllinois savings institution. The recent

acquisition activity involving lllinois savings institutions may imply a certain degree of
acquisition speculation for the Company’'s stock. To the extent that acquisition
speculation may impact the Company’s offering, we have largely taken this into account
in selecting companies for the Peer Group which operate in markets that have
experienced a comparable level of acquisition activity as the Company’'s market and,
thus, are subject to the same type of acquisition speculation that may influence Harvard
lllinois” stock. However, since converting thrifts are subject to a three-year regulatory
moratorium from being acquired, acquisition speculation in Harvard lllinois’ stock would

tend to be less compared to the stocks of the Peer Group companies.

* * * % %k Kk k% *k Kk % %

In determining our valuation adjustment for marketing of the issue, we
considered trends in both the overall thrift market, the new issue market including the
new issue market for thrift conversions and the local acquisition market forvthrift stocks.
Taking these factors and trends into account, RP Financial concluded that a moderate
downward adjustment was appropriate in the valuation analysis for purpo’ses of

marketing of the issue.
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8. Management

Harvard lllinois’ management team appears to have experiehce and expertise in
all of the key areas of the Company's operations. Exhibit IV-5 provides summary
resumes of Harvard lllinois’ Board of Directors and senior management. While the
Company does not have the resources to develop a great deal of management depth,
given its asset size and the impact it would have on operating expenses, management
and the Board have been effective in implementing an operating strategy that can be
well managed by the Company's present organizational structure. Harvard lllinois

currently does not have any executive management positions that are vacant.

Similarly, the returns, capital positions and other operating measures of the Peer
Group companies are indicative of well-managed financial institutions, which have
Boards and management teams that have been effective in implementing competitive
operating strategies. Therefore, on balance, we concluded no valuation adjustment

relative to the Peer Group was appropriate for this factor.

9. Effect of Government Requlation and Reqgulatory Reform

In summary, as a fully-converted institution, Harvard Iilinois will operate in
substantially the same regulatory environment as the Peer Group members -- all of
whom are adequately capitalized institutions and are operating with no apparent
restrictions. Exhibit IV-6 reflects Harvard Savings’ pro forma regulatory capital ratios.
On balance, no adjustment has been applied for the effect of government regulation and

regulatory reform.

Summary of Adjustments

Overall, based on the factors discussed above, we concluded that the
Company’s pro forma market value should reflect the following valuation adjustments

relative to the Peer Group:
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Key Valuation Parameters: Valuation Adjustment
Financial Condition No Adjustment
Profitability, Growth and Viability of Earnings Moderate Downward
Asset Growth Slight Downward
Primary Market Area No Adjustment
Dividends No Adjustment
Liquidity of the Shares Slight Downward
Marketing of the Issue Moderate Downward
Management No Adjustment
Effect of Govt. Regulations and Regulatory Reform No Adjustment

Valuation Approaches

In applying the accepted valuation methodology promulgated by the OTS and
adopted by the FDIC, i.e., the pro forma market value approach, we considered the
three key pricing ratios in valuing the Company’s to-be-issued stock -- price/earnings
("P/E"), price/book (“P/B"), and price/assets (“P/A") approaches -- all performed on a pro
forma basis including the effects of the stock proceeds. In computing the pro forma
impact of the conversion and the related pricing ratios, we have incorporated the
valuation parameters disclosed in the Company’s prospectus for reinvestment rate,
effective tax rate, stock benefit plan assumptions and expenses (summarized in Exhibits
IV-7 and IV-8).

In our estimate of value, we assessed the relationship of the pro forma pricing

ratios relative to the Peer Group and recent conversion offerings.
RP Financial’'s valuation placed an emphasis on the following:

» PJ/E Approach. The P/E approach is generally the best indicator of long-term
value for a stock. However, given that the Company’s reported and core
earnings reflected net losses for the twelve months ended September 30,
2009, the Company’s pro forma P/E multiples were not meaningful for
purposes of comparison to the Peer Group’s P/E multiples.

» P/B Approach. P/B ratios have generally served as a useful benchmark in the
valuation of thrift stocks, particularly in the context of an initial public offering,
as the earnings approach involves assumptions regarding the use of
proceeds. In deriving Harvard lllinois’ valuation, RP Financial considered the
P/B approach to be a highly valuable indicator of pro forma value, since the
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P/E approach did not render meaningful P/E multiples for the Company. We
have also modified the P/B approach to exclude the impact of intangible
assets (i.e., price/tangible book value or “P/TB"), in that the investment
community frequently makes this adjustment in its evaluation of this pricing
approach.

e P/A Approach. P/A ratios are generally a less reliable indicator of market
value, as investors typically assign less weight to assets and attribute greater
weight to book value and earnings. Furthermore, this approach as set forth in
the regulatory valuation guidelines does not take into account the amount of
stock purchases funded by deposit withdrawals, thus understating the pro
forma P/A ratio. At the same time, the P/A ratio is an indicator of franchise
value, and, in the case of highly capitalized institutions, high P/A ratios may
limit the investment community’s willingness to pay market multiples for
earnings or book value when ROE is expected to be low.

The Company will adopt Statement of Position (“SOP”) 93-6, which will cause
earnings per share computations to be based on shares issued and outstanding
excluding unreleased ESOP shares. For purposes of preparing the pro forma pricing
analyses, we have reflected all shares issued in the offering, including all ESOP shares,
to capture the full dilutive impact, particularly since the ESOP shares are economically
dilutive, receive dividends and can be voted. However, we did consider the impact of

the adoption of SOP 93-6 in the valuation.

