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Dear.Stockholders,

We are most appreciative of our CFBank customers for their loyalty and support during the capital raise s,u',ccessfully‘:;
completed in late August, 2012. We are also extremely appreciative of our standby, institutional and individual - .-
investors, whose-collective support resulted in our raising $22.5 million (the maximum limit of our capital raise).

In the few short months since the capital raise, our new Management team has made progress in classified loans, - |
" credit quality and back office operations. We have made changes to our product offerings and added experienced -

banking talent. All these changes are designed to make our customers’ banking relationships, more productive both .
" for their businesses.and CFBank. These changes are a must as we transition into a commercial banking model

serving closely held businesses and their owners. This change in marketing strategy has resultéd in our building a
“solid pipeline of loan and other banking business opportunltles ‘

The marketplace reception for the new repositioned CFBank and our expanded ‘product offerings and unique
delivery has been particularly gratifying. We have gained business traction in both NE Ohio as well as in Central
Ohio and also Columbiana County (Utica and' Marcellas Oil Shale Corridor) where we operate two banking offices.
Our niche business model is based upon executing as a full service business bank, providing customized client
solutions, being highly responsive to-our clients, investing in understanding their business, and delivering all of this
to our clients thru veteran relationship managers along with providing access for our customers to key decision
makers. CFBank is striving to deliver a unique and value added banking experience to our customers.

The successful recapitalization of CFBank and Central Federal Corporation restores financial strength and stability

plus sets the stage for growth and expansion. We believe by expanding our products and services, as with the recent '

introduction of CFBank Merchant Services, and diversifying our asset mix by shifting to a Commercial banking
model, not only reduces the enterprise risk but at the same time adds new revenue streams.

In addition, we are focused heavily on growing our volumes of loans and building a residential mortgage lending
division. Our experience reinforces what an-important role the residential loan business can have in building long
standing customer relatlonshlps that are important to building a quahty banking franchise.

Much work and challenges remain. However I can assure you our CFBank'team is working dlhgently to seize upon:
this opportunity which you, our stockholders have provided to us. I beheve 2013 will be a truly transformational
" year for CFBank. ' ,

. Onward and upward!!

Timothy T. O’Dell

B Chief Executive Officer



Management’s Discussion and Analysis of Financial Condition and Results of Operations

SELECTED FINANCIAL AND OTHER DATA

The information in the following tables should be read in conjunction with our consolidated financial statements, the related -
notes and Management’s Discussion and Analysis of Financial Condition and Results of Operations contained in this report.

Selected Financial Condition Data;

{(Dollars in Thousands) ' L '
. L At December 31, o
2011 2010 009 2008
Total assets 250,920 1 8 . 275,232 $ 273,742”” $ 2777,‘78‘1
Cash and cash equivalents 61,436 : . 34275 S2,973 o477 ‘
Sccurities available for salé ’ 18516 | 98,798 } o224 S mss0
- Loans held for sale 1210 |. s | s | o
Loans, net™ 151,160 190,767 232003 | - 234,924'
Allowance for loan losses (ALLL) 6,110 ° C 9758 7 7,090‘7’ é:t‘ o 3;119
Nonperforming assets ' ] j._,1o,6'71",> I 14,566 L e | 2412
Foreclosed assets 2,370 . ".%3509 TR - Tl - -
Other intangible assets 89 S 129 ) ‘ 169 E e
Deposits “ a7oa0 | o3st | armess | 207647
FHLB advances ‘ 52 | mom ' 32007 | 29,050
Subordinated debentures 5,155 SR N L A 5155 1+ ¢+ . 5155
Total stockholders' equity Tooda | T 159890 327 | 33075
Summary of Operations:
(Dollars in Thousands) - o
For the Year ended December.31,
2011 2010 |7 2009 2008
Total interest income 9,656 $ S 1_2,617 |8 14,446 :: ;$ s 16,637 7
Total interest expense 3,478 4,i83- | T 5047 L 7,035
Net interest incorne 6,178 8434 | Cosa00 | g0
Provision for loan losses 3,375 8,468 9,928 . 917
Net interest income (loss) after provision for loal N L
losses 2,803 (34) (1,429) 7,785 .
Noninterest income: ' " ‘
Net gain on sale of securities 353 v 468 : -] ‘ 54
Other 770 1,326 1377 g4
Total noninterest income 1,123 1,794 © 1377 S 48 ,
- . Noninterest expense 9,351 . 8,432 8,2627 o 7,749 V
Income (loss) before income taxes (5,425) (6,672) (8,314) L os4
Income tax expense (benefit) - .- 198 1,577 I 261
Net income (loss) 5425 | 8 - 6870) | 5 ©81) | $ i 723
Net income (loss) available to common '
stockholders (5.850) | $ (71280) | $ (10298) | $ . 694

(See footnotes on next page)
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Selected Financial Ratios and Other Data:” . ) ‘ At or for the Year ended December 31,

c2011 | 2010 | 2009° 2008

Performance Ratios:® ) . ; o
Return on average assets (1.99%) Q4w | G4 | 26%
Return on average equity ‘(42.69%) ‘ ,‘ ’ (35.52%) | - (32.95.%) i 2.68‘5/:0‘
Average yield on interest-earning assets®” 3.82% 4.76% 532% : 658% o
Average rate paid on interest-bearing liabilities 1.47% - 173% 2.50% - 338% T
Average interest rate spread® 2.35% 3.03% 282% | - . 300%
Net interest margin, fully taxable equivalent®® 2.44% 3.18% 3.13% 3.34%
Average Interest-earning assets to interest-bearing liabilities 106.73% - 109.74% 114.59% 111.33%
Efficiency ratio® 117.62% - 85.98% 83.60% |- . 80.75%
Noninterest expense to average assets 3.43% 2.96% 2.88% |- c 2.719%
Common stock dividend payout ratio n/m n/m . 1n/m 125.0%
Capital Ratios:? .
Equity to total assets at end of period 3.96% - 5.81% 8.48% ll.él%
Average equity to average assets 4.66% |- 6.79% | - 1047%. |¢ . - 9.7_2%
Tangible capital ratio o 5.39% | - 6.59% | ©887% |7 9.16%
Core capital ratio 5.39% L 6.59%. 887% | - . 9.16%
Total risk-based capital ratio 1030% |- 1068% | - 11.72%. . 11.58%
Tier 1 risk-based capital ratio . 9.02% ) - 9.41%. ‘ . 10.46% 10.51%
Asset Qlialify Ratios:?
Nonperfornitng loans to total loans ® 5.28% 5.02% 554% | 1.01%.
Nonperforming assets to total assets®" 425% | 529% | 483% | 087%
Allowance for loan losses to total loans 3.89%: - 4.87% ‘ 297% | 1.31%

_ Allowance for loan losses to nonperforming loans ® 7361% | 97.03% 53.57% 129.31%

“ Net charge-offs (recoveries) to average loans 3.97% ’ 2.63%. | . © 2.47% . 0.20%

- Per Share Data: . . ‘

* Basic earnings (loss) per common share (7.09) $ (885 | $ (12.56) $ 0.80 -

* Diluted earnings (loss) per common share (7.09) @85, | 256 |- 0.80

- Dividends declared per common share - . - » 1.00

vtfiga_rﬁible.book value per common share at énd of period 3.30 1065 19555 | 31.80°

@ Loans, net represents the recorded investment in loans net of the ALLL. o

@ Asset quality ratios and capital ratios are end-of-period ratios. ‘All other ratios are based on average ménthly balafices during
the indicated periods. ;

® Calculations of yield are presented on a taxable equivalent basis using the federal income tax rate of 34%. o

“ The average interest rate spread répresents the dlfference between the weighted average yleld on average mterest—earnmg assets and
the weighted average cost of average interest- -bearing liabilities. B :

® The net interest margin represents net interest income as a percent of average 1nterest -earning assets. .

© The efficiency ratio equals noninterest expense (excluding amortlzathn’of intangibles and foreclosed assets expense) divided by

net interest income plus noninterest income (excluding gains or losses oni:securities transactions).
) Regulatory capital ratios of CFBank. . :
“® Nonperforming loans consist of nonaccrual loans and other loans 90 days or more past due.

©) Nonperforming assets consist-of nonperforming loans and foreclosed assets.

n/m - not meaningful
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FORWARD-LOOKING STATEMENTS o
Statements in this annual report and in other communications by the Company that are not statements of historical fact are:.
forward-looking statements which are.made i in good faith by us. Forward-looking statements include, but are not limited to:
(1) projections.of revenues, iricome or loss, earnings or loss per comimon share, capital structure and other financial items;
(2) plans and objectives of the management or Boards of Directors of Central Federal Corporation (the Holding Company) or
CFBank; (3) statements regarding future events, actions or economic performance; and (4) statéments of assumptions -

, underlymg such statements. Words such as "estimate," "strategy," "may " "believe," "anticipate," "expect," "predict," "will,"

"intend," "plan," "targeted," and the negative of these terms, or.similar expressions, are intended to identify forward-looking

statements, but are not the exclusive means of identifying such statements. Various risks and uncertainties may cause actual

* results to differ materially from those indicated by our forward-looking statements. The following factors could cause such
differences: : :

e a continuation of current high unemployment rates and:difficult economic conditions or adverse changes in general
economic conditions and economic conditions in the markets we serve, any of which may affect among other
things, our level of nonperforming assets, charge offs, and provision for loan loss expense;

e changes.in interest rates that may reduce net interest margin and impact funding sources;
e  our ability to maintain sufficient liquidity to continue to fund our operations; '
& our ability to reduce our high level of nonperformmg assets and operating expenses;

o changes in market rates and prices, including real estate values, which may adversely impact the Value of financial
products including securities, loans and deposits; :

o the p0551b111ty of other-than- -temporary impairment of securities held in our securities. portfolio; .

“e results of examinations of the Holding Company and CFBank by the regulators, including the possibility that the -
. regulators may, among other things, require CFBank to increase its allowance for loan-losses or write-down assets;

e our ability to meet the requirements of the Orders, as defined below under the section captioned “Cease and Des1st

Orders”; .
. uncertamty related to the counterparty to call our 1nterest-rate swaps;

e uncertainty related to our ability to continue to receive limited waivers from the- FDIC allowmg us to, roll OVEr or
renew reciprocal CDARS deposits;

e our ability to generate profits in the future;
¢ changes in tax laws, rules and regulations;

e various monetary and fiscal policies and regulations, including those determmed by the Board of Governors of the ‘
Federal Reserve System (FED), the Federal Deposit Insurance Corporation (FDIC) and the-Office of the ,
Comptroller of the Currency (OCC); '

-e._ competition with other local and regional commermal banks savmgs banks, credit unions and other non—bank : -
‘ financial institutions; : S

e our abihty to grow our core businesses; :
o technological factors which may affect our operations, pricing, products and services; :
e unanticipated litigation, claims or assessments; and '

. management's ability to manage these and other risks. :

Forward-looking statements are not guarantees of performance or resuits. A forward- looklng statement may in¢lude a~
statement of the assumptions or bases underlying the forward-looking statement. The Holding Company, including its
subsidiaries, together referred to as “the Company,” believes it has chosen these assumptions-or-bases in good faith-and-that
they are reasonable. We caution you, however, that assumptions ‘or bases almost always vary from-actual results; and the
differences between assumptions or bases and actual results-can be material. The forward-looking statements included in this
report speak only as of the date of the report. We undertake no obligation to publicly release revisions.to any forward-
looking statements to reflect events or circumstances after the date of such statements, -except to-the extent required by law.
Our filings with the Securities and Exchanige Commission (SEC), detail other risks all of which are dlfflcult to predict and
many of which are beyond our control.
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" GENERAL

The Holding Company is a savings-and loan holding company incorporated in Delaware in 1998: Substantlally aIl of our
business is conducted through our prmmpal subsrdlary, CFBank, a federally chartered savings association formed in Ohio-in
1892. : % ,

CFBank is a:community-oriented financial institution offering a variety. of financial services to meet the needs of the
communities we serve. Our business model emphasizes personalized service, clients’ access to decision makers, solution-
driven lending and quick execution, efficient use of technology and the convenience of online‘internet banking, mobile
banking, remote deposit, corporate cash management and telephone banking. - We attract deposits from the general public¢ and
use the deposits, together with borrowings and other funds, primarily to originate commercial and commercial real ‘estate!
loans, single-family and multi-family residential mortgage loans and home equity hnes of credlt ‘The majorlty of our.-
customers are small busmesses small business-owners and consumers. : ‘ : '

Our pr1n01pal market area for loans and deposits includes the followmg Ohio counties: Summlt County through our ofﬁce in-
Fairlawn, Ohio; Franklin County through our-office in Worthington, Ohio; and Columbiana County through our offices in
Calcutta and Wellsville, Ohio. We originate commercial and residential real estate loans and business loans primarily
throughout Ohio. Lending activities are conducted through our offices. In 2003, we began-originating commercial,
commercial real.estate and multifamily residential mortgage loans and expanded into business financial services inthe ...
Fairlawn and Columbus; Ohio markets. Most of our deposits and loans come from our market area. -Because of CFBank’s -
concentration of business activities in Ohio, the Company’s financial condition and results of operations depend.upon |
economic conditions in Ohio. Adverse economic conditions in Ohio have adversely affected and continue to-adversely affect
. the ability of our customers to repay their loans as well as our financial condition and results of operations. Conditionssuch .
as inflation, recession, unemployment, high interest rates, short money supply, international disorders, terrorism and other
factors beyond our control may adversely affect our profitability. We are less able than a larger institution to-spread the risks
of unfavorable local economic conditions across a large number of diversified economies. Moreover, we cannot'give any
assurance we w1ll benefit from any market growth or favorable -economic: conditions in our prlmary ‘market areas 1f they do .
oceur. : :

Our net income:is dependent primarily on net interest income, which is the difference between the interest income earned on .
loans and securities and our cost of funds, consisting of interest paid on deposits and borrowed funds. Net intereSt incor’ne is "
affected by regulatory, economic and competitive factors that influence interest rates, loan demand, the level of -
nonperformmg assets and deposrt flows. ’ -

Net income is also affected by, among other things, provisions for loan losses, loan fee income, service charges, gdins on

loan sales, operating expenses, and franchise and income taxes. Operating expenses principally consist of employee
compensation and benefits, occupancy, FDIC insurance premiums and other general and administrative expenses. In general,
‘results of operations are significantly affected by general economic and competitive conditions, changes in market interest
rates and real estate values, government policies:and actions of regulatory authorities. Regulators have extensive discretion

in their supervisory and enforcement activities, including the-imposition of restrictions- on our operations, the classification of
our assets and determination of the level of our allowance for loan losses. - Any change-in such regulation and oversight, '
whether in the form of regulatory policy; regulations, legislation or superv1sory action, may have a material 1mpact onour
business, financial condition, results of operations and cash flows.