Based on the application of the three valuation approaches, taking into
consideration the valuation adjustments discussed above, RP Financial concluded that,
as of November 27, 2009, the pro forma market value of Harvard Illinois’ conversion
stock was $9,000,000 at the midpoint, equal to 900,000 shares at $10.00 per share.

1. ‘Price-'to-Earninqs (“P/E”). » The appllcétlonof theP/E valuatlon rmevthod

requires calculating the Company’s pro forma market value by applying a valuation P/E

multiple to the pro forma earnings base. In applying this technique, we considered both
reported earnings and a recurring earnings base, that is, earnings adjusted to exclude
any one-time non-operating items, plus the estimated after-tax earnings benefit of the
reinvestment of the net proceeds. The Company’s reported earnings equaled a net loss
of $864,000 for the twelve months ended September 30, 2009. In deriving Harvard
lllinois" core earnings, the adjustments made to reported earnings were to eliminate
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losses on sale of investment securities equal to $7,000, losses on OTTI of equity
securities equal to $219,000, losses on foreclosed assets equal to $230,000 and gains
on the sale of loans equal to $236,000. As shown below, on a tax effected basis,
assuming an effective marginal tax rate of 39.0% for the earnings adjustments, the
Company's core earnings were determined to equal a net loss of $730,000 for the
twelve months ended September 30, 2009. (Note: see Exhibit V-9 for the adjustments

applied to the Peer Group's earnings in the calculation of core earnings).

Amount

($000)

Net income(loss) ($864)
Add back: Loss on sale of securities(1) 4
Add back: Loss on OTTI of equity securities(1) 134
Add back: Loss on foreclosed assets(1) 140
Deduct: Gain on sale of loans(1) (144)
Core earnings estimate $(730)

(1) Tax effected at 39.0%.

Based on the Company's reported and estimated core earnings and
incorporating the impact of the pro forma assumptions discussed previously, the
Company’s pro forma reported and core earnings were negative throughout the
valuation range. Accordingly, the Company’s pro forma P/E multiples were considered
to be not meaningful (“NM") throughout the valuation range. Comparatively, as shown
in Table 4.3, the Peer Group’s average reported and core P/E multiples were 15.74
times and 17.01 times, respectively, and the Peer Group’s median reported and core

-~ egarnings multiples were 1419 times and 15:56 times; respectively. - -~ -

2. Price-to-Book (“P/B”). The application of the P/B valuation method
requires calculating the Company’s pro forma market value by applying a valuation P/B
ratio, as derived from the Peer Group’s P/B ratio, to the Company’s pro forma book
value. Based on the $9.0 million midpoint valuation, the Company’s pro forma P/B and
P/TB ratios both equaled 46.82%. In comparison to the average P/B and P/TB ratios for
the Peer Group of 72.57% and 79.77%, respectively, the Company’s ratios reflected a
discount of 35.5% on a P/B basis and a discount of 41.3% on a P/TB basis. In
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comparison to the Peer Group’s median P/B and P/TB ratios of 80.59% and 81.73%,
respectively, the Company’s ratios reflected a discount of 41.9% on a P/B basis and a
discount of 42.7% on a P/TB basis. At the top of the super range, the Company’s P/B
and P/TB ratios both equaled 54.64%. In comparison to the Peer Group's average P/B
and P/TB ratios, the Company’s P/B and P/TB ratios at the top of the super range
reflected discounts of 24.7% and 31.5%, respectively. In comparison to the Peer
Group’s median P/B and P/TB ratios, the Company’s P/B and P/TB ratios at the top of
the super range reflected discounts of 32.2% and 33.1%, respectively. RP Financial
considered the discounts under the P/B approach to be reasonable, given the nature of
the calculation of the P/B ratio which mathematically results in a ratio discounted to
book value. The discounts reflected under the P/B approach were also supported by

the pro forma net loss shown under the P/E approach.

3. Price-to-Assets (‘P/A"). The P/A valuation methodology determines

market value by applying a valuation P/A ratio to the Company’s pro forma asset base,
conservatively assuming no deposit withdrawals are made to fund stock purchases. In
all likelihood there will be deposit withdrawals, which results in understating the pro
forma P/A ratio which is computed herein. At the $9.0 million midpoint of the valuation
range, the Company's value equaled 5.48% of pro forma assets. Comparatively, the
Peer Group companies exhibited an average P/A ratio of 7.26%, which implies a
discount of 24.5% has been applied to the Company’s pro forma P/A ratio. In
comparison to the Peer Group’s median P/A ratio of 6.84%, the Company’s pro forma
P/A ratio at the midpoint value reflects a discount of 19.9%.

Comparison to Recent Offerings

As indicated at the beginning of this chapter, RP Financial's analysis of recent
conversion offering pricing characteristics at closing and in the aftermarket has been
limited to a “technical” analysis and, thus, the pricing characteristics of recent
conversion offerings can not be a primary determinate of value. Particular focus was
placed on the P/TB approach in this analysis, since the P/E multiples do not reflect the

actual impact of reinvestment and the source of the stock proceeds (i.e., external funds
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vs. deposit withdrawals). The only conversion completed during the past three months
was Cullman Bancorp of Alabama, which was a mutual holding company offering.
Cullman Bancorp’s closing P/TB ratio on a fully-converted basis was 53.5%. In
comparison to Cullman Bancorp’s closing pro forma P/TB ratio, the Company’s P/TB
ratio of 46.8% at the midpoint value reflects an implied discount of 12.5% and at the top
of the super range the Company'’s pro forma P/TB ratio reflects an implied premium of
2.1% based on the Company's pro forma P/TB ratio of 54.6%. As of November 27,
2009, Cullman Bancorp’s stock price closed up 3.5% from its IPO price.