On July 21, 2010, President Obama signed into law the. Dodd-Frank Wall Street Reform and Consumer’ Protection Act
(Dodd-Frank Act). The Dodd-Frank Act included numerous provisions designed to strengthen the financial industry,
enhance consumer protection, expand-disclosures and provide for transparency.. Some of these provisions included changes
‘to FDIC insurance coverage, which included a permanent increase in the coverage to.$250,000 per depositor. -Additional
provisions created a Bureau of Consumer Financial Protection, which is authorized to write rules on all consumer financial
products. Still other provisions created a Financial Stability Oversight Council, which is not only empowered to-determine
the entities that are systemically: significant and therefore require more stringent regulations, but which is also charged with
reviewing, and, when appropriate, submitting comments to the. SEC and Financial Accounting Standards Board (FASB). with
respect to existing or proposed accounting principles, standards or procedures. The-aforementioned are:onlyia few of the
numerous provisions included in the Dodd-Frank Act. The overall impact of the entire Dodd-Frank Act will not be known
until full implementation is completed, but the possibility: of significant additional comphance costs. ex1sts and tthe Dodd-
-Frank Act consequently may have a matenal adverse impact on our operatlons Y
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GENERAL (Continued) B

The disruption in capital, credit and financial markets which began in 2008 continued to have a detrimental effect onour -
national and local economies in 2012. These effects have included lower real estate values; tightened availability of credit
increased loan delinquencies, foreclosures, personal and business bankruptcies and unemployment rates; decreased consumer
confidence and spending; significant loan charge-offs and write-downs of asset values by financial institutions and k
government-sponsored agencies; and a reduction of manufacturing and service business activity and international trade. We-
do not expect these difficult market conditions to turnaround in the short term, and a continuation of these conditions could
increase their adverse effects. Adverse. effects of these conditions.could include increases in loan delinquencies and charge-
offs; increases in our loan loss reserves based on general economic factors; increases to-our specific loan loss reserves.due to
the impact of these conditions:on:specific borrowers or the collateral for their loans; increases-in the number of foreclosed.-
assets; declines in the value of our foreclosed assets due to the impact of these conditions on property values; increases in our
cost of funds due to increased competition and aggressive deposit pricing by local and national competitors with liquidity - - .
needs; attrition of our core deposits due to this aggressive deposit pricing and/or consumer concerns about the safety of their
deposits; increases in regulatory and. complrance costs; and declines in the tradmg price of our common stock - vl

CEASE AND DESIST ORDERS : :
On May 25,2011, the Holding Company and CFBank each consented to the. issuance of an Order to Cease and Desist (the
Holding Company Order and the CFBank Order, respectively, and collectively, the Orders) by the OTS, the primary
regulator of the Holding Company and CFBank at the time the Orders were issued. In July 2011, in accordance with the
Dodd - Frank Act, the FED replace the OTS as the primary.regulator of the Holding Company and the OCC replace the’OTS.
as a primary. regulator of CFBank. The requirements of the Orders will remain in effect until terminated, modified or
suspended by regulators. See Note 2 to our consolidatéd ﬁnancral statements 1ncluded in this annual report for additional .
information regardlng the Orders b . , e

The 51gn1ﬁcant d1rect1ves cont1nu1ng in the:Ordeérs, 1ncluding requirements to reduce the level of our classified and cr1t1c1zed
assets, growth and operating metrics in line with an approved Business Plan, restrictions on brokered deposits, restrictions on-
certain types of lending and restrictions on dividend payments may impede our ability to operate our business efficiently and.
to effectively compete in the markets we serve. In addition, the regulators must approve any deviation from our business
plan, which could.limit our ability to make market responsive changes to.our business.quickly. -Certain provisions of the
Orders that could have a negative 1mpact on'the financial conditioniand operating results of CFBank and the Holdrng
Company are as follows ’ - :

1. The CFBank Order requires CFBank to have 8% core capital and 12% total r1sk based capltal and CFBank will not
be considered well-capitalized under the prompt corrective-action regulations-so long as the CFBank Order remains
in place, even if it meets or exceeds these capital levels. At December 31, 2012, CFBank had lO 97% core. capltal
14.26% tier 1 risk-based capltal and 15:53%total risk- based caprtal oo : P

2. Bankmg regulatlons hmlt the amount of dividends that-may be pard without prior approval of regulatory agencies.

" Pursuant to the CFBank Order, CFBank may not declare or pay dividends or make any other capital distributions
without receiving prior written regulatory approval. - Future dividend payments by CFBank to the Holding Company

~would be based on future earnings and regulatory approval. The payment of dividends from CFBank to the Holding

- Company:is not likely to be approved by regulators while CFBank is suffering losses. As a result of the current
level of problem assets and the continuing slow economy it is unlikely CFBank will be able to pay dividends to the
Holding: Company until such issues are resolved. The Holding Company, after the Capitalization and paying off the
TARP obligation with.$3 Million, has nearly four years of operating capital: The regulators have further required -

* the Holding Company to develop a business: plan separate from the Bank, that enables it to srgmﬁcantly reduce its
dependence on the Bank for d1V1dends through alternative funding mechanlsms - . E

3. -Because CFBank is not cons1dered well-cap1tahzed as aresult of the CFBank Order, it is prohibited from accepting - )
or renewing brokered deposits without FDIC approval and is subject to market rate limitations published by the -
- FDIC when offering deposits to the general public. See the section titled “Financial Condition - Deposits” and the-
. sectlon t1tled “L1qu1d1ty and Capital Resources for. addltlonal lnformation regarding these regulatory restrictions:

On August 20 2012 the Company announced the successful completlon of its restructured registered common stock

offering. The Company sold 15.0 million shares of its common stock at $1.50 per share, resulting in gross proceeds of $22.5°-

million‘before expenses. With the proceeds from the stock offering, the Company contributed $13.5 million to CFBank to
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CEASE AND DESIST ORDERS (Contmued) ‘ ‘

improve its-capital ratios and support future growth and expansion, bringing CFBank into complrance with the capital ratlos
required by the CFBank Order. In addition, the Company used proceeds from the stock offering to'redeem its TARP
obligations on September 26, 2012. The remaining proceeds from the restructured registered common stock offering have
been retained by the Holding-Company for general corporate purposes and are estimated to be sufficient to support the .
Holding Company’s cash requirements for the foreseeable future based on our current business plan. See Note 2 to our
consolidated financial staternents included in this annual report for additional information regarding the stock offering.

We have taken such actions as we believe are necessary to comply with all requirements of the Orders which are currently
effective, and we are continuing to work toward compliance with the provisions of the Orders having future compliance L
dates. Although we did not comply with the higher capital ratio requirements by September 30, 2011, the capital raise was -
completed on August .20, 2012, raising the maximum $22.5 million: . - :

The Holdmg Company and CFBank have incurred, and expect to continue to incur, some addrtlonal regulatory- comphance
expense in connection with the Orders. It is possible that regulatory compliance expenses related to the Orders couldhave a+
material adverse impact on us in the future.

Management’s discussion and analysis represents a review of our consolidated financial condition and results of operations
for the periods presented. This review should be read in conJunctlon ‘with our consolidated ﬁnan01al statements and related
notes. -« : . _ / o ) _

FINANCIAL CONDITION

General. Assets totaled $215.0 million at December 31, 2012, and decreased $35 9 mllhon or 14.3%, from $250 9 million at
December 31, 2011. The decrease was-due to-a $36.3 million decrease in cash; a $877 000 decrease in securities ava1lable
for sale and a $845 000 decrease in foreclosed assets.

Cash and cash eqmvalents Cash and cash equivalents totaled $25 2 m1111on at December 31, 2012 and decreased $36 3
million, or 59.1%, from $61.4 million at December 31, 2011. The decrease in cash and cash equivalents was a result-of the
investment of excess liquidity in securities and a mortgage purchase program. .As a result of the losses in 2009, 2010 and the '
first quarter of 2011, management was concerned that CFBank would be restricted from accepting or renewing brokered -
deposits, in addrtron to other regulatory restrictions, and moved aggréssively, prior to receipt of the CFBank Order in May
2011, to build liquidity to deal with potential retail deposit outflows and potential decreased borrowing capacity from the
FHL‘B' and the Federal Reserve Bank (FRB). Since the capital raise has been completed the Bank is eliminating such high-
cost brokered deposits as they mature. . Further, as a result of the capital raise, CFBank has reduced its:dependency on selling
loans and securities, as was done to improve liquidity in 2011. The increase in liquidity had a negative impact on net interest
margin through September 2012 because the y1e1d on cash and cash equivalents was srgmﬁcantly less than the yield on
securities and loans : - :

Interest-bearing deposits in other financial institutions. Interest-bearing deposrts in other financial institutions totaled $2 7
million at December 31, 2012. These deposits represent investments in certificates of deposit held at other financial
institutions that are fully insured by the FDIC. The investments have a weighted average yield of 1.10% and were made to
enhance the yield on earning assets compared to investing these funds in short-term federal funds- sold earning 0.25%. There
were $2.0 million in interest-bearing: deposrts in other financial institutions at December 31, 201 l

Securzttes Securities available for sale totaled $17.6 million at December 31, 2012 and decreased $877, 000 or4. 74%, :
compared to $18.5:million at December 31, 2011, The decrease was due to sales and scheduled maturities and repayments in
- excess of purchases during'the current year as management acted to increase liquidity, as discussed previously. See the - -
section titled “Comparison of the Results of Operatrons for 2012 and 2011:— Nontnterest Income for additional information
on any security sales o ‘ o

Loans. Net loans totaled $153 million at December 31,2012, mcreased nearly $2 million, or l 3%, from $151.2 mrllron at”
December 31,2011. The increase was primarily due to lower commercial real estate, multi-family residential, consumer; and
commercial loan balances and, to a lesser extent, lower single family residential loan balances, offset by a $25.4 million of"
loan participations in the Mortgage Purchase Program associated with Northpointe Bank. Beginnirig‘in June 2010 and ,
continuing in 2011, management slowed new lending to increase our capital ratios and, after receipt of the CFBank Order;-to
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FINANCIAL CONDITION (Continued) : ' : :

comply with lending restrictions. Commercial, commercial real estate and multi- famlly residential loans including related
construction loans, decreased $21.6 million, or 17.6%, and totaled $101.3.million at December 31, 2012." The decrease was
primarily in commercial real estate loan balances, including related construction loans, which decreased $15.5 million, or
22.2%, due to principal repayments and payoffs in excess of current year originations and $1.5 million in charge-offs related
‘to nine borrowers: Construction loans on commercial real estate properties totaled $14,000 at December 31, 2012. There .,
were no construction loans at December 31, 2011. Commercial loans decreased by $586,000; or. 2.3%, due to principal
repayments and payoffs in excess of current year originations. Multi-family residential loans decreased by $5.6 million, or
- 20.6%, primarily related to principal repayments and payoffs in excess of current year originations and $796,000 in charge-
offs related to one borrower.: Single-family residential- mortgage loans totaled $43 million at December-31,2012 and .
increased $24.8 million, or 136.4%, from $18.2 million at December 31,2011, The increase in single-family residential
mortgage loans was primarily due to the Mortgage Purchase Program associated with- Northpointe Bank.- There were no
single family construction loans at December 31, 2012 or December 31, 2011. Consumer loans totaled $13.9 million at
December 31, 2012 and decreased $2.2 million, or 13.7%, due, primarily to repayments of home-equity lines of credit. See
Note 4 - Loans for-additional information on loans and the Northpointe Mortgage Purchase Program

Allowance for loan losses (ALLL). The ALLL totaled $5.2 million at December 31, 2012 and deereased $873,000, or
14.3%, from $6.1 million at December 31, 2011. The decrease in the ALLL was due to the charge-off of certain :
nonperforming loans, a 23.4% decrease in nonperforming loans, a 42.7% decrease in past due loans-and a 31.2% decrease in
criticized and classified loans during the year ended December 31, 2012. The ratio of the ALLL to total loans was 3.31% at
December 31, 2012, compared to 3.89% at December 31, 2011. The decrease in the ratio of nonperfonmng loans to total
loans was due to a decrease innonperforming loans ‘ «

The ALLL for the commercwl real estate loan segment of the 16an,portfolio totaled $1.95 million at December 31, 2012 and
increased $83,000, or 4.5%, from $1.86 million at December 31, 2011. The increase in the ALLL for this segment of the
portfolio was due t0 a 22.2% decrease in overall commercial real estate loan balances offset by the 45. 9% increase in non-
performing commercial real estate loans, and a 220% increase in past due commere1a1 real estate loans durmg the year ended
December 31, 2012 o :

The ALLL is a valuatrqn allowance for probable incurred credit losses. The ALLL methodology-is designed as-part of a-
thorough process that incorporates management’s current judgments about the credit quality of the loan portfolio into a s
determination of the-ALLL in accordance with generally accepted accounting principles and supervisory guidance.
Management analyzes the adequacy of the ALLL quarterly through:reviews of the loan portfolio, including the nature and.
volume of the loan portfolio and segments of the portfolio; industry and loan concentrations; historical loss experience; .
delinquency statistics and the level of nonperforming loans; specific problem loans; the ability of borrowers to meet loan
terms; an evaluation of collateral securing loans and the market for various types of collateral; various collection strategies; .-
current economic conditions, trends and outlook; and other factors that warrant recognition in providing for an adequate
ALLL. Based on the variables involved and the significant judgments management must make about outcomes that are
uncertain, the determination of the ALLL is considered to be a critical accounting policy. See the section. titled “Critical.
Accounting Policies” for additional discussion. :

* The ALLL consists of specific,and general components. The specific component relates to loans that are individually
classified as impaired.” A loan is impaired when, based on current information and events, it is probable that CFBank will be
unable to collect all amounts due according to the contractual terms of the loan agreement. Loans of all classes within the
commercial, commercial real estate:and multi-family residential loan segments, regardless of size, and loans of all other ,
classes over $500,000 are individually evaluated for impairment when they are 90 days past due, or earlier than 90 days past .
due if information regardlng the payment capacity of the borrower indicates that payment in full according to the loan terms
is doubtful. Ifaloans impaired;-a portion of the allowance is allocated so that the loan is reported, net, at the present value
of estimated future cash flows using the loan’s existing rate, or at the fair value of collateral, less costs to sell,.if repayment is.
expected solely from the collateral. Large groups of smaller balance loans, such as consumer and single-family residential
real estate loans, are collectively evaluated for impairment, and accordingly, they are not separately. identified for impairment
disclosures. Loans within any class for which the terms have been modified resulting in a concession, and for which the
borrower is experiencing financial difficulties, are considered troubled debt restructurings (TDRs) and are classified as
impaired. -See Notes 1 and 4 to our consolidated financial statements included in this,annual report for additional information
regarding the ALLL.
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Individually impaired loans totaled $9.9.million at December- 31 2012, and decreased $2.3 million, or 18. 8%, from $12. 1 P
million at December 31, 2011. The decrease was primarily due to charge-offs of $2.6 million, transfer to REO of $1.7- * |
million, and impaired‘loan pay-offs of $1.7 million off-set by $3.4 million in loans that became impaired during the year. -
The amount of the ALLL specifically allocated to-individually impaired loans totaled $830,000 at December 31, 2012, and: .-