The most recent standard conversion offering completed was completed by
Territorial Bancorp of Hawaii on July 14, 2009. Territorial Bancorp’s offering was well
received, as the offering was closed at the top of the super range with gross proceeds
totaling $122.3 million resulting in a pro forma price/tangible book ratio of 59.4% at
closing. Territorial Bancorp’s trading price closed 47.5% above its IPO price after its
first week of trading. As of November 27, 2009, Territorial Bancorp closed 67.7% above
its IPO price. In comparison to Territorial Bancorp’s closing pro forma P/TB ratio of
59.4%, the Company's P/TB ratio of 46.8% at the midpoint value reflects an implied
discount of 21.2%. At the top of the super range, the Company’s P/TB ratio of 54.6%
reflects an implied discount of 8.1% relative to Territorial Bancorp’s closing P/TB ratio.

The success of Territorial Bancorp's offering, in what is still considered to be a
fairly weak market for thrift IPOs, is believed to be related to the specific attributes of
Territorial Bancorp’s offering as opposed to a broader market trend. Territorial Bancorp

is the largest thrift based in Hawaii and, counter to industry trends in general, has

period when most institutions have reported depressed earnings and increases in loan

delinquencies.

Valuation Conclusion

Based on the foregoing, it is our opinion that, as of November 27, 2009, the
estimated aggregate pro forma market value of the shares to be issued immediately
following the conversion equaled $9,000,000 at the midpoint, equal to 900,000 shares
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offered at a per share value of $10.00. Pursuant to conversion guidelines, the 15%
offering range indicates a minimum value of $7,650,000 and a maximum value of
$10,350,000. Based on the $10.00 per share offering price determined by the Board,
this valuation range equates to total shares outstanding of 765,000 at the minimum and
1,035,000 at the maximum. In the event the appraised value is subject to an increase,
the aggregate pro forma market value may be increased up to a supermaximum value
of $11,902,500 without a resolicitation. Based on the $10.00 per share offering price,
the supermaximum value would result in total shares outstanding of 1,190,250. The pro
forma valuation calculations relative to the Peer Group are shown in Table 4.3 and are
detailed in Exhibit V-7 and Exhibit IV-8.
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Harvard lllinois Bancorp, Inc.
Map of Office Locations
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EXHIBIT -2

Harvard lllinois Bancorp, Inc.
‘Audited Financial Statements
[Incorporated by Reference]



EXHIBIT I-3

Harvard lllinois Bancorp, Inc.
Key Operating Ratios



EXHIBIT 1-3 _
Harvard lllinois Bancorp, Inc.
Key Operating Ratios

At or For the Nine Months Ended Ator For the Years Ended
September 30, December 31,
2009 2008 2008 2007

Selected Financial Ratios and Other Data;
Performance Ratios:
Return on average assets (annualized).......................... (0.34)% 0.61)% 0.74)% (0.43)%
Retum on average equity (annualized) ........................... (4.42)% (7.23)% (8.86)% (4.45)%
Interest rate spread (annualized) (1)..... 2.51% 2.19%% 2.22% 2.14%
Net interest margin (annualized) (2) .................. 2.65% 241% 2.42% 2.43%
Efficiency ratio (3) 87.71% 106.74% 107.20% 116.68%
Non-interest expense to average total assets (annualized).... 2.70% 2.86% 2.84% 3.09%
Average interest-carning assets to average

interest-bearing liabilities ..............c...ccocoovoveer e, 105.34% 106.48% 106.16% 107.81%
Capital Ratios:
Total risk-based capital to risk-weighted assets (4) ............. 11.41% 11.15% 11.04% 12.93%
Tier 1 risk-based capital to risk-weighted assets (4) ............ 10.22% 10.52% 10.15% 12.13%
Tier 1 leverage (core) capital to adjusted

tangible assets (4)........... e 6.92% 7.41% 7.19% 8.58%
Equity to total assets............ccccovveeervvrrnenn.. RS 7.75% 8.07% 7.90% 8.90%

7.75% 8.47% 8.34% 9.66%

Average equity to average total assets ...................co...........

Asset Quality Ratios:

Total non-performing assets to total assets (5)..................... 1.82% 122% 2.19% 0.81%
Total non-performing assets and troubled debt

restructurings to total assets (S).........ocovoeoeeoveveeeooeon. 2.33% 1.71% 2.19% 0.81%
Total non-performing loans to total loans (6) ...................... 2.37% 0.87% 2.26% 1.04%
Total non-performing loans and troubled debt

restructurings to total loans (6)...........cococeeooeoiii 3.08% 1.51% 2.26% 1.04%
Allowance for loan losses to total non-performing loans

and troubled debt restructurings (6)...........ocoococovveoooi.. 37.02% 38.26% 36.32% 54.09%
Allowance for loan losses to non-performing loans (6) ....... 48.11% 66.60% 36.32% 54.09%
Allowance for loan losses to total loans........................... 1.14% 0.58% 0.82% 0.56%
Net charge-offs (recoveries) to average total loans

(Annualized).........covooiiiii e 0.89% 0.23% 0.25% : {0.15)%
Other Data:
Number of full service offices ...........coovvooouercrereo 3 3 3 3
Number of full-time equivalent employees......................... 29 30 30 32

- (1} The interest rate spread represents the difference between the weighted average yield on average interest-carning assets and the weighted
average cost of interest-bearing liabilities.
(2) The net interest margin represents net interest income as a percent of average interest-earning assets.
(3) The efficiency ratio represents non-interest expense divided by the sum of net interest income and non-interest income, excluding gains and
losses on securities and losses on other-than-temporary impairment of equity securities. )

(4) For Harvard Savings Bank only.
(5) Non-performing assets consist of non-performing loans, other real estate owned and repossessed automobiles.
(6) Non-performing loans consist of non-accrual loans and accruing loans past due 90 days or more.

Source: Harvard lllinois Bancorp's prospectus.
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EXHIBIT 14
Harvard llinois Bancorp, Inc.
Investment Portfolio Composition

At September 30, At December 31,
2009 2008 2007
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost’ Value Cost Value
(In thousands)
Securities available for sale:
U.S. Government and federal agency .................. $ 1,017  § 1,058 § 1214 § 1243 § 2,575 § 2,562
Mortgage-backed (1) ................. 1,447 1,482 2,020 2,016 2,574 2,594
State and political subdivisions.. 582 583 1,240 1,238 4,585 4,646
Total debt securities ........................ 3,046 3,123 4,474 4,497 9,734 9,802
Shay Asset Management mutual funds . 419 428 931 931 2,387 2,387
Other equity securities (2) ............... 54 96 70 70 971 1,501
Total equity securities ............ 473 524 1,001 1,001 3,358 3.888
Total available for sale.....................cooeee........ $§ 3519 § 3647 § 5475 § 5498 $ 13092 $_ 13690
Securities held to maturity: ’
U.S. Government and federal agency ............... $ 500 $ 544 § 500 $ 566 $ 849 § 811
Mortgage-backed (1) 46 46 52 53 70 70
Collateralized mortgage obligations, :
privately issued ................oooooooevcomrreee 3,518 3,694 944 963 — —
State and political subdivisions.... 100 103 100 102 101 100
Total securities held to maturity.................... 3 4164 § 4387 § 1596 § _ 1684 § 1020 § 981
TOtal..oie e $ 7683 § 8034 § 70711 § 7182 $ 14112 $§ 14671

(1)  All mortgage-backed securities held were issued by government sponsored enterprises.
(2)  Other equity securities include Freddie Mac and Fannie Mae common stock, and shares in other financial institutions.

Source: Harvard lllinois Bancorp’s prospectus.
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EXHIBIT I-5
Harvard lllinois Bancorp, Inc.
Yields and Costs

- For the Nine Months Ended September 30,

At September 30, 2009 2009. ) . 2008
Interest - - - T Lo Interest
Actual Average Income / Average Income /
Balance Yield/Cost Balance Expense Yield/Cost Balance Expense Yield/Cost
(Dollars in thousands)
Assets:
Tnterest-earning assets: )
Interest-earning deposits ........................ $ 8,959 1.97% § 7,006 § 121 230% § 2,072 § 33 2.12%
Securities purchased under agreements
to resell Investment securities.............. 12,250 1.91 12,804 : 185 1.93 7,357 164 2.97
Securities, tax-exempt (1) ........... 683 4.50 763 26 4.54 3,172 94 3.95
Securities, taxable (1)....... 7,128 5.13 7,407 268 4.82 8,220 290 4.70
Loans (2)..cc.ccuvueeeeieeeeeeeeeee 110,226 6.04 115,897 5,379 6.19 122,965 5,944 6.45
Federal Home Loan Bank stock............... 6.549 — 6.549 p— — 6.549 — —
Total interest-earning assets................ 145,795 5.12% 150,426 5.979 5.30% 150,335 6,525 5.79%
Noninterest-earning assets........................... 11,401 11,619 11,358
Total @SSEtS ...voveeceeee $ 157,196 $__ 162,045 $ 161,693
Liabilities and equity:
{nterest-bearing liabilities: )
Savings accounts...........ooooveveveoooi $ 13,569 042% $ 13,356 43 0.43 $ 11,735 93 1.06%
NOW and money market accounts. .. 35,179 0.96 35,777 347 1.29 30,460 497 2.18
Certificates of deposit ................. . 68,141 3.01 68,052 1,780 3.49 68,839 2219 4.30
Brokered certificates of deposit................ 2,820 4.63 2,926 100 4.56 4,227 141 445
Federal Home Loan Bank advances ......... 19,778 4.07 22,683 718 4.22 25,931 855 440
Total interest-bearing liabilities ........... 139,487 242% 142,794 2,988 2.79% 141,192 3.805 3.59%
Non-interest-bearing deposits 2,872 3,496 3,467
Other non-interest-bearing liabilities. 2,657 3.194 3333
Total liabilities...........cocooveeee . 145,016 149,484 147,992
Total equity...........co.......... 12,180 12,561 13,701
Total liabilities and equity $ 157,196 $ 162,045 $ 161,693
Net interest income ...............ooovvrn.o ... 3 2,991 2,72
Interest rate spread (3).. —251% 2.19%

Net interest margin (4) .........cooooverrnno..... S 2.65%

verage interest-earning assets to average
interest-bearing liabilities........................ 105.34%

Source: Harvard lllinois Bancorp's prospectus.
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- EXHIBIT I-5(continued)