$897,000 at December 31,201 1. Impaired collateral dependent loans were.written down to the fair value of collateral in ' -
2012 and there were no'specific valuation allowances on these loans at December 31, 2012. -
The specific reserve on impaired loans is based on management’s estimate of the present value of estimated future cash ﬂows
using the loan’s existing rate or the fair value of collateral, if repayment is expected solely from the collateral. Onatleasta’ ..
quarterly basis, management reviews each impaired loan to determine whether it should have a specific reserve or partial = . .
charge-off. Management relies on appraisals, Brokers Price Opinions (BPO) or internal evaluations to help make this
determination. Determination of whether to use an updated appraisal, BPO or internal evaluation:is based on factors
including, but not limited to, the age of the loan and the most recent appraisal, condition of the property and whether we -
expect the collateral to go through the foreclosure or liquidation process. Management considers the need for a downward-". ..
adjustment to the-valuation based on current market conditions and on management’s analysis judgment and experience.
The amount ultimately charged-off for these loans may be different from the specific reserve, ‘as the ultlmate liquidation of
the collateral and/or pro_]ected cash flows may be different from management’s estimates. S

- Nonperforming loans, Wthh are nonaccrual loans and loans at least 90 days past due but stlll accruing interest, 'decreasedg, =

$1.9 million, -or 23.4%, and totaled $6.4 million at December 31, 2012, compared to $8.3 million at December 31,:2011..The . 4

decrease in nonperforming loans was-primarily due to $2.6 million in loan charge-offs, transfer'to REQ of $1.7 million and,
to a lesser extent, loan payments and proceeds from the sale of the underlying collateral of various loans, partially offset by -
$3.5 million in additional loans that became nonperforming during 2012. The $3.5 million-in loans that became
nonperforming during 2012 were related to six commercial real estate loans which totaled $2.5 million; one multi-family - -
residential real estate loan which totaled $200,000, three commercial loans which totaled $714,000 and two single-family!.. -
loans which totaled $78,000 at December 31, 2012. The ratio of nonperforming loans to total loans totaled 4.02% at
December 31, 2012, compared to 5.28% at December 31,2011. The following table presents information regarding the
number and balance of nonperformmg loans at December 31, 2012 and December 31, 2011.

(Dollars in thousands) At December 31
2011
. Nu‘frib,e.r o o
ofloans | ~  Balance .
Commercial .t ;, a g | $ . 47
Single-family residential real estate 11 - S 136
Multi-family residential real estate 3 4,996
Commercial real estate ‘ o 2356
Home equity lines of credit 3 166 *
‘Total - 24| 8,301

Nonaccrual loans include some loans that were modlﬁed and 1dent1ﬁed as TDRs and the loans are not performing. TDRs

included in nonaccrual loans totaled $3.3 million at December 31,2012, and $3.0 million at December 31, 2011." The '

increase in TDR loans included in nonaccrual loans was prlmanly due to new TDR loans partially offset by write- offs and
" repayments with proceeds, from sales of-collateral underlymg the existing TDR loans.

Nonaccrual loans at December 31 2012 and December 31, 2011 do not include $3.7 mrlhon and $4.6 mllhon respectively,
of TDRs where customers have established a sustained perrod of repayment performance, generally six months, the loans are
current according to their modified terms and repayment of. the remaining contractual payments is expected These loans are,
included in total impaired 1oans ,

See Notes 1 and 4 to our consolidated financial statements included in this annual report for add1t10na1 1nformat10n regardlng
impaired loans and nonperforming loans.
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" The general component of the ALLL covers loans not classified as 1mpa1red and is based on hlstorlcal loss experlence
adjusted for current factors. - Current factors considered-include, but ‘are not limited to: ‘management’s oversight of the
portfolio, including lending policies and procedures; nature, level and trend of the portfolio, including past due and .
nonperforming loans, loan concentrations, loan terms and other characteristics; current economic conditions and outlook;

collateral values; and other items. The general ALLL is calculated base‘d on CFBank’s loan balances and actual historical
payment default rates for individual loans with payment defaults. For loans with no actual payment default hrstory, industry

estimates.of payment default rates are applled based on the applrcable property types in the state where the collateral is
located. Results are then scaled -based on CFBank’s internal loan risk ratings,. increasing the probability of default on loans
with higher risk ratings, and industry loss rates are applied based on loan type. Industry estrmates of payment default rates
and- 1ndustry loss rates are based on mformatlon complled by the FDIC : , ‘ :

Industry 1nf0rmat10n 18 adjusted based on management ] ]udgment regardrng items specrﬁc to CFBank and the current factors
discussed previously. The adjustment’ process is dynamic, as current.experience adds to the historical information, and -
economic conditions and outlook migrate over time. Specifically, industry information is adjusted by comparing the
historical payment default rates (CFBank historical default rates and industry estimates of payment default rates) against the-
current rate. of payment default to determine if the current level is high or low compared to historical rates, or rising or falhng
in light of the current econemic outlook. Industry information is adjusted by comparison to CFBank’s historical loss rates;
including its ohe year loss rate, as.well as the trend in.those loss rates, past due, nonaccrual, criticized and classified loans:
This adjustment process is performed.for each segment of the portfolio. The following portfolio segments have been -+
identified: commercial loans; single-family residential real estate loans; multifamily.residential real estate-loans; commercial
real estate loans; construction loans; home equity lines of credit; and other consumer:loans. These individual segments are .
then further segregated by: classes and internal loan risk ratings. See Note 4 to our consohdated ﬁnancral statements mcluded
in this annual report for addltlonal 1nformat10n ‘ - : i Cle

Management’s loan review process is an 1ntegral partof identifying problem loans and determining the ALLL. We maintain :
an internal credit rating system and loan review. procedures specifically developed as the primary credit quality. indicator-to.
monitor credit risk for commercial, commercial real estate and multi-family residential real estate loans. We analyze these
loans individually and categorize loans into:risk categories based on relevant information about the ability of borrowers. to
service their debt, such as current financial‘information, historical payment experience, credit documentation, public
information and current economic trends; among other factors. Credit reviews for these loan types are performed at least
annually, and more often for loans with higher credit risk. Loan officers maintain close contact with borrowers between
Teviews.: Adjustments to loan risk ratings are based on the reviews and at any time information is received that may-affect
-risk ratings. Additionally, an independent third party review of commercial, commercial real estate and multi-family -
residential loans, which was performed annually prior to June 2010, is now performed semi-annually. Management uses the -
results of these reviews to help determine the effectiveness of the existing policies and procedures and to provide an

. independent assessment of our 1nternal loan risk rating system. :

We have incorporated the regulatory asset classifications as a part of our credit momtormg and internal loan risk ratlng
system. In accordance with regulatrons problem loans are classified as special mention, substandard, doubtful or loss, and
the-classifications-are subject to review by the regulators. Assets designated as special mention are considered-criticized
assets. Assets designated as substandard, doubtful or loss are considered classified assets. See Note 4 to our consohdated
financial statements included in this annual report for addltlonal information regardmg descrlptrons of the regulatory asset
cla531ﬁcatrons o

The level of CFBank’s criticizéd and classified assets contlnues to be negatively lmpacted by the duratlon and lmgerlng
nature of the current recessionary economic environment and its continued detrimental effects on-our borrowers, including
deterioration in client business performance, declines in borrowers’ cash flows and lower collateral values. The levels of
criticized and classified assets decreased in 2012." Loans classified as specral mention decreased $3.2 million, or 19.6%, and
totaléd $13.0 million at December 31, 2012, compared t6 $16.2 million at Décember 31, 2011."Loans classified as
substandard decreased $9.4 million, or 37.5%, and totaled $15.7 illion at December 31, 2012, compared to $25.1 million at
December 31, 2011. No loans were classified as doubtful at December 31, 2012, doubtful loans totaled $407,000at
December 3l, 2011. No loans were classified as loss at either date. The decrease in loans classified as special mention and -
substandard was due to principal repayments and payoffs since December 31, 2011 and, to"a lesser extent, chargé-offs of
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FINANCIAL CONDITION (Contmued) o R s :
$2.6 million. ‘See Note 4 to our consolidated ﬁnancral statements 1ncluded in this annual report for add1t10nal mformatlon
regardmg risk classrﬁcatlon of loans. : o v j
In addmon to credit momtoring through our internal loan risk rating system, we also'monitor past-due information for all:loan
segments. Loans that are not rated under our internal credit rating system include groups of-homogenous loans; such as "
single-family residential real estate loans and consumer loans The pr1mary credlt 1ndrcator for these groups of homogenous

- loans is past due 1nformatlon ir Fig

Total past due loans decreased $2. 4 million, or 42. 7%, and totaled $3. 2 m1111on at December 31,2012, compared to $5 6k G

million at December 31; 2011. Past due loans totaled 2.0% of the loan portfolio at December 31, 2012, .compared to 3.5%at -
December 31, 2011. The decrease was prlmarlly due to lower delinquency rates.in the multi- famrly loan segment partrally :

offset by an increase in delmquency rates in the commercial, commerc1al real estate s1ngle -family and consumer loan b
segments See Note 4.to our consolrdated ﬁnanc1al statements for addmonal information regardmg loan delmquenc1es AR

¥

All lendmg act1V1ty mvolves I‘lSk of loss Certain types of loans, such as optlon adjustable rate mortgage (ARM) products
. junior lien mortgages, high loan-to-value ratio mortgages, interest only loans, subprime loans-and loans with initial teaser

* " rates, can have a greater risk of non-collection than other loans. CFBank has not engaged in subprime lending, used option

ARM products or- made loans with 1n1t1al teaser rates. Informatlon about _]ul’llOI‘ lien mortgages and high loan—to—value ratlo '
mortgages is set forth below. 3 o . . o .

Unsecured commercial loans may present a higher risk of non-collection than secured commercial loans. Unsecured

commercial loans totaled'$1.4 million, or 5.3% of the commetcial loan portfolio, at December31, 2012. The unsecured
loans are primarily lines of credit to small businesses in CFBank’s market area and are guaranteed by'the small business’
owners. At December 31, 2012 none of the unsecured loans were 30 days or more delmquent : l ‘

One of the more notable recessionary effects nationwide has been the reduction in real estate values: Real estate Values in-
Ohio did not experience the dramatic increase prior to the tecession that many other parts of the country did and, as a result,
the declines have not been as significant, comparatively.. However, real estate is the collateral on a substant1al portion of the
‘Company’s:loans; and it is critical to determine the impact of any declining values in the allowance determmatlon For © .
“individual loans evaluated for impairment, current appraisals wereobtained wherever practical, or other valuation methods o
including BPOs, were used to estimate declines in value for consideration in determining the allowance. Within the real. :
" estate loan portfolio, in the aggregate, including single-family, multifamily and commercial real estatel generally at
origination, approximately 90% of the portfolio had loan-to-value ratios.of 85%of less.'Declining collateral values and a
continued adverse economic outlook have been considered in the ALLL at December 31, 2012; however sustained:~
recessionary pressure and declining real estate values in excess of management’s estimates, part1cular1y with regard to-
commercral real estate and multi-family resrdentral real estate, may expose the Company to addrtlonal losses
~ Loans that contain interest only payments may present a higher r1sk than those loans Wlth an amortlzmg payment that

includes periodic principal reductions. Interest only loans are primarily commercial lines of credit secured by business assets
.and inventory, and consumer home equity lines of credit secured by the borrower’s primary residence! ‘ Due to the !
Aluctuations in business assets and iriventory of our commercial borrowers, CFBank has increased risk due to‘a-potentiall
_-decline in collateral values without a corresponding decrease in the outstanding principal. Interest only commercial lines.of -
credit totaled $11.8 million,-or 46:4% of the commercial portfolio at December 31, 2012." Given the recessionary effects of
“the economy, as preViously discussed, the collateral that secures the home equity lines of credit'may have experienced a -
deterioration in value since the loan was originated, increasing the risk to CFBank.. Interest only hoime equity lines of credrt

totaled $10.4 mllllon or 70.0% of total home equity lines of credlt at December 31 2012

‘Home equity hnes of credit include both purchased loans and- loans we originated for our portfoho In 2005 and 2006, we
-*-purchased home equity: lines of credit'collateralized by properties located throughout the United States, including geographic
areas that have experienced:significant declines in housing values, such as California; Florida and Virginia. The outstanding
principal balance of the purchased home equity lines of credit totaled $2.2 million at December 31,2012, and $1.1 million; or
50.7%, of the balance is collateralized by properties in these states. The collateral values associated with certain loans in
these states have declined by up to-approximately 55% since these loans-were originated in.2005-and 2006 and as a result,
some loan balances exceed collateral values. There were fifieen loans with an aggregate principal balance outstanding of
$1 1 million at December 31, 2012, where the loan balance exceeded the collateral value, generally determined usmg
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FINANCIAL CONDITION (Continued) ‘ -
automated valuation methods, by-an aggregate amount-of $699,000. None of these loans was greater than 90 days delmquent
or on nonaccrual status at December 31, 2012, In spite of a continuation of the depressed:state of the housing market and
general economy, we had no new write- offs in the purchased portfolio during 2012, compared to three write-offs totaling
$241,000 in the purchased. portfolio during 2011. We continue to monitor collateral values and borrower EICO® scores-and,
when the individual loan situation warrants, have frozen the l1nes of credit. ' »

We belleve the ALLL is adequate to absorb probable 1ncurred credit losses in the loan portfoho as of December 31, 2012
however, future additions to the allowance may be necessary based on factors including, but not limited to, further

- -deterioration in client business.performance, continued or deepening recessionary economic conditions, declines in
borrowers’ cash flows and market conditions which result in lower real estate values. Additionally, various regulatory
agencies, as an integral part of their examination process, periodically review-the ALLL. Such agencies may require
additional prov1srons for loan losses based on Judgments and estimates that dlffer from those used by management oron

1nformatron ava1lable at the time of the1r Teview. Management continues to drlrgently monltor credit qual1ty mn the existing
portfolio and analyze potential loan opportunities carefully in order to manage credit risk. An increase in the AULL and. loan
losses could occur if economic conditions and factors which affect credit quality; real estate values and general business
conditions worsen or do not improve. . . _ . Coi . P

Foreclosed assets. Foreclosed assets totaled $1.5 million at 4December 31,2012, and decreased $845,000, or: 35 7%, from"
$2.4 million at December 31, 2011. The decrease was due to the sale of three pieces of comniercial real estate property
partially offset by the addition of one single family and one multi- fam1ly property

The level of foreclosed assets may increase in the future as we contmue our Workout efforts related to nonperformmg and - -
other loans with credit issues. : : :

Premises and equtpmem‘. Premises and equlpment net, totaled $5. 3 million at December 31, 2012 and decreased $217 OOO :
or 4.0% from $5.5 million at December 31, 2011. The decrease was due to current year deprecratron expense. :

Deposits. Deposits totaled $173.5 m1lllon at December 31,2012, and decreased $43. 5 million, or 20.0%, from: $217 0
‘million at December 31, 2011. The decrease was-primarily due to a $12.8 million decrease in CDARs balances and a $2.7 .
million decrease in money market.balances, $24 million decrease in certlﬁcate of deposits, and $4.2 million decrease m -
interest bearing checking. : ' < : »

Money market account balances totaled. $33 3 mrlhon at December 31, 2012, and decreased $2.7 million, or 7. 5%, from Co
$36.0 million at.December 31, 2011. The decrease was due to customers seeking higher yields than management was w1llrng; s

to offer on these funds.