Harvard lllinois Bancorp, Inc.
Yields and Costs

For the Years Ended December 31,

2008 2007
Interest Interest
Average Income / Average Income/
Balance Expense Yield/Cost Balance Expense Yield/Cost
(Dollars in thousands)
Assets:
Interest-earning assets:
Interest-earning deposits.......................... $ 1,876 % 54 288% § 3298 % 179 5.43%
Securities purchased under agreements
toresell.......cooooviviiiiii 7,464 204 2.73 7,300 415 5.68
Securities, tax-exempt (1).. 2,714 108 3.98 4,474 -180 4.02
Securities, taxable (1) ..... 7,712 348 451 11,862 507 427
Loans (2) ..o 123,226 7,837 6.36 112,791 7,477 6.63
Federal Home Loan Bank stock. 6,549 — — 6,549 218 333
Total interest-earning assets ................ 149,541 8,551 5.72% 146,274 8,976 6.14%
Noninterest-eaming assets............................ 11,575 10,680
Total aSSets.......c.oovevviiicecireiceeeieen. $ 161,116 $ 156954
Liabilities and equity:
Interest-bearing liabilities:
Savings aCCOUNLS ......c.ocveveoveeeeeeeeeieenns $ 12,059 120 1.00% $ 11,547 134 1.16%
NOW and money market accounts .......... 29,889 639 2.14 28,096 731 2.60
Certificates of deposit..........ccceeveveeeennnene 68,960 2,885 4.18 67,651 3,226 4.77
Brokered certificates of deposit..... 3,828 169 441 2,578 104 4.03
Federal Home Loan Bank advances......... 26,126 1,119 428 25,806 1,229 4.76
Total interest-bearing liabilities........... 140,862 4,932 3.50% 135,678 5424 4.00%
Non-interest-bearing deposits................... 3,409 3,803
Other non-interest-bearing liabilities ....... 3.404 2,310
Total liabilities ............ocococceneiiennnnn. 147,675 141,791
Total equity ......cccoeeveeriiieceieeeie 13,441 . 15,163
Total liabilities and equity ................... 3 161,116 $ 156954
Net interest income..............oooeveeveennn. 3 3,619 3 3,552
Interest rate spread (3) .. . 2.22% 2.14%
Net interest margin (4) . 242% _ 243%
Average interest-earning assets to average
interest-bearing liabilities ........................ . 106.16% __107.81%

(1)  Securities include unamortized premiums and unaccreted discounts. Securities include both available-for-sale and held-to-maturity
securities. Fair value adjustments on available-for-sale securities have been included in the average balance for non-interest earning assets.

(2) The allowance for loan losses has been included in the average balance for non-interest earning assets.

(3) The interest rate spread represents the difference betweeii the wcxghted average yield on average mterest—eammg assets and the wexghted

-average-costof interest-bearing liabilities:

(4) The net interest margin represents net interest income as a percent of average interest-earning assets.

Source: Harvard lllinois Bancorp’s prospectus.
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EXHIBIT I-6
Harvard lllinois Bancorp, Inc.
‘Loan Loss Allowance Activity

Nine Months Ended
September 30, Year Ended December 31,

‘ 2009 2008 2008 2007
T ' (Dollars in thousands)

Allowance at beginning of period $ 1,000 $ 675 3 675 $ 681

Provision for loan 10Ss€S...........ccoocvvevevinnn, 1,048 248 634 (180)
Charge offs:
Real estate loans
One- to four-family.....c.cccoococoveiiiniennn. 242 31 31 —
Home equity line of credit and other 2™
MOMZAZE .o — — —_ —
Multi-family .. — — — —
Commercial ... — 45 45 —_
Construction and land....................... 162 — — —
" Total charge-offs, real estate loans......... 404 76 76 —
Commercial and industrial........................ 196 — o —
Consumer loans:
Purchased indirect automobile.................. 198 148 249 126
Other...cvvivvieiviiercecereeeceee . — 2 2 11
Total charge-offs, consumer loans......... 198 150 251 137
Total charge-offs ..........ccoovovvveevennnn, 3 798 $ 226 3 327 3 137
Recoveries:
Real estate loans
One- to four-family............cocoevoieriveein. $ — § —_ $ — $ —
Home equity line of credit and other 2™
© MOTTZAZE vvveeerieneeeieeeeveeee e — — — —
Multi-family .....ocoveeiieieieeeeee, — — — —
Commercial ..........cc.oooviverereeeeeeesr. — — — 263
Construction and land.................... — — — —
Total recoveries, real estate loans .. — — o 263
Commercial and industrial — — — .
Consumer loans: . .
Purchased indirect automobile.................. 21 17 18 48
Other. ..ot 4 — — —
Total recoveries, consumer loans........... 25 17 8 48
Total recoVeries ..........ccovvcmnrrerrnnnninn, 3 25 3 17 b 18 3 311
Net (charge-offs) recoveries..........oooovn.on... $ (773) 3 (209 $ (309) 3 174
Allowance at end of period ...........c.cccov..... § 1275 3 714 § _ 1,000 $ 675
Allowance to nonperforming loans ................ 48.11% 66.60% 036.32% 54.09%
" Allowance to total Toans outstanding o
at the end of the period .............................. 1.14% 0.58% 0.82% 0.56%
Net charge-offs (recoveries) to average
(annualized) loans outstanding during the
PEFIO. oot 0.89% - 0.23% 0.25% (0.15)%

Source: Harvard lllinois Bancorp’s prospectus.
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Interest Rates

Change in

EXHIBIT I-7

Harvard lllinois Bancorp, Inc.
Interest Rate Risk Analysis

Estimate Increase (Decrease) in NPV

NPV as a Percentage of
Present Value of Assets

Change in Basis

(Basis Points) ®  Estimated NPV @ Amount Percent NPV Ratio ¥ Points
(Dollars in Thousands)
300+ $ 14,930 756 5.33% 9.83% 96
200+ 14,730 556 3.92% 9.52% 65
100+ 14,661 487 3.44% 931% 44
— 14,174 — 0.00% 8.87% —
100- 12,932 (1,242) (8.76)% 8.01% (86)

(D
2

3
@

Source:

Present value of assets represents the discounted present value of incoming cash flows on interest-earning assets.
Estimated NPV assumes an instantaneous uniform change in interest rates at all maturities.