Noninterest bearing checking account balances totaled $18.0 million at December 3 l 2012, and decreased $400, OOO or
2.1%, from $18.4 million at December 31, 2011. The decrease was prrmanly related to accounts closed by commercial loan ’
customers. in-connection with the payoff of their loans

Certificate of deposit account balances totaled $98.2 m1llron at December 31 2012, and decreased $36 8 million, or 27 3%,
from $135.0 million at December 31, 2011. The decrease was due to a $14.5 million decrease-in retail deposit accounts; and'.
a $22.0 million decrease in brokered deposrts Due to the low market interest rate environment, we were able to extend these -

maturities and reduce the weighted average cost of retail certificates of deposit from 1.61% at December 31,2011t 1. 51% at e

December 31, 2012. v _ _ S S ST e

CFBank is a participant in the Certrﬁcate of Deposit Account Regrstry Serv1ce® (CDARS) program, a network of banks that 1
allows us to provide our customers with FDIC insurance-coverage on certificate of deposit account balances up to $50- “
million. CDARS balances are considered brokered deposits by regulation; - Brokered deposits,.including CDARS balances, "
totaled $32.0 million at December 31, 2012, and decreased $22.0 million, or 40.8%, from $53.9 million at December 31,

2011. The decrease in brokered deposrts was based on CFBank’s focus on increasing its retail deposits. We expect brokered
deposits to continue to decrease as a result of CFBank’s current focus on retail deposits. See the section trtled “L1qu1d1ty and' i
Capital Resources” for add1t10nal information regarding regulatory restrictions on brokered- deposrts i
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Customer balances in the CDARS program totaled $4.2 million at December 31; 2012 and decreased: $7 8 mllhon or 65. 0%,
from $12.0 million at- December 31, 2011. Since receipt of the CFBank Order in May 2011, we are prohibited from
accepting or, unt11 recently, renewing brokered deposits, 1nclud1ng CDARS balances

Interest bearmg checkrng account balances totaled $10 million at December 31 2012 and decreased $4. 2 mllhon or29. 6%,
from $14.2 mllhon at December 31, 2011.

Savings account balances totaled $14.0 mrlhon at December 31, 2012 and 1ncreased $0. 6 m11110n or 4. 5% from $13 4
million at December 31, 201 1 , . , :
Long-term FHLB advances. Long-term FHLB advances totaled $10.0 ‘million-at December 31, 2012 and decreased $5 7
million, or 36.5%, from $15.7 million at December 31, 2011, due to repayment of maturing advances. The advances were
repaid with the funds from the increase in cash and cash equrvalents and not re-borrowed in accordance with the Company’s
liquidity management program in order to maintain borrowing capacity with the FHLB. In May 201 I, CFBank was notified
by the FHLB that, due to regulatory considerations, CFBauk was only ehgrble for future advances Wrth a maximum maturity
of one year. In Aprrl 2012, CFBank was notrﬁed by the FHLB that the maximum maturity for future advances was further

reduced to 30 days. See the section trtled “quuldrty and Capital Resources ” for additional information regardlng limitations
on FHLB advances. : : ,

Subordinated debentures. Subordinated debentures totaled $5.2 million at year-end 2012 and 2011. These debentures were
issued in 2003 in exchange for the proceeds of a $5.0 million trust-preferred securities offering issued by a trust'formed by
the Company. The terms of the subordinated debentures allow for the Company to defer intérest payments for a period-not to
exceed five years. The Company’s Board ‘'of Directors elected to-defer interest payments beginning with the quarterly interest
payment due on December 30, 2010, in order to preserve cash at'the- Holding Company. Cumulative deferred interest
payments through September 30, 2012, totaling $348,000 were-paid ‘current in December 2012 with the approval of the FED.
Cumulative deferred interest payments subsequent to September 30, 2012, have been accrued-and totaled $42,300 as. of
December 31, 2012. - Curnulative deferred interest payments were at $210,000 at December 31, 2011. ‘Pursuant to the..

_Holding Company Order, the Holding Company-: may not, directly or indirectly, incur, issue; renew, rollover or pay 1nterest or

principal on any debt (including the subordinated- debentures) or commit to do so, increase any current lines of credlt 01 - . B

. guarantee the debt of any entity, without prior written notice to and writtén non- objectron from the FED o

Stockholders’ equity. Stockholders’ equity totaled $23.6 mllhon at December 31,2012, and 1ncreased $13 7 million, or :
137.8%, from $9.9 million at December 31, 2011. The increase was primarily due t0$20.3 million in net proceeds from. the ;
stock offering, partially offset by $2.2 mllhon related to redemption of the TARP obligations, $3.8 million net loss, $289; 000
in preferred stock dividends related to the TARP Capital Purchase Program attributable to the period prlor to redemptlon of
the TARP obligation and a $279,000 decrease in unrealized galns in the securities portfolio.

On August 20, 2012,» the Company announced the successful completion of its common stock offering. The Company sold
15.0 million shares of its common stock at $1.50 per share, resulting in gross proceeds of $§ 22.5 million. See Note 2 to our

s consohdated ﬁnanc1a1 statements rncluded in this report for- addrtlonal lnformatxon regarding the common stock offermg ‘

- The Holdrng Company was a participant in the TARP Caprtal Purchase Program and issued $7.2 mrlhon of the Preferredr ~
Stock to the U.S. Treasury on December 5, 2008. ‘In con_]unctron with the issuance of the Preferred Stock, the Holding -
Company also issued the U.S. Treasury a warrant to putchase 67,314 shares of the Company’s common stock at an exermse '
price of $16.10:per share. The Company’s participation in this program was retired on September 26, 2012 via a payoff =
agreement with the Treasury Department:whereby. the holding Company utilized $3:0 million of the proceeds from its
common stock offering to redeem the TARP obligations. See Notes 17 and 18 to our consolidated financial statements

-included in this annual report for additional information regardmg the status of'the terminated TARP Preferred Stock and
Common Stock Warrant program.

COMPARISON OF RESULTS OF OPERATIONS FOR 2012 AND 2011 o

General. Net loss totaled $3.8 million for the year ended December 31, 2012. The discount on redemptron of the TARP -
obligations increase earnings available to common stockholders by $5. 0 million; which resulted in $.14 earnings per diluted
common share despite the net loss for the year ended December 31, 2012. The net loss for the year ended December 31,
2011, totaled $5.4 million or $(7.09) per diluted commion share.
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COMPARISON OF RESULTS OF OPERATIONS FOR 2012 AND 2011 (Continued) -

The $1.1 million provision for loan losses in 2012 reflected adverse economic conditions which contlnued to. have a negatwe
effect on loan performance and resulted in continued high levels of nonperforming loans and loan charge-offs. :
Nonperforming loans totaled $6.4 million,.or 4:02% of total loans at year-end 2012, compared to $8.3 million; or 5 28% of
total loans at year-end 2011. Net loan charge-offs totaled $2.0 million, or 1.43% of average loans for the year ended
December 31, 2012, compared to $7.0 million, or 4.14% of:average loans for the year ended December 31, 20117 .

Thé net loss in 2012 decreased $1.7 million compared to the net loss in 2011 due to a $2.2 million decrease in the provision
for loan losses and a $1.1 million decrease in noninterest expense, partially offset by a $1.5: mrllron decrease in net interest-
income and a $118,000 decrease in other noninterest i income. : ’

The decrease in the provision for loan losses durlng 2012 was due to a decrease in nonperforming loans, classrﬁed and v
criticized loans, past due loans and overall loan portfoho balances compared to 2011. The decrease in net interest income 1n
2012 was dueto a decrease in net interest margin, which was negatively affected by the level of on-balance- sheet liquidity
during the year, which was invested in low- -yielding overnight investments, and a decrease in the.average balance of loans
outstanding as compared to 2011 The decrease in nomnterest income in.2012 was primarily due to a decrease in net; gams
on sales of securities. The decrease in noninterest expense was pr1mar1ly related o the reductron of profess1onal fees
expenses related.to problem assets, FDIC premiums and franchise taxes. . : ‘ '

Net interest income. - Net interest income is a significanit component of net income, and consists of the difference between
interest income generated on interest-earning assets and interest expense incurred on interest-bearing liabilities. 'Net interest -
income is primarily affected by the volumes,.interest rates and composition of interest-earning assets and interest-bearing * - -
liabilities. The tables titled “Average Balances, Interest.Rates and Yields " .and “Rate/Volume Analysis of Net Interest
Income”. provide important information-on factors 1mpact1ng net interest income and should be read in conjunctron with this.
discussion of net interest income.

Net interest margin decreased to 2. 22% during 2012, Compared to 2.44% durmg 201 1 The decrease in margrn was due to a.
larger decrease in the yield on interest-earning-assets than-in the'cost of 1nterest-bear1ng liabilities. Yield on average:interest-,
earning assets decreased 35 basis points (bp) in 2012 due to a decrease in hrgher—yreldrng loan and securities balances and an
increase in lower-yielding other earning asset balances primarily short-term cash investments that resulted from the increase:

in on-balance-sheet liquidity in 2011. .Cost of average interest- bearrng liabilities decreased 10 bp pr1marrly duetoa decrease e

in deposit costs, which reflected the siistained low market interest rate environment and lower deposit pricing in 2012,.and a
decrease in the average balance of FHLB advances and other borrowmgs

Addmonal downward pressure on net interest rnargm could occur 1f the level of short-term cash 1nvestments remain at the
~ current high level or increases, loan balances continue to decrease, nonperforming loans increase, downward repricing on
existing interest-earning assets and new. loan production caused by sustained low market interest rates continues, or the: -
opportunity to decrease funding costs is unavarlable

Net interest income decreased $1.5 million, or 25.0%, to $4.6 million in 2012, compared to $6.2.million in 2011. The
decrease was due to a 24.7% decrease in interest income, partially offset by a 24.3% decrease in interest expense. Interest
income decreased.due to a decrease in both the average yield and average balance of interest-earning assets. The average,

yield on interest-earning assets decreased to 3.48% in 2012, from 3.82% in 2011. The decrease in average yield on interest-
earning assets was due to-a loan mix and loan repricing. Average interest-earning assets decreased $44.6 million'in 2012. .
The decrease in average interest-earning:assets was due to a decrease in loan and'securities balances. Interest expense
decreased due to-a decrease in both the average cost and average. balance of interest-bearing liabilities. The average cost of
interest-bearing liabilities decreased to 1.37% in 2012, from 1.47% in.2011. The decrease in average cost of interest-bearing.
liabilities was due to the sustained low market interest rates and reduced deposit pricing-in the current year. Average interest-
bearing liabilities decreased $44.8 million in 2012. The decrease in average interest-bearing liabilities was prrmarrly duetoa. -
decrease in deposits, and to a lesser extent, a decrease in FHLB advances and other borrowrngs : §

Tniterest income decreased $2.4 million, or 24.7%, to $7.3 million in 2012, compared to $9.7 million in 2011. The decrease in.
interest income was due to a decrease in income on toans and securities, partially oftset by an increase in interest 1ncome on..
other interest earning assets. ‘
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Interest income on loans decreased $2.2 million; or 24.5%, to $6.8 million in 2012, compared to $9.0 m1lhon in 2011 The
decrease in interest income on loans was due to both a decrease in average yield on loans and average loan balances. The
average yield on loans decreased 24 bp to 5.06% in 2012, compared to 5.30% in 2011.. The decrease in the average yield on-
loans was due to a decrease in loan balances with rates hlgher than current market rates due to repayments lower market
interest rates on new ongmatlons - ol

Interest income on securities decreased $204,000, or 48 3%, to $218,000 in 2012 compared to $422 000 in 2011 The
decrease in interest income on securities was due to a decrease in both the average yield on securities and:the average ‘balance
of securities. The average yield on securities decreased 53 bp to 1.28% in 2012, compared to 1.81% in 2011. The decrease
in the average yield on securities was due to repayments on higher-yielding securities and securities purchases at lower
market interest rates. The average balance of securities decreased $7.3 million and totaled $16.6 million in 2012, compared
to $23.9 million in 2011. The decrease in the average balance of securities was due to sales, maturities and repayments in’
excess of purchases. '

Interest income on Federal funds sold and other earning assets increased $17,000, or 11.2%, to $169,000 in 2012, compared
to $152,000 in 2011. The increase in income was due to an increase in the average balance of these other earning assets
associated with the increase in on-balance-sheet liquidity. The average balance of other earning assets decreased $2.0
million, or 3.5%, to $55.8 million in 2012, from $57.8 million in 2011.

Interest expense decreased $845,000, or 24.3%, to $2.6 million in 2012, compared to $3. 5'million in 2011. The decrease in
interest expense was due to a decrease in lower deposit balances primarily CDARS and brokered CDs and due to repayment
of advances in 2012.