NPV is the discounted present value of expected cash flows from assets, liabilities and off balance sheet contracts.

NPV Ratio represents NPV divided by

the present value of assets.

Harvard Illinois Bancorp’s prospectus.
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EXHIBIT I-9

Harvard lllinois Bancorp, Inc.
Loan Portfolio Composition



EXHIBIT 1-9
Harvard Illinois Bancorp, Inc.
Loan Portfolio Composition -

Loan Portfolio Composition. The following table sets forth the composition of our loan portfolio
by type of loan at the dates indicated.

At December 31,

At September 30,
2009 2008 2007

Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

Real estate loans:

One- to four-family ............ $ 559200 49.93%  § 62,809 51.52% $ 58,704  48.85%
Home equity line of credit

and other 2°¢ mortgage... 11,670 10.42 11,115 9.12 9,778 8.14
Multi-family.........coceen.. 178 0.16 1,114 0.91 1,349 1.12
Commercial........................ 19,610 17.51 16,340  13.40 16,425 13.67
Construction and land

development................... 5,572 4.98 6.112 5.01 4,815 4.01

Total real estate loans..... 92,950 83.00 97.490 _79.96 91,071 75.79

Commercial and industrial ..... 5,858 5.23 5,308 4.36 4,785 3.98

Consumer loans:
Purchased indirect

automobile...................... 12,625 11.27 18,203 14.93 23,191 19.30
Other......coooovvieiiiie, 556 0.50 916 0.75 1,123 0.93

Total consumer loans ..... 13,181 11.77 19,119 15.68 24314 20.23

Total loans..................... 111,989  100.00% 121,917 100.00% 120,170  100.00%

Deferred loan costs (fees)....... (30) (45) (80)

Loans in process........... (458) (123) (1,593)
Allowance for losses .... (1.275) (1,000) (675)
Loans, net......ccoevereeoe. $110.226 $120,749 17,822

(1) Includes $5.3 million of loans for non owner occupied properties at September 30, 2009.

Source: Harvard lllinois Bancorp’s prospectus.
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Harvard lllinois Bancorp, Inc.
Contractual Maturity by Loan Type
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EXHIBIT I-11

Harvard lllinois Bancorp, Inc.
Loan Originations, Purchases and Sales



Harvard {llinois Bancorp, Inc.
Loan Originations, Purchases and Sales

The following table sets forth our loan origination, purchase, sale and principal repayment
activity during the periods indicated.

Nine Months Ended September 30, Years Ended December 31,
2009 2008 2008 2007
(In thousands)
Total loans at beginning of period...........c............. $ 121917 § 120,170 $ 120,170 $ 111,608
Loans originated:
Real estate loans:
One- to four-family..........ccccooveviereeeeiecen 27,518 19,713 23,879 14,163
Home equity line of credit and other 2™
MOTEZAGE ..eeeneiiieeiie et eeee e 3,042 3,499 5,466 6,722
Multi-family .......cocooovieieieiiiiceeeeee e — - — —
Commercial real estate .................. . 1,908 2,668 3,040 4,284
Construction and land development.. . 86 783 2258 3,769
Total real estate loans................... .. 32,554 26,663 34,643 28,938
Commercial and industrial loans 3,051 4,193 2,445 1,853
Consumer loans:...........cccoueenen.n..
Indirect automobile... — — — —
Other.................. . 60 400 460 719
Total loans originated..............c.cccoovevemnenenes. 35,665 31,256 37,548 31,570
Loans purchased:
Real estate loans:
One- to four-family...........c.coeereremcrireieen. — — — —
Home equity line of credit and other 2nd
INOTEEAZE ...ttt — - — —
Multi-family .....cc.oooormnriieenieceeceeee e — — — —
Commercial real estate ................... 1,000 894 894 4,074
Construction and land development... — — — —
Total real estate loans..................c......co...... 1,000 894 894 4,074
Commercial and industrial loans 481 — — —
Consumer 10ans:........c..cccocevnennn.
Indirect automobile — 5,504 5,504 11,312
Other....cccooevevnincnn. — — — —
Total loans purchased 1,481 6,398 6,398 15,386
Loans sold:
Real estate loans:
Ome- to four-family..............ccocooiiiiie. 24,224 6,354 7,838 4,992
Home equity line of credit and other 2nd
MOTEZAZE ....ovviiiviiieicie e — — — —
Multi-family ......oooooiooiii — — — —
Comumercial real estate ................ 300 537 537 602
Construction and land development. — — — —
Total real estate loans.........ccoceeveeeeeerennenn.e. 24,524 6,891 8,375 5,594
Commercial and industrial loans ......................... — — — —
Consumer loans...........ccccoveuni. — — — —
Total loans sold 24,524 6,891 . . 8,375 5,59
Deduct:
Principal repayments:
Real estate [0ans .......ccccoveereieeeveceeeeene 13,173 14,450 20,071 20,682
Commercial and industrial. 2,782 3,638 1,922 848
Other.....c.ccooviiiiinireiee 5.663 8,261 10,654 11,133
Total principal repayments 21,618 26,349 32,647 32,663
Charge-offs ........cocoovviicene 798 226 327 137
Transfers to foreclosed assets................. 134 747 850 —
Unpaid principal balances at end of year............... 111,989 123,611 121,917 120,170
Allowance for oan [0SS€S ........ccccooceeriuiircienne. (1,275) (714) (1,000) (675)
Deferred loan origination costs (fees) . 30) (44) (45) (80)
Loans ifi process, Net..........cooevverimrereceeuenerenennnnn. (458) (378) (123) (1,593)
Net loans at end of period 3 110226 § 122,475 3 120,749 3 117,822