Interest expense on deposits decreased $672,000, or 24.2%, to $2.1 million in 2012, compared to $2.8 million in 20 11. The
decrease in interest expense on deposits was due to a decrease in the average cost of deposits, and-a decrease in average

deposit balances. The average cost of deposits decreased 10 bp, to 1.20% in 2012, compared t0 1.30% in 2011. The decrease. - -

in the average cost of deposits was due to sustained low market interest rates and reduced deposit pricing. Average deposit
balances decreased $37.9, or 17.74%, to $175.8 million in 2012, compared to $213.8 million in 2011. The decrease in
average deposit balances was primarily due to an decrease in certificate of deposit account balances, and, to a lesser extent,
interest bearing checking and money market account balances. Management used certificate of deposit accounts, including.
brokered deposits, as one of CFBank’s asset/liability management strategies to build on-balance-sheet liquidity and lock-in
the cost of longer-term liabilities at low market interest rates prior to receipt of the CFBank Order in May 2011. Brokered
deposits generally cost more than traditional deposits and can negatively impact the overall cost of deposits. The average
cost of brokered deposits increased 9 bp to 1.84% in 2012, from 1.75% in 2011, and was higher than the average cost of

- deposits in both years. Average brokered deposit balances decreased $21.8 million, or 34.4%, to $41.5 million in 2012 from . -
$63.2 million in 2011." The decrease in average brokered deposit balances was due to maturities after receipt of the CFBank
Order that were not replaced due to the prohibition-on acceptance and renewal of brokered deposits. See the section titled
“Financial Condition - Deposits” for further information on brokered deposits, and the section titled “Liquidity and Capital
Resources” for a discussion of regulatory restrictions on CFBank’s use of brokered deposits.

Interest expense on FHLB advances and other borrowings, including subordinated debentures, decreased $173,000, or 24.8%,
to $525,000 in 2012, compared to $698,000 in 2011. The decrease in interest expense on FHLB advances and other ’ '
borrowings, including subordinated debentures, was primarily due to a decrease in the average balance of these borrowings,

. and, to a lesser extent, an increase in the average cost of borrowings. The average balance of FHLB advances and other -
borrowings, including subordinated debentures, decreased $6.9 miilion, to $16.7 million in 2012, compared to $23.6 million
in'2011. The decrease in average balances was due to the repayment of FHLB advances with funds from the increase in cash
and cash equivalents. The average cost of FHLB advances and other borrowings, including subordinated debentures,
increased-19 bp, to 3.14% in 2012, compared to 2.95% in 2011. The increase in average cost of borrowing was due to
maturities of lower cost advances, partially offset by higher short-term 1nterest rates that increased the cost associated with
the subordinated debentures in 2012.

. Provision for loan losses. The provision for loan losses totaled $1.1 million in 2012, and decreased $2.2 'million, compared
~ to $3.4 million in 2011. The decrease in the provision for loan losses in 2012 was due to a 23.4% decrease in nonperforming
loans, a 31.1% decrease in classified and criticized loans, a 42.7% decrease in past due loans and a .6% increase in overall
loan portfolio balances compared to 2011. The level of the provision for loan losses dunng 2012 and 2011 was prlmarlly a
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result of adverse economic conditions in our market area that continue to negatively impact our borrowers, our loan
performance and our loan quality. See the sectlon titled “Financial Condltlon Allowance for loan losses” for additional
information. : ‘ : :

Net charge -offs totaled $2.0 million, or 1.49% of average loans, in 2012, comparefl to'$7.0 million, or 4.14% of average
loans, in 2011. The decrease in net charge-offs in 2012 was primarily in the multi-family residential real estate loan portfolio
and, to a lesser extent, the commercial-and commercial real estate portfolios. The followmg tablewpresents mforma‘uon
regarding net charge offs for 2012 and 2011. o - PR .
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@ollars in thousands)
‘ | ' 2011
Commercial o $ 1,082
“Single-family residential real estate 117
Multi—family residential real estate "3,158 i
Commercial real estate 2,450:‘.”: ,'
Home equity lines of credit" 214
Other consumer loans ; 5 ‘
Total $ . 7, 026

Nomnterest income. Noninterest income totaled $1 .0 mrllron and decreased $1 18 000 or 10 5%, in 2012 compared to $l 1
million in 2011. The decrease in noninterest income was primarily due to 4-$210,000 decrease in net gains on sales of :
securities and a $26,000-decrease in service charges on deposit accounts partially offset by a $l 10;000 increase in net gains
on sales of loans.

Net gains on sales of securities totaled $l43 000 and decreased $210,000, or:5v9 5%, in 2012 compared to $353,000 in 2011.
The decrease in gains on sales of securities was primarily due to a $10.1 million decrease in securities sold: Securities sold
totaled $2.1 mllhon in2012, compared t0 $12.2in 2011.

Net gains on sales of loans totaled $404,000 and increased $110,000, or 37.4%, in 2012 compared to $294,000 in 2011.- The
. increase in net gains on sales of loans in 2012 was due to improved pricing. - Originations totaled $30.5 million in 2012, and
decreased $5.6 million, or 15.5%, compared to $36.0 million in 2011. The decrease in originations was partially due to -
having fewer mortgage loan originators during most of 2012. The number,of originators has started to increase as a result of
the capital raise and the resultmg plan to increase loans and- mortgage productron As a result galns on sales of loans should
increase. : : . ;

Noninterest expense. Noninterest eXpense decreased $1.1 million, or 11.5%, and totaled $8.3 million in 2012, compared to
© $9.4 million in 2011. The decrease in noninterest expense was primarily due to decreases in foreclosed assets expense, FDIC
premmms franchise taxes, professronal fees, advertising and promotron and deprec1at1on expense :

Foreclosed assets expense totaled $652,000 in 2012, compared to $l .2 million in 2011 The decrease was pr1mar11y related to
$329.000: garn on sales of REO propert1es and lower write-downs. expenenced in2012.

Occupancy and equipment expense decreased $9 000,.or. 3 24%, and totaled $269 OOO in 2012 compared to’ $278 000 in
2011. The decrease was primarily related to a decrease in common area maintenance expense

Director fees.decreased $62,000, or 34. 3%, and totaled $119,0001 in 2012, compared to $181 OOO in 2011. . The decrease was |
primarily related to the suspense of director fees for the last quarter of 2012.. v .

FDIC premiums decreased $124,000, or 18.1%, and totaled $563 000 in. 2012 compared to $687, 000 in 2011 The decrease
was primarily related to-a lower assessmernt base ( . s ‘,

’Regulatory assessment decreased $25, 000 or. 14 9%, and totaled $l43 000 in 2012 compared to $l68 000 in 2011 The
~ lower assessment was.primarily related to lower total assets in 2012, : o

Other msurance increased $18 000, or 13. 3%, and totaled $153 OOO in 2012 compared to. $l35 000 in 2011 The increase
was primarily related to higher premiums resulting from CFBank’s financial performance and regulatory-issues. . -

Salaries and ernployee benefits decreased $137,000, or 3. 4%, and totaled $3.9 mrlhon in 2012, compared to $4 0 millionin - - -
2011 The decrease was primarily related to lower compensation costs due to lower staffing levels in the’ curr_ent year. -
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COMPARISON OF RESULTS OF OPERATIONS FOR 2012 AND 2011 (Continued) S
Data processing expense increased $19,000, or 3.3%, and totaled $588,000 in 2012, compared to $569,000 in 2011 The ’
increase was primarily due to a one time 1mplementat1on fee for a new product. :

Franchise taxes decreased $34,000 or 13.4%, and totaled $219 000 in 2012; compared to $253, OOO in 2()11 The decrease
was due to lower equity at CFBank at December 31, 2011, which is the basis for 2012 state franchise taxes.

Professional fees decreased $84,000, or 8.9%, and totaled $860 000 in 2012, compared to $944,000 in 2011 The decrease -
was primarily related to lower legal fees associated with regulatory issues offset by an increase in Registrar and Transfer fees

related to the reverse stock split. Corporate and regulatory legal fees decreased $125,000, or 74.9%, and totaled $42,000 in
2012 compared to $167, 000 in 2011. Management expects legal fees related to corporate and regulatory matters to cont1nue
at this level. ,

Advertising and promot1on decreased $7,000 or 18.9%, and totaled $30,000 in 2012, compared to $37,000 in 2011. The :
decrease was due to management’s decision to reduce expendrtures for these items in the current year.

Depreciation expense decreased $l47 000; or 38:3%, and. totaled $237,000 in 2012 compared to $384 000 in 2011 The
decrease was due to a number of assets being fully deprec1ated at December 31, 2011. ~

The ratio of noninterest expense to average assets 1ncreased t0 3.62% in 2012, from 3.43% in 2011. The efficiency ratio
increased to 137.98% in 2012; from 117.62% in 2011 due‘to a decrease in net 1nterest income and non1nterest income
(excluding gains on sales of securities) in 2012.

Income taxes. The Company recorded a deferred tax valuation allowance which reduced the deferred tax asset to zero "
beginning in 2009 and continuing through the year ended December 31, 2012, As such, there was no income tax beneﬁt ‘
recorded for the year ended December 31, 2012. . Lo

COMPARISON OF RESULTS OF OPERATIONS FOR 2011 AND 2010 ! T '
General. Net loss totaled $5.4 million, or $7.09 per diluted common share, in' 2011, compared to a net loss of $6 9 mrlllon :
or $8.85 per diluted common share, in 2010. The net loss for 2011 was primarily due to a $3.4 miillion provision for loan
losses and $1.2 million in foreclosed assets expense. The net loss for 2010 was prrmarrly related to an $8.5 mrlllon prov151on
for loan losses ' v Co : :

The $3.4 million provision for loan losses in 2011 reflected adverse economic conditions which continued to have a negative
effect on loan performance and resulted in continued high levels of nonperforming loans and loan charge-offs. '
Nonperforming loans totaled $8.3 million, or 5.28% of total loans at year-end 2011, compared to $10.1 million,or 5: 02% of
total loans at year-end 2010. Net loan charge-offs totaled $7.0 million, or 3.97% of average loans for the'year ended: - .
December 31, 2011, compared to $5.8 million, or 2.63% of average loans for the year ended December 31, 2010.° Foreclosed

~ asset expense mcluded a $1.1 million charge in 201 I related to a commerc1al real estate property held in foreclosed assets, as'
discussed previously. . - : N

The net loss in 2011 decreased $1: 4 million compared to t the net loss in-2010:due-to'a $5. { million decrease in the provision
for loan losses, partially offset by a $2.2 million decrease in net intefest income, a $671,000 decrease in other nonmterest
income and a $919 000 1 increase in nomnterest expense

The decrease in the provision for loan losses during 2011 was due to a decrease in nonperforming loans, classified and-
criticized loans, past due loans and overall loan portfolio balances compared to 2010. The decrease in net interest indome-in -
2011 was due to a decrease in net interest margin; which was negatively affected by the level of on-balance-sheet liquidity; "»‘\;i:;'
which was invested in low-yielding overnight investments, and a decrease in'the average balance of loans outstanding as '
compared to 2010. The decrease in other noninterest income in 2011 was prlmarlly due to a decrease in net gains on sales of
loans which resulted from lower loan product1on than in 2010. The increase in nonrnterest expense was primarily relatcd to
the $1.1 million charge on foreclosed assets : ' ST

" Netinterest income. “Net interest income is a significant component of net income, and consists of the difference between =
interest income' generated on interest-earning assets and interest expense incurred on interest-bearing liabilities. Net interest
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COMPARISON OF RESULTS OF OPERATIONS FOR 2011 AND 2010 (Continued) « _ d
income is primarily affected by the volumes, interest rates and composition of interest-earning assets and-interest-bearing
liabilities.- The tables titled “Average Balances, Interest Rates and Yields” and “Rate/Volume Analysis of Net Interest. »

Income” provide important information on factors 1mpact1ng net mterest income and should be read in COIl_]uIlCtIOIl with this
drscussron of net 1nterest income. : '

Net interest margin deécreased to 2.44% ‘during 2011, compared to 3.18% during 2010. The decrease in margin was:due to a
larger decrease in the yield on interest-earning assets than in the cost of interest-bearing liabilities: Yield on average intefest-
earning assets decreased 94 basis- pomts (bp) in' 2011 due to a decrease in higher-yiélding loan and securities balances and an: -
increase in lower-yielding other earning asset balances, primarily short-term cash investments that resulted from the increase

-~ in on<balance-sheet liquidity in 2011. Cost of average interest-bearing liabilities decreased 26 bp prlmarlly due:to a decrease

in deposit costs, which reflected the sustained low market interest rate environment and lower-deposit pricing in-2011, add a
decrease in'the-average balance of FHLB advances and:other borrowings.- Additional downward pressure.on net interest!
margin could occur if the level of short-term cash investments remain‘at the current high level or increases, loan balances. :
continue to decrease, nonperforming loans increase, downward repricing on existing interest-earning assets and new 1oan
production caused by sustained low market interest rates continues, or the opportunlty to decrease funding costs is
unavarlable o s

Net interest income decreased $2.2 million, or 26 7%, to $6 2 million in 2011, compared to $8 4 m11110n in 2010 The
decrease was due to a 23.5% decrease in interest income, partially offset by a 16.9% decrease in interest expense.” Interest
income decreased due to a decrease in both the average yield and average balance of interest-earning assets. -The average -
yield on interest-earning assets decreased to 3.82% in 2011, from 4.76% in 2010. The decrease in average yield on interest-
earning assets was due to a decrease in average loan and securities balances and an'increase in‘other earning asset balances, - -
primarily cash provided by the in¢rease in on-balance-sheet liquidity, which generates lower yields than loans. Average
interest-earning assets decreased $12.4 million in 2011. The decrease in average interest-earning assets was due-to a decrease
'in loan and securities balances, partially offsct by an increase in other interest earning assets, primarily cash. Interest expense
decreased due to a decrease in both the average cost and average balance of interest-bearing liabilities. The average cost of
interest-bearing liabilities decreased to 1.47% in 2011, from 1.73% in 2010. -The decrease in-average cost of interest-bearing:
liabilities was due to the sustained low market interest rates and reduced deposit pricing in the current year. Average interest:
bearing liabilities decreased $4.8 million'in 2011: The decrease in average interest-bearing habrhtles was prlmarlly due toa
decrease in FHL.B advances and other borrowings, partially offset by an increase.in deposits. - :

Interest income decreased $2.9 million, or 23.5%, to $9.7 million in 2011, compared to $12.6 million in 2010 The decrease .
in interest income was due to a decrease in income on loans and securities, partlally offset by an increase in 1nterest income
on other interest earning assets. . |

Interest income on loans decreased $2.8 million, or 23:8%, to $9.0 million in 2011, compared-to $11.8 million in 2010. The : -
decrease in interest income on loans was due to both a decrease in average yield on loans and average loan balances. The .
average yield on loans decreased 20 bp.t0°5:30% in 2011, compared to 5.50% in 201‘0.4 The decrease in the average-yield on .
loans:was due to a decrease in loan balances with rates higher than current market rates due to repayments, lower market * -
interest rates on new originations, redeployment of funds from loan repayments into other assets and downward repricing on
adjustable-rate loans. Average loan balances decreased $44.9 million, or 20.9%, and totaled $169.8 million in 2011,

compared to $214.7 miillion in 2010. The decrease in average loan balances was due to $7.5. mrlhon in loan write-offs and.
principal repayrnents and loan payoffs greater than new loan 0r1g1nat10ns :

Interest income on securities decreased-$236,000, or.35.9%; to. $422 000 in: 201 1 compared to $658 000 in 2010 The
decrease in interest income on securities was due to a decrease in both the average yield on securities and the average balance
of securities. - The average yield on securities decreased 88 bp to 1.81% in 2011, compared to 2.69% in 2010. The decrease
in the average yield on securities was due torepayments on higher-yielding securities and securities purchases at lower - -
market interest rates. The average balance of securities decreased $1.3 million and totaled $23.9 million in 2011, compared
to $25.2 million in 2010. The decrease in the average balance of securities was due to sales, maturities and repayments in
excess of purchases.

Interest income on Federal funds sold and other earning assets increased $91,000, or 149.2%, to $152,000 in 2011, compared
to $61,000 in 2010. The increase in income was due to an increase in the average balance of these other earning assets
associated with the increase in on-balance-sheet liquidity. The average balance of other earning assets increased $33.8
million, or 141.1%, to $57.8 million in'2011, from $24.0 million in 2010.
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Interest expense decreased $705,000, or 16.9%, to $3.5 million in 2011, compared to.$4.2 million in 2010. The decrease in:
interest expense was due to a decrease in the average cost of deposits and a decrease in both the average cost and average’
balance of borrowings, partially. offset by an increase in average deposit balances.

Interest expense on deposits decreased $538,000, or 16.2%,' to $2.8 million in 2011, compared to.$3.3 million-in 2010. The
decrease in interest expense on deposits was due to a decrease in the average cost of deposits, partially offset by an increase . -
in average deposit balances. The average cost of deposits decreased 26 bp, to 1.30% in 2011, compared to 1.56% in 2010: .
The decrease in the average cost of deposits was due to sustained low: market interest rates and reduced deposit pricing. .
Average deposit balances increased $810,000, or .4%, to $213.8 million in 2011, compared to $213.0 million in 2010. The.
increase in average deposit balances-was primarily due to an increase in certificate of deposit account-balances, and, to-a
lesser extent, interest bearing checklng account and savings account balances, partially offset by a decrease in money, market
account balances. Management used certificate of deposit accounts, including brokered deposits; as one of CFBank’s
asset/liability management strategies to build on-balance-sheet liquidity and lock-in the cost of longer-term liabilities at low
market interest rates prior to receipt of-the CFBank-Order in May 2011. Brokered deposits generally cost more than
traditional deposits and can negatively impact the overall cost of deposits. The average cost.of brokered deposits decreased
22 bpto 1.75% in 2011, from 1.97% in 2010, and was higher than the average. cost of:deposits in both years. Average °
brokered deposit balances decreased $6:4 million, or 9.2%, to $63.2 million in 2011 from $69.6 million in 2010. The
decrease in average brokered deposit balances was due to maturities after receipt of the CFBank Order that were not replaced
due to the prohibition on acceptance and renewal of brokered deposits. See the-section titled “Financial Condition - -
Deposits” for further information on brokered deposits, and the section titled “L1qu1d1ty and Capltal Resources” for a
discussion of regulatory restrictions on. CFBank’s use of broketed depos1ts

Interest expense on FHLB advances and other borrowmgs, including subordinated debentures, decreased: $167,000, or.19.3%,
to $698,000in 2011, compared to $865;000 in 2010. The decrease in interest expense on FHLB advances and ‘other -
borrowings, including subordinated debentures, was primarily due to a decrease in the average balance of these borrowings,
and, to a lesser extent, a decrease in the average cost of borrowings. The average balance of FHLB advances and-other
borrowings,:including subordinated debentures, decreased $5.7-miltion, to $23.6 million in 2011, compared: 10 $29.3 million -
in 2010. The decrease in average balances.was due to the repayment of FHLB advances with funds from the-increase in-cash
and cash equivalents. The average cost of FHLB advances and other borrowings, 1nc1ud1ng subordinated debentures,
decreased 1 bp,:to 2. 95% in 2011, compared-to 2.96% in 2010. The decrease'in average cost was due to maturities of higher
cost advances, partially offset by hlgher short-term interest rates that 1ncreased the cost assoc1ated with the subordinated
debentures in:2011. : :

Provision for loan losses. The provision for loan losses totaled $3.4 million in 2011, and decreased.$5.1 million,.compared
to $8.5 million-in 2010. The decrease in the provision for loan losses in 2011 was due to a 17.5% decrease in nonperforming
loans, a 15.9% dectease in classified and criticized loans, a-32.9% decrease in past due loans and a 21.6% decrease in overall
loan portfolio balances compared to 2010. The level of the provision for loan losses during 2011 and 2010 was primarily a*.
result of adverse economic conditions in-our market area that continue to negatively impact our borrowers, our loan
performance and our loan quality.-See-the section titled “Financial Condition — Allowance for-loan losses” for additional
information.: ‘ ; VLo Lo : :

Net: charge offs totaled $7.0 million, or.3.97% of average loans, in 2011, compared to $5.8 million, or 2.63% of average
loans, in 2010. The increase in net charge-offs in 2011 was primarily in the multi-family residential real estate loan portfolio,
partially offset by a decrease in.net charge-offs in the commercial, commercial real estate and home equity lines of credit
portfolios. ‘ The increase.in net charge-offs resulted from our-ongoing loan workout efforts and were primarily related to sales
of the underlying collateral. The increase in net charge-offs did not result in an increase in the provision for loan losses due-
to the decrease in nonperforming loans, classified and criticized.loans, past due loans and.overall loan portfoho balances. The
following table presents 1nformat10n regarding net charge-offs for 2011 and 2010. - S
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(Dollars in thousands)

- e _ o , 2011 ' 2010
Commercial g o - _’ ‘ ‘ $ - 1,082 | §.. 1,549
Single-family residential real estate . R 7 118
Multi-family residential real estate o . S ";"3,158 o o203
Commercial real estate ‘ \ . h U 2,450 S 3,046;
Home equity lines of credit o _ : v S . 214 : 820 -
Other consumer loans *.~ = - o - 3 - 4
Total . T $ 702 |8 5810

Noninterest income. Noninterest income totaled $1.1 million and decreased $67 1, 000 or 37 4%, i 2011, compared to $l 8
million in 2010. The decrease in noninterest income was primarily due to a'$115,000 decrease in'net gams on sales of
securities and a $572,000 decrease-in net gains on sales of loans. - '

Net gains on sales of securities totaled $353,000 and decreased $115,000, or 24.6%, in 2011 compared to $468,000 in 2010 :
The decrease in gains on sales of securities was primarily due to a $1.4 million decrease in securities sold. Securities sold -
totaled $12.2 million in 2011, compared to $13.6'in 2010. The gains.on sales positively impacted CFBank’s.core capital ratlo
and total risk-based capital ratio in both years. Securities sold in 2010 were primarily 20% risk-weighted assets which were
reinvested in 0% risk-weighted assets to rmprove CFBank’s total risk-based capital ratio. Reinvestment of the security sales .
proceeds had a negative impact on'‘interest income in due to rernvestment at lower ‘market 1nterest rates. :

Net gains on sales of loans totaled $294 000 and decreased $572 000, or 66 l%, in. 2011 compared to $866 000 in 2010 The
decrease in net gains on sales of loans in 2011 was due to lower mortgage loan originations and; consequently, fewer loan -
sales, than in 2010. Originations totaled $36.0 million-in 2011, and decreased $43.5 million, or 54.7%, compared to $79.5
million in 2010. The decrease in originations was partially due to having six fewer mortgage loan originators in the current
year. The number of originators decreased as a result of attrition and termination of originators with low production.- .

- Additionally, the First-Time Home Buyer Credit, which was extended for purchases made through April 30, 2010 by The.
Worker, Homeownershrp and Business Assistance Act of 2009, positively impacted originations in'2010. . If market mortgage
interest rates increase or the housing market- deterrorates further, mortgage production.and resultant gains on sales:-of loans

- could decrease .

Noninterest expense, Noninterest expense increased $919,000, or 10.9%, and totaled $9.4 million in 2011, compared to $8.4

million in 2010. The increase in noninterest expense was primarily due to an increase in foreclosed assets expense, which =~ -

included a $1.1 million charge related-to a commercial real estate property held in foreclosed assets, as previously discussed.”

Other expense categories that increased in 2011 included occupancy and equipment expense, director fees, FDIC premiums, -

regulatory assessment and other insurance. Increases in these expenses were partially offset by decreases in other expense

categories, including salaries and employee benefits, data processing; franchrse taxes, professional fees, advertising and -
promot1on and deprecratron expense.

Foreclosed assets expense totaled $1 .2-million i in-2011, compared to $4,000 in 2010. The increase was primarily related to
the $1.1 million charge related to.a commercial real estate property. held in foreclosed assets, as previously discussed. In .
addition to this charge, the increase included expensesirelated to maintenance of foreclosed properties, including real estate .
taxes, utilities and other fees. Management expects that foreclosed assets expense may continue at current levels, net of the..
current period charge or increase as we continue our workout efforts related to current foreclosed assets and nonperformrng

and other loans with cred1t 1ssues, which may result in additional foreclosed propertres ~ ’

Occupancy and equrpment expense 1ncreased $75, 000 or 36.9%, and totaled $278,000 in 2011 compared to $203 000 in.
2010. The increase was primarily related to property taxes at our Worthington office.

Director fees increased $44 000, or 32.1%, and totaled $181,000 in 2011, compared to $137,000.in 2010. The increase was - .
primarily related to a'$50,000 increase in fees paid to the Chairman of the Board, who is independent of management, for -~ -
additional duties since his election to chairmanship in June 2010. :
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‘ COMPARISON OF RESULTS OF OPERATIONS FOR 2011 AND 2010 (Contlnued)
FDIC premiums increased $106,000, or 18.2%, and totaled $687,000-in 2011, compared to $581,000 in 2010 The increase
was prlmarlly related toa hrgher assessment rate ln the current year as a result of CFBank’s regulatory issues. SHRTIE

Regulatory assessment increased $48,000, -or 40 0%, and totaled $168 000 in 2011, compared to- $120 000 in 2010. The
_higher assessment was prlmarlly related to lower ratings from regulators compared to 2010. S

. Other insurance increased $72 000, or 114 3%, and totaled $135,000 in 2011, compared to $63 000 in 2010 The i mcrease
was primarily related to hlgher premlums ‘resulting from CFBank’s financial performance and regulatory issues.

Salaries and employee benefits decreased $168,000, or 4.0%, and totaled $4.0 million in 201 1, compared to $4 2 mllhon n:
2010. The decrease was prlmarlly related to lower compensatlon costs due to lower stafﬁng levels in the current year

Data processing expense decreased $56,000, or 9.0%; and totaled $569 000 in 2011, compared 10.$625,000 in 2010 The
decrease was prlmarlly due to lower transactlon processmg costs.

S <L vy Y -
Franchise taxes decreased $85 000;:or 25 1%, and totaled $253 000 in- 2011 compared to $338 000 in’ 2010 T he decrease o
was due to lower equity at CFBank at December 31, 2010, which is the basis: for2011 state franchise taxes.” . -

Professional fees decreased $51,000, or'5.1%, and totaled $944;000.in 201:1, compared to $995,000 in 2010. The decrease -
was primarily related to a decrease in other professional.fees partialiy offset by an increase in corporate and regulatory legal .
costs and recruiting expense. Other professional fees-decreased $92,000, or 43.0%, and totaled $122,000 in 2011, compared;.
t0.$214,000 in'2010. The-decrease in other professional fees was primarily related to additional independent loan reviews :

" included in expense in 2010 and a lower expense related to recurring semi-annual loan reviews inthe current period. ,
Corporate and regulatory legal fees increased $17,000, or 11.4%, and totaled $167,000 in 2011, .compared.to $149,000-in :
2010. Management expects legal fees related to corporate and regulatory matters to continue at this level or increase as a
result of the Orders. 1t is possible that régulatory compliance.expenses related to the Orders could have'a-material adverse
impact on us in the:future: Recruiting'expense increased $21,000 and totaled $27,000 in2011, compared to-$6, 000 in 2010."
The increase in recruiting expense:was related to-a:commercial loan originator hired in 2011.. Loan related legal costs: totaled
$475,000 in 2011 and 2010. Management expects loan related legal costs to. contmue at current levels or increase as we °
contmue workout efforts on our problem loans o S : S -

Advertising- and promotion: decreased $70 000 Lor:65 4%, and totaled $37 000 in; 2011 compared to $107 000 in 2010 The :
_ decrease was due to management’s decision to reduce expenditures for these items.in the current year. - S

’ Deprec1at10n expense decreased $124,000, or 24.4%, and totaled $384,000 in 2011, compared to $508 000 in 2010 The
decrease was due to assets bemg fully deprec1ated at December 31 2010 : B

The ratio of nomnterest expense to-average assets mcreased to 3 43% n 201 L from 2. 96% in'2010.. The ratio of nonmterest

" expense to average.assets for the year ended December 31; 2011 was' 51gn1ﬁcantly impacted by-thei$1.1 million charge on
foreclosed assets. ‘The efficiency ratio increased to-117. 62% in 2011, from 85.98% in 2010 due to a decrease in'net mterest

income and noninterest income (excluding gains on salés:of securities) in 2011 S

Income taxes. The Company recorded a deferred tax valuation allowance which reduced the deferred tax asset to zero
beginning in 2009 and continuing through the year erided December 31, 2011. As such, thére was no income tax benefit -
recorded for the year ended December 31,-2011. The tax expense of $198,000 recorded for the year ended Decernber 31,

~ 2010:was related to the tax:impact of securities transactions, offset by the-valuation allowance on the. tax effect assoc1ated
with vestlng of stock compensation awards that were granted prior to 2009 : ) : B T s

Average Balances, Interest Rates and Yields. ST R e S

The followmg table presents, for the periods indicated, the total dollar amount of fully taxable equlvalent interest income
from average 1nterest—earn1ng assets and the resultant yields, as well as the interest eXpense on‘average mterest-bearmg '
liabilities, expressed in both dollars and rates. Average balances are computed using month-end balances. '
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COMPARISON OF RESULTS OF (DPERAT][ONS FOR 2011 AND 2010 (Contmued)