Source: Harvard lllinois Bancorp's prospectus.
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Harvard lllinois Bancorp, Inc.
Non-Performing Assets

The following table sets forth information regarding our nonperforming assets and troubled debt
restructurings at the dates indicated. Troubled debt restructurings include loans for which either a portion_
of interest or principal has been forgiven, or for loans modified at Interest rates materially less than

current market rates.

At
September 30, At December 31,
2009 2008 2007
(Dollars in thousands)
Non-Accrual:
Real estate loans: .
One- to four-family............................... $ 2,153 $ 1,663 3 584
Home equity lines of credit and other
2" MOMEAZE oo 173 53 49
Multi-family ... — — —
Commercial ... 245 794 T 495
Construction and fand development.......... — 196 113
Total real estate loans............... 2,571 2,706 1,241
Commercial and industrial ....................... S — —
Consumer loans:
Purchased indirect automobile 14 16 —
Other......covmrreeeee 26 8 7
Total consumer loans.... 40 24 —
Total nonaccrual loans........................ 3 2,616 § 2730 $ 1248
Accruing loans past due 90 days or more:
Real estate loans:
One- to four-family...........c.ccocoooooo . $ — h) — 3 —
Home equity line of credit and other 2™
IMOTEZALZE ..ot — — —
Multi-family . — — —
Commercial ................ccocooovoini . — — —
Construction and land development.......... — — —
Total real estate loans.......................... — — —
Commercial and industrial ....................... — — —
Consumer loans:
Purchased indirect automobile 34 23 —
Other ..o . — — —
Total consumer loans.......................... 34 23 —
Total accruing loans past due 90 days
OT MOTE ..o 3 34 § 23 3 —
Total of non-accrual and 90 days or
more past due loans ......................... $ 2650 $ 2753 3 1,248
Other real estate owned:
One- to four-family... $ 180 $ 182 3 —
Commercial ........oooeuooovoin . — 400 —
Construction and land development — 90 —
Total other real estate owned................ 3 180 $ 672 3 —
Repossessed attomobiles ..............c............: 36 46 40
Total non-performing assets......................... $ 2866 $__ 3471 § 1288
Troubled debt restructurings (not included
in non-accrual loans above)" ... . ... 794 — —
Total non-performing assets and troubled
debt restructurings ..o $ 3660 $ 3471 $ 1288
Total nonperforming loans to total loans....... 2.37% 2.26% 1.04%
Total nonperforming assets to total assets ..... 1.82% 2.19% 0.81%
Total non-performing loans and troubled
debt restructurings to total loans............... 3.08% 2.26% 1.04%
Total nonperforming assets and troubled
debt restructurings to total assets .............. 2.33% 2.19% 0.81%

(1) Troubled debt restructurings included in nonaccrual loans totaled 30, $990 and $0 at September 30, 2009 and December 31, 2008 and 2007,
respectively.

Source: Harvard lllinois Bancorp's prospectus.
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EXHIBIT I-13
Harvard lllinois Bancorp, Inc.
Deposit Composition

At September 30, : At December 31,
2009 2008 2007
Weighted Weighted Weighted
Average Average Average
Balance Percent Rate Balance Percent Rate Balance Percent Rate
(Dollars in thousands)
Demand deposit accounts .......... § 2,872 2.34% 0.00% §$§ 3,908 3.33% 0.00% $ 3,650 3.21% 0.00%
NOW accounts ... 13,008 10.61 0.61 13,913 11.86 1.35 12,705 11.17 2.19
Savings accounts ........... 13,569 11.07 0.42 12,889 10.99 0.58 11,345 9.97 1.09
Money market accounts............. 22,171 18.09 1.15 15,475 13.19 2.17 14,025 12.33 3.05
Certificates of deposit............... 68,141 55.59 3.01 67,289 57.37 372 68,225 59.95 4.02
Broker certificates of deposit..... 2,820 2.30 4.50 3.828 3.26 4.25 3.828 3.37 425
Total Deposits....................... 122,581  _100.00% 210% §117.302 _10000% __278% $U3778 _100.00% __3.70%

Source: Harvard lllinois Bancorp’s prospectus.
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EXHIBIT I-14
Harvard lllinois Bancorp, Inc.
Maturity of Time Deposits