(Dollars in Thousands). .-For the Years Ended December 31 L L
L 2011 R BT . 2010 .
. Average Interest ., gk(Average’ .. Average Interest Average
"Outstanding | Famed/ | Yiéld/ [ Outstanding ‘Earned/ Yield/
‘Balance Paid - Rate . | . Balance - ‘Paid - Rate
Interest-earning assets: ) . ER . ’
Securities V@ : $ 2388 |$ - 422 | 181% |$ 25160 |$ 658 | 2.69%
Loans and loans held for : ) : o :
sale © 169,771 * 8,999 530% - | 214,747 11,813 5.50%
Other earning assets 57,769 152 |- 0. 26% 23,960 ~ 6l |025%
FHLBstock = 1,942. 8y | 427% | 1942 [ 85 | 438%
Total interest- eammg N : ’
assets : 253,368 |. 9,656 3.82% - 265,809 12,617 4.76%
Noninterest-carning assets | N 19,441 | : 19,039 '
Total assets $ 272,809 | . : ] . $ 284,848
Interest-bearing
liabilities: S ' k i
Deposits $ 213,762 2,780 1.30% | § 212,952 3,318 | 1.56%
FHLB advances and other el
borrowings 23,639 698 | 2.95% |- 29264 865 )
Total interest-bearing ' R L
liabilities 237,401 3478 | 147% 242,216 4,183 1.73%
Noninterest-bearing . ’
liabilities 22,700 . 23289 N
Total liabilities 260,101 ° <L 265,505 |
Equity 12,708 RN PR 19,343
Total l1ab1l1t1es and . g | R
__equity $. 272,809 L $ 284,848 -
:Net-intere'st-eaming assets ',_,,1'5,96:7' 1. o | 8 23,593
" Net interest - ’ ‘
incomef/interest rate - - = S I '
~ spread $ 6,178 2.35% $ 8434 | 3.03%
Net interest margin 2.44% ~ 3.18%
Average interest-earning I ‘ B : B
assets .
to average interest- s
begingliabilities - 106.73%. Sl o e 109.74%

o Average balance is computed using the carrying value of securities. ; ! :
Average yield is computed using the historical amortized cost average balance for ava11able for sale securmes
@ Average yields and interest earned are stated on a fully taxable equlvalent bas1s k
@ Average balance is computed usmg the recorded investment in’ loans net of the ALLL and 1ncludes nonperformmg 10ans..
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COMPARISON OF RESULTS OF OPERATIONS FOR 2011 AND 2010 (Contmued) T
Rate/Volume Analysis of Net Interest Income. :

The following table presents the dollar amount of changes in interest income and interest. expense for major. components of
interest-earning assets and interest-bearing liabilities. It distinguishes between the i increase and decrease related to changes in’
balances and/or changes in interest rates. For each category of interest-earning assets and interést-bearing liabilities,
information is provided on changes attributable to (i) changes in volume (i.e., changes in volume multlphed by the prior rate)
and (ii) changes in rate (i.e., changes in rate multiplied by prior volume). For purposes of this table, changes attributable to.
both rate and volume Wthh cannot be segregated have been allocated proportlonately to the change due to volume and the
change due to rate.

{(Dollars in' thousands)

Year Ended
December 31, 2011
Compared to Year Ended
- Decémber 31,2010
Increase (decrease)
~dueto
Rate” _ Volume ... Net
Interest-earning assets: o .
Securities (V $: (205) $ (3n s (236) -
Loans and loans held for sale (417) ) (2,397). : (2,814)
Other earning assets 2 ) 89 ‘ 9
FHLB stock ! -1 [}
Total interest-earning assets (622) (2.339) 2,961)
Interest-bearing liabilities: i i A
Deposits (551) 13 ST (538)
FHLB advances and other e o
borrowings (4) (163) (167)
Total interest-bearing liabilities (555) (150) (705), -
Net change in net interest income. - $ 67) | $ (2,189) |.$ . (2,256) .

O Securities amounts are presented on a fully taxable equivalent basis;

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK:

Market risk is the risk of loss from adverse changes in market prices and interest rates. We have not-engaged in and,
accordingly, have no risk related to tradlng accounts, commodities. or forelgn exchange. Our hedging policy allows hedglng
activities, such as interest-rate swaps, .up to a notional amount of 10% of total assets and a value at risk of 10% of core ’
capital. Disclosures about our hedging activities are set forth in Note 20 to our consolidated financial statements. The
Company’s market risk arises primarily from interest raté risk 1nherent in our lending, 1nvest1ng, deposit gathering and
borrowing activities. The measurement of market risk assocxated with financial instruments is meaningful only when all
related and offsetting on- and off-balance-sheet transactions are aggregated and the resulting net positions are. 1dent1ﬁed
Disclosures about fair value are set forth in Note 6 to our consolidated financial statements.
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‘QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK (Continued) -
’Management actively monitors and manages interest rate risk. ‘The primary objective'in managing interest rate r1sk is to/} "
limit, within established guidelines, the adverse impact of changes in interest rates on our net interest income and capltal We
measure the effect of interest rate changes on CFBank’s economic value of equity (EVE), which is the difference between the

estimated market value of its assets and liabilities under different interest rate scenarios. The change inthe EVE ratio is a

long-term measure of what might happen to the market value of financial assets and liabilities over time if interest rates + -

changed instantaneously and the Company did not change existing strategies. At December 31, 2012, CFBank’s EVE ratios,

- using interest rate shocks ranging from a 400 bp risé in rates to a 200 bp decline in rates are shown in the followrng table Alli
values are within the acceptable range established by CFBank’s Board of D1rectors : ;

Economlc Value of Equlty as a Percent of Assets (CFBank only)

Basis Point Change in Rates j . EVE Ratio
+400 - C L - 14.50% .

+300 ; z 14.30%

+200 b 1400%

+100 S _‘ 13.60%

0o o 1 13.20%

- -100" T 12.40%

200 o ,‘11:1.90%

In evaluating CF Bank’s exposure to 1nterest rate r1sk certain shoxtcomlngs 1nherent in the method of analysis presented in
the foregoing table must be considered. For example, the. table indicates results based on changes in the level of interest.
rates, but not changes in the shape of the yield curve. CFBank also has exposure to changes in the shape of the yield curve.
Although certain assets and liabilities may have similar maturities or periods to which they reprice, they may reactin

~ different degrees to changes in market interest rates. The interest rates on ¢ertain types of assets and liabilities may fluctuate
in advance of changes in market interest rates, while interest rates on other types may lag behind changes in market rates In
the event of a change in interest rates, prepayments.and carly withdrawal levels would likely deviate significantly from those
assumed in calculating the table. The ability of many borrowers to service their debt may decrease when interest rates rise.
As a result, the actual effect of changing interest rates may ¢ drffer materially from that presented in the foregoing table.

Changes in levels of market interést rates could materlally and adversely affect our ‘net interést income, loan volume, asset
quality, value of loans held for sale and cash ﬂows -as well as the market value of our securities portfoho and overall .. -
proﬁtabﬂlty :

* We continue to originate most ﬁxed rate single- famrly re51dent1al real estate loans for sale rather than retain long-term, low..
fixed-rate loans in portfolio. Residential mortgage loan origination volumes are affected by market interest rates on loans.

. Rising interest rates generally are associated with a lower volume of loan originations, while falling interest rates-are usually"
associated with higher loan originations. :Our ablllty to generate gains on sales of mortgage loans is significantly dependent
on the level of originations: Changes in 1nterest rates, prepayment speeds and other factors rnay also cause. the Value of our. -
loans held for sale to change R R g SO
We orrgrnate commerc1al commercial real estate and multi-family residential real estaté mortgage loans for our portfolio
which, in many cases, have adjustable interest rates. Many of these loans have interest-rate floors; which protect-income to-
CFBank should rates continue to fall. While adjustable-rate loans better offset the. adverse effects of an increase in interest

rates as compared to fixed-rate loans, the increased payments required of adjustable-rate loan borrowers: upon an 1nterest rate:

adjustment in a rising interest rate environment.could cause an increase in delinquencies and defaults.. The marketab1l1ty of ::
the underlylng property also may be adversely affected in arising interest rate envrronment :

Cash flows:are affected by changes in. market 1nterest rates: Generally, in rising 1nterest rate’environments, loan prepayment :
rates are likely 1 to dechne and in falhng interest rate environments, loan prepayment rates are: hkely to increase.

Due to the current historic low level of market interest rates in 2010 through 201 2, the tenns of some habrlrtles were
extended to fix their cost at low levels and to protect net interest margin should interest rates r1se See the section titled
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK (Continued)

. “Financial Condition — Deposits” for 1nformatlon regardlng the use of brokered deposns to extend habrhtres and increase on: i
balance sheet 11qu1d1ty : : D : .- : . :

_LIQUIDITY "AND CAPITAL RESOURCES C : b S :
In general terms, hquldlty is a measureniént of an enterprise’s ability to meet cash neéds: The primary objectrve n hqu1d1ty
management is to maintain the ability to meet loan commltments and to repay deposits and other liabilities in accordance
with their terms without an adverse impact on current or future earnings. Principal sources of funds are deposits; 51 v
amortization and prepayments of loans; maturities, sales and principal receipts of securities available for sale; borrowmgs

and operations. While maturities.and scheduled amortization of loans are predictable sources of funds, deposit ﬂows and
loan prepayments are greatly influenced by general mterest rates, econom1c condltlons and competmon

CFBank is required by regulatlon to mamtam sufficient 11qu1d1ty to ensure its safe and»sound operatlon. Thus, adequate
liquidity may vary depending on CFBank’s overall asset/liability structure, market conditions, the activities of competitors,
the requirements of our:own deposit and loan customers and regulatory consrderatlons Management believes that CFBank’s
liquidity is sufﬁcrent

Liquidity management is both a daily and long-term responsibility of management We adjust.our investments in liquid

assets, prrmarlly cash, short-term investments and other assets that are wrdely traded in the secondary, market, based on our

ongoing assessment of expected loan demand, expected depos1t flows, yields available on 1nterest-earn1ng deposits and ,

securities and the objective of our asset/liability management-program. In addition to-liquid assets, we, ‘have other sources of -

liquidity avallable including, but not hmlted to access to advances from the FHLB and borrowmgs from the FRB.

~ The following table summarizes CFBank’s cash ‘available from hquld assets and borrowmg capacrty at December 31 2012 -
and 2011. : o » . :

(Dollars in thousands)

Cash, unpledged securities and deposits in othet financial institdtions ' 63,959
Additional borrowing capacity at the FHLB.. . . 3,503
Additional borrowing capacity at the FRB 14,7:6,4*'
Unused commercial bank line of credit - ) 1;,()‘00
Total 83,226

Asa result of the losses in 2009 2010 and the ﬁrst quarter of 201 1 management was concerned that CFBank would be ‘
‘restricted from accepting or renewing broketed deposits, in addition to other regulatory restrictions, and moved aggressrvely ’
prior to receipt of the CFBank Order in May 2011 to build liquidity to deal with the leyel:of nonperformmg assets, potential.
retail deposit outflow and potential decreased borrowing capacity from the FHLB ‘and the FRB. €ash available from liquid -
- -assets and borrowing capacity.decreased $27.5 million, or 33%, to $55.7 million at Decembeér” 31, 2012 from $83.2 million at
December 31, 2011, impacted by CFBank’s $13 7. mllhon increase in- equrty related to the Holdmg Company s $22 5 million
stock offermg, excludmg expenses e : _ REEE Lo

- Cash, unpledged securltles and deposrts in other financial institutions decreased $31 6 mrlhon or: 49 3%, durmg 2012 The
decrease was prlmarrly due to brokered and retail deposits maturities, and the mortgage purchase program -

CFBank’s addrtronal borrowmg capacity wrth the FHLB mcreased to $7. 5 mrlhon at December 31 2012 from $3 5 mllhon at
- December 31, 2011 primarily due.to repayment of $5.7 million in maturing advances; partially: offset by adecrease in the.
balance of eligible loans pledged-as collateral for advances. In April 2012, CFBank was notified by the'FHLB that, due. to
. . regulatory cons1derat10ns CFBank is on]y eligible for future advances Wlth a maximum maturlty of 30 days

WY
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- LIQUIDITY AND CAPITAL RESOURCES (Continued)

CFBank’s additional borrowing capacity at the FRB increased to $14.9 million at December 31, 2012 from $14 8 mllhon at
December 31,2011. In addition, CFBank is once again eligible for participating in the FRB’s primary credit: program »
prov1d1ng CFBank access.to short-terrn funds’ at any time, for any reason, based on the collateral pledged

CFBank s borrowing capac1ty with both the FHLB and FRB may be negatrvely impacted by changes such as, but not hmrted

_ to, further tightening of credit policies by the FHLB-or FRB, deterioration in the credit performance of CFBank’s loan
portfolio or CFBank’s financial performance, or a decrease in the balance of pledged collateral. :

CFBank had a $1.0 million unused line of-credit with one commercial bank at December 31 2012 and 2011.