At September 30, 2009
Period to Maturity

Percentage
Over One Over Two Over Three Over Four of Total
Less Than Year to Two Years to Years to Years to Five Over Five Certificate
One Year Years Three Years Four Years Years Years Total . Accounts
(Dollars in
thousands)
Less than 2% ................. $ 12693 § 1,893 § 24 § — 3 — 3 —  $ 14,610 20.59%
2.00% -2.99%.. 9274 7,218 3,868 . 339 — — 20,699 29.17
3.00% - 3.99%.. 3,645 6,671 2,153 7 37 5,425 17,938 25.28
4.00% - 4.99% .. . 4,127 7,451 1,804 1,599 90 205 14,556 20.51
5.00% - 5.99%............... 416 2,107 635 — — — 3,158 4.45
Total oo $§ 30155 § 25340 § 7,764 8§ 1945 § 127 § 5630 $ 70,961 100.00%

Source: Harvard lllinois Bancorp's prospectus.
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EXHIBIT I-15
Harvard lllinois Bancorp, Inc.
Borrowing Activity

At or for the Nine At or for the
Months Ended Year Ended
September 30, December 31,
2009 2008 2008 2007
(Dollars in thousands)
Federal Home Loan Bank advances:

Balance at end of period ...............oocoooooveeoo $ 19,778 $ 26514 $ 26,064 $ 27225
Average balances outstanding during the period.. 22,683 25,931 26,126 25,806
Maximum balance outstanding at any monthend.......... 24814 28,858 28,858 28,557
Weighted average interest rate during the period........... 4.22% 4.40% 4.28% 4.76%
Weighted average interest rate at the end of period ....... 4.07% 4.08% 4.19% 4.56%

Source: Harvard lllinois Bancorp’s prospectus.
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EAHIBIH 11-1

Description of Office Facilities

Properties

As of September 30, 2009, the net book value of our office properties was $3.43 million. The

following table sets forth information regarding our offices.

Net Book
Leasedor  Year Acquired Square Value of Real
Location Owned or Leased Footage Property
v (In thousands)
Main Office:
58 North Ayer Street
Harvard, Illinois 60033 Owned 1959 6,800 $ 1,305
Other Properties:
1400 North Division Street
Harvard, Illinois 60033 Owned 1998 2,500 $ 884
211 East Jefferson Street
Morris, Illinois 60450 Owned 2008 16,948 $ 1239
Total $ 3428

Source: Harvard lllinois Bancorp’s prospectus.
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Exhibit 11-2
Historical Interest Rates(1)

Prime 90 Day One Year 10 Year

Year/Qtr. Ended Rate T-Bill T-Note T-Bond
2000: Quarter 1 9.00% 5.88% 6.28% . 6.03%
Quarter 2 9.50% 5.88% 6.08% 6.03%
Quarter 3 9.50% 6.23% 6.07% 5.80%
Quarter 4 9.50% 5.89% 5.32% 5.12%

2001: Quarter 1 8.00% 4.30% 4.09% 4.93%
Quarter 2 6.75% 3.65% 3.72% 5.42%
Quarter 3 6.00% 2.40% 2.49% 4.60%
Quarter 4 4.75% 1.74% 217% 5.07%

2002: Quarter 1 4.75% 1.79% 2.70% 5.42%
Quarter 2 4.75% 1.70% 2.06% 4.86%
Quarter 3 4.75% 1.57% 1.53% 3.63%
Quarter 4 4.25% 1.22% 1.32% 3.83%

2003: Quarter 1 4.25% 1.14% 1.19% 3.83%
Quarter 2 4.00% 0.90% 1.09% 3.54%
Quarter 3 4.00% 0.95% 1.15% 3.96%
Quarter 4 4.00% 0.95% 1.26% 4.27%

2004: Quarter 1 4.00% 0.95% 1.20% 3.86%
Quarter 2 4.00% 1.33% 2.09% 4.62%
Quarter 3 4.75% 1.70% 2.16% 4.12%
Quarter 4 5.25% 2.22% 2.75% 4.24%

2005: Quarter 1 5.75% 2.80% 3.43% 4.51%
Quarter 2 6.00% 3.12% 3.51% 3.98%
Quarter 3 6.75% 3.55% 4.01% 4.34%
Quarter 4 7.25% 4.08% 4.38% '4.39%

2006: Quarter 1 7.75% 4.63% 4.82% 4.86%
Quarter 2 8.25% 5.01% 5.21% 5.15%
Quarter 3 8.25% 4.88% 4.91% 4.64%
Quarter 4 8.25% 5.02% 5.00% 4.71%

2007; Quarter 1 8.25% 5.04% 4.90% 4.65%
Quarter 2 8.25% 4.82% 4.91% 5.03%
Quarter 3 7.75% 3.82% 4.05% 4.59%
Quarter 4 7.25% 3.36% 3.34% 3.91%

2008: Quarter 1 5.25% 1.38% 1.55% 3.45%
Quarter 2 5.00% 1.90% 2.36% 3.99%
Quarter 3 5.00% 0.92% 1.78% 3.85%
Quarter 4 3.25% 0.11% 0.37% 2.25%

2009: Quarter 1 3.25% 0.21% 0.57% 2.71%
Quarter 2 3.25% 0.19% 0.56% 3.53%
Quarter 3 3.25% 0.14% 0.40% 3.31%

As of Nov. 27, 2009 3.25% 0.03% 0.26% 3.21%

(1) End of period data.

Sources: Federal Reserve and The Wall Street Journal.
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EXHIBIT [1-2

Public Market Pricing of Midwest Thrift Institutions
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EXHIBIT I1I-3

Public Market Pricing of Mid-Atlantic Thrift Institutions
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EXHIBIT ill-4

Peer Group Market Area Comparative Analysis
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EXHIBIT IV-1

Stock Prices:
As of November 27, 2009
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