Deposits are obtained predominantly from the areas in which CFBank offices are located. We rely primarily on a willingness
to pay market-competitive interest rates to-attract and retain retail deposits. As a result of the CFBank Order, we are
prohibited from offering above-market interest rates and are subject to market rates published by the FDIC when offering "
deposits to the general public. Accordingly, rates offered by competing financial institutions may affect our ‘ability to attract -
and retain deposits. Liquidity could be’ s1gn1ﬁcantly 1mpacted by the limitations on rates we can offer on deposrts to the "
general public. S

Prior to receipt of the CFBank Order in May 2011, we used brokered depOSItS as an element of a diversified. fundmg strategy
and an alternative to borrowings. As a result of the CFBank Order, we are prohibited from accepting or renewmg brokered
deposits without FDIC approval. We have the ability to seek wholesale deposits that are'not considered brokered dep051ts

At December 31, 2012, CFBank had $32.0 million in brokered deposits with maturity dates from January 2013 through.- -
August 2016. At Décember 31,2012, cash, unpledged securities and deposits in other financial institutions totaled $32 3
million and were sufficient to cover all brokered deposit maturmes , . , '“ \

The prohibition on brokered deposits limits CFBank’s ab111ty to participate in the CDARS program and 1mpacts our hqurdlty
management. Although CFBank customers participate in the CDARS program, CDARS deposits are considered- brokered
deposits by regulation. We expect brokered deposits, including customer deposits in the CDARS program to continue to *
decrease as a:result of the prohibition on brokered deposits contained in the CFBank Order and due tor CFBank’s focus on
lower cost retail deposits. P o : :

CFBank relies on competitive interest rates, customer service, and relationships w1th customers to retain depos1ts To s
promote and stabilize liquidity in the banking and financial services sector, the FDIC, as included-in the Dodd-Frank Act as
previously discussed, permanently increased deposit insurance coverage from $100,000 16 $250,000 per. depositor. - CFBank
is a participant in the FDIC’s program which provides unlimited deposit insurance coverage, through December 31, 2012, for
noninterest bearing transaction accounts. Based on our historical experience with deposit retention, current retention . '
strategies and participation in programs offering additional FDIC insurance protection, we believe that; 'although»-it’isnot C
possible to predict-future terms and conditions upon renewal, a significant portion of existing non-brokered- deposits may’
remain with CFBank. Deposit retention may be negatively impacted by other factors mcludmg, but not limited to, addrtlonal
restnct10ns or penaltles imposed by regulators pursuant to the Orders. - : \

The Holdlng Cornpany, as a savings and loan- holding company, has more limited sources of liquidity than CFBank. In
general, in addition to its existing liquid assets, sources of liquidity include funds raised in the securities markets through debt
or equity offerings, dividends received from its subsidiaries or the sale of assets. Pursuant to the Holding Company Order, the
Holding Company may not, directly ‘or indirectly, incur, issue, renew, rollover, or pay interest or principal on any debt or
-commit to do so,increase any current lines of credit, or guarantee the debt of any entity,-without prior written notice to and:-
written non-objection from the FED.  In addition, the Holding Company may not declare; make, or pay any cash dividends or
other capital distributions or purchase repurchase or redeem or commit to purchase, repurchase, or redeem any Holding
Company equity stock without the prior written non-objection of the FED. The Holding Company Order does not restrict the
Holding Company’s ability to raise funds in the securities markets through equity offerings. See the section titled “Financial
Condition — Stockholders’ equity” for a discussion of the registered common stock offering announced by the Company. -

- The Holding Company at December 31, 2012, as a result of the Capital Raise; has adequate funds to meet-its.operating
expenses for several years. The Holdlng Company’s current cash requirements include operatmg expenses and exclude
interest on subordlnated debentures, which have been deferred as discussed below - :

Annual debt service on the subordinated debenturés is currently approximately $1v80,000;’- The subordinated débentures have
a variable rate of interest, reset quarterly, equal to the three-month LIBOR plus 2.85%. The total rate in effect was 3.21% at
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LIQUIDITY AND CAPITAL RESOURCES (Continued)

December 31, 2012. -An increase in the three-month LIBOR would increase the debt service requlrement of the subordlnated
debentures. Annual dividends on the now retired preferred stock were approximately $361,300.at the current 5% level; -
which was scheduled to increase to 9% after February 14, 2014. The Board of Directors elected to defer the quarterly
dividend payments related to the Preferred Stock beginning with the November 15, 2010, payment and the quarterly interest
payments on the subordinated debentures beginning with the December. 30, 2010 payment, in order to preserve cash.at the'
Holding Company. As a result of the Capital Raise the Company requested the FRB to approve paymg the deferred 1nterest

current, which was approved as a single event, consistent with the Order whereby the Holdmg Company may not pay 1nterest‘
on the subordinated debentures without the prior written notice to and written non-objection from the FED. -

Banking regulations limit the amount of dividends that can be paid to the Holding'Company by CFBank without prior »
regulatory approval. Generally, financial institutions may pay dividends without prior approval as long as the dividend is not
more than the total of the current calendar year-to-date earnings plus any earnings from the previous two years not already _
paid out in dividends, and as long as the financial institution remains well capitalized after the dividend payment. As of
December 31, 2012, CFBank may pay no dividends to the Holding Company without receiving the prior written approval.of
the OCC. Pursuant to the CFBank Order, CFBank may not declare or pay dividends or make any other capital distributions
without receiving prior written approval of the OCC. Future dividend payments by CFBank to the Holding Company would
be based on future earnings and regulatory, approval. The payment of dividends from CFBank to the Holding Company is not
- likely to be approved by the OCC while CFBank is suffermg losses. : . .

A portlon of the proceeds from the completed common stock offering has been. retamed by the Holdlng Company for general
corporate purposes and is estimated to be sufficient to support the Holding Company’s cash requirements for several years.

IMPACT OF INFLATION .

The financial statements and related data presented herein have been prepared in accordance with U. S generally accepted
accounting pr1nc1ples which presently require us to measure financial position and results of operatlons primarily in-terms of
historical dollars. Changes in the relative value.of money due to-inflation are-generally, not considered. In our opinion,
changes in interest rates affect our financial condition to a far greater degree than changes in the inflation rate. While 1nterest
rates are generally influenced by changes in the inflation rate, they do not move concurrently Rather, 1nterest rate Volatlhty
is based on changes. in the-expected rate of.inflation, as well as changes in monetary and fiscal policy. A ﬁnanc1a1
institution’s ability to be relatively unaffected by changes in interest rates is a good. indicator of its ability to perform ina’
volatile economic environment. In an effort to protect performance from the effects of interest rate volatility, we review
interest rate risk frequently and take steps to minimize detrimental effects on profitability. \

CRITICAL ACCOUNT][NG POLICIES :

We follow financial accounting and reporting policies that are in accordance with U.S. generally accepted accountlng
principles and.conform to general practices within the banking industry. These policies are presented in Note 1 to-our .
consolidated financial statements. Some of these accounting policies are considered to be critical accounting policies, which -
are those policies that are both most important to the portrayal of the Company’s financial condition and results of operations,
and require management’s most difficult, subjective or complex judgments, often as a result of the need to make estimates -
about the effect of matters that are inherently uncertain. . Application of assumptions different than those used by
management could result in material changes in our financial condition or results of operations.. These policies, current
assumptions and estimates utilized, and the related disclosure of this process, are determined by: management and routinely
reviewed with the Audit Committee of the Board of Directors. We believe that the judgments, estimates and assumptions ,
used in the preparation of the consolidated financial statements were appropriate given the factual circumstances at the time.

We have identified accounting. policies that are critical accounting policies, and an understanding of these policies 18
necessary to understand our financial statements. The following discussion details the critical accounting policies and the ;
nature of the estimates made by management. :

Determination of the allowance for loan losses. The ALLL represents management’s estimate of probable.incurred credit
~ losses in the loan portfoho at each balance sheet date. The allowance consists of general and specific components. The

general component covers loans not classified as impaired and is based on historical loss experience, adjusted for current
~factors., Current factors considered include, but are not limited to, management’s oversight of the portfolio, including lending
policies and procedures; nature, level'and trend of the portfolio, including past due and nonperforming loans, loan -
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- CRITICAL ACCOUNTING POLICIES (Contmued) Ty e RO
concentrations, loan terms and other characteristics; current economic conditions -and outlook collateral values and other| '

. items. The specific component of the ALLL relates to loans that are individually classified:-as impaired. Loans exceedmg t
policy thresholds are regularly reviewed to identify impairment. A loan is impaired when, based on current information and
events, it is'probable:that CFBank will be unableto collect all amounts. due according to the contractual terms of the loan: i
agreement. Loans for which the terms have been modified resulting in a concession, and for which the borrower is '
experiencing financial difficylties, are considered troubled debt restructurings and classified as impaired. Determining
whether a loan is 1mpa1red and whether there is-an’ 1mpa1rment loss requrres Judgment and estimates,-and the eventual

outcomes may d1ffer from estimates made by management /The determination of whether a loan is 1mpa1red 1ncludes review
of historical data; judgments regarding the ability of the borrower to meet the terms of the loan; an evaluation of the collateral
securing the loan and estimation of its value;nét of selling expenses; if apphcable various. collection strategies; and: other

P
factors relevant to the loan or loans. Impairment is. measured based on the fair value of collateral, less costs to'sell, if the at

.v'

is collateral dependent or alternatively, the present value of expected future cash flows discounted at the loan ] effect1ve rate
1f the loan is not collateral dependent. When the selected :measure is less than the recorded investment in the loan, an... : |, "

1mpa1rment loss is recorded.. Asa result, determmmg the appropr1ate level for the ALLL 1nvolves not only evaluatmg the; -
current financial situation of individual borrowers or groups of borrowers, but also current. predlct1ons about future events:
that could change before an actual loss is determined. Based on the variables involved and the fact that management must ;5
make judgments about outcomes that are inherently uncertain, the determination of the ALLL is considered to be a cr1t1cal
accounting policy. Additional information regardmg this policy i$ included in the previous section titled "F1nanc1al s
Condition - Allowance for loan losses” and in: Notes 1 4 and 6 to our consohdated financial statements. o

Valuation of the deferred tax asset. - | 0 . : “ A

In line with the Cease and Desist Order the Company needed to embark on a recap1tal1zat10n program through the sale-of.::

$19.5 million in additional common stockin order to improve capitalization for the Bank and provide working capital in the :
holding company. In negotiations with the Treasury Department as to the redemption of $7,500 in TARP obhgatlons ‘the
Company needed to further increase the recapitalization by $3.0 million. The recapitalization was closed at.the maximum :

$22.5 million level through the issuance of 15.0 million shares of common stock. As a result of the change in- stock

ownership associated with the stock offering completed in August 2012, within the guidelines-of Section 382 of the Internal ;
Revenue Code of 1986, the Company incurred an ownership change. At year-end 2012, the Company had net operatrng loss
carryforwards of $25,941, which expire at various dates from 2024 to 2032, and alternative. minimum tax credit’ T
carryforwards of $60, which do not expire. As a result; its ability to utilize carryforwards that arose before the stock: offermg
‘closed is limited to $163 per year. Due to this limitation, management determined it is more likely than not that $20,342 of -

‘net operating loss carryforwards will expire unutilized and, as required by accounting standards, reduced deferred tax assets.

and the valuation allowance by $6,916 to reflect this lost rea11zab1hty L

The Company mamtamed a valuation allowance against deferred tax assets at December 31,2012 and December 31 201 1
“based on its estimate of future reversal and utilization.: “When determining the amount of deferred tax assets that are'more="" -
- likely-than-not to be realized, and therefore recorded as a benefit, the ‘Company conducts a regular assessment of all: ava1lable ’
~ information. This information includes, but is not limited to, taxable income in prior periods, projected future i mcome and '

_ projected future reversals of deferred tax items. Based on these criteria, the Company determmed that it was necessary to .

i 'estabhsh a full valuation allowance against the- entlre net deferred tax asset.

-Federal income tax laws. provided addrtronal deductlons totalmg $2 250 for thrrft bad debt reserves estabhshed before 1988 -
. Accounting standards do not require a deferred tax liability to be recorded on this amount, which otherwise would total $765
at year-end 2012. However, if CFBank were wholly-or; partially liquidated or otherwise ceases to be a bank,-or if tax laws
were to change, this amount would have to be. recaptured and: a:tax liability recorded. Additienally, any distributions in
excess of CFBank’s current or accumulated earnings and proﬁts ‘would reduce amounts allocated to.its bad debt reserve and
create a tax liability for CFBank. The amount of additional taxable i income created by such a distribution is-an amount that,
when reduced by the tax -attributable to the income, is: equal to:the. amount:of the distribution. ‘Thus, if CFBank makes a
distribution that reduces the amount.allocated to its bad debt reserve, then approxrmately one and one-half times the amount
used would be includible in gross income for federal income tax purposes, assuming ‘a 34% corporate income tax rate.
CFBank does not, intend to make distributions that would result in‘a-recapture of any portion of its bad debt reserve.
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At December 31, 2012 and 2011, the Company had no unrecognized tax beneﬁts recorded The Company does not. expect
the amount of unrecogmzed tax beneﬁts to s1gn1ﬁcantly change within the next twelve months e ‘

CRITICAL ACCOUNTING POLICIES (Continued) . .+~

At December 31,2012, the valuatron allowance totaled $3.1 mrlhon compared to $8. 6 mlllron at’ December 31 201 l
Additional information is 1ncluded in Notes.1-and 14 to our consohdated ﬂnanmal statements., - - »

Fair value of f inancial mstruments. Another cnt1cal accountmg pohcy relates to fa1r valué-of ﬁnanmal 1nstruments whrch

are estimated using relevant market information and other assumptions." Fair value estimates involve uncertainties and

matters of s1gn1ﬁcant Judgment regardrng interest rates credlt risk, prepayments and other factors, espec1ally in; the absence :
. . t i

. of broad markets for partrcular items. Changes in assumptrons or in market condltlons could s1gn1ﬁcantly affect the

-‘j‘estrmates Additional information is included in'Notes 1 and 6°to our consolidated financial statements. "= -

MARKET PRICES AND DIVIDENDS DECLARED

-The common stock of Central Federal Corporation trades on the Nasdaq® Caprtal Market under the symbol “CFBK e As of
December 31, 2012, there were 15,824,710 shares of common stock outstanding.

The followmg ‘table shows the quarterly reported high and low sales prrces of the common stock durrng 2012 and 2011 (a '
one- for—ﬁve stock Splrt occurred effective May 4, 2012) There weré no dlvrdends declared durmg 2012 or 201 1

e i
011 o B o
First quarter . 8 1130 $ 255
Second quarter I IR 7.65 S 265
Third quarter 525 3.30
F,o’ur‘th quarter v 5_ 500 B :“.;3'.05

*Note On May 4 2012 a one-for-five reverse stock spht was effectrve and on August 20, 2012 the capital ralse was completed 1ssu1ng 15 0 mrlhon new
sharés at-$1.50 per share g .

On July 13,2011, the Holdmg Company recewed notlce from NASDAQ that it d1d not comply wrth the minimum bxd price
requirement for continued listing on the NASDAQ Capital Market because the bid price for its common stock had fallen \
below $1.00 per share for the 30 consecutive businéss days prior to'the date of that notice. On January 10, 2012 the ;
Company was advised that the NASDAQ Capital Market had determined that we were eligible for an additional:180 day
calendar period, until July 9, 2012, to regain comphance iwith thelm1n1mum closing bid price requrrement for continued
listing on the NASDAQ Capital Market. To regain compliance, the company executed a one- for—ﬁve reverse stock splrt as:
prev1ously authorized by the shareholders, effective May 4, 2012 - : =

The Holding Cornpany is‘now in comphance wrth the minimum: brd prrce requrrements for contmued hstmg on the NASDAQ'
Capital Market The Holdrng Company $ common stock w1ll contmue’to trade on NASDAQ under the symbol “CFBK >

PR
Lok

Pursuant to the Holdlng Company. Order the Holdlng Company may not declare make or pay’ any cash dividends (including
dividends on the Preferred Stock, or its common stock) or other capital distributions or purchase, repurchase or redeem or
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MARKET PRICES AND DIVIDENDS DECLARED (Continued)

commit to purchase, repurchase, or redeem any Company equity stock without the prior written non-objection ofithe FED‘ ‘
The FED did provide a non-objection to redeem TARP in September 2012. Additional information is contained in the
section titled “Financial Condition - Stockholders’ equity” and in Notes 2 and 17 to our consolidated financial statements.
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Financial Statements

¢

: MANAGEMEN_T’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING' o

The management of Central Federal Corporation is responsible for establishing and maintaining adequate internal
control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Securities and Exchange Act
of 1934, as amended. The Company’s internal control over financial reporting is designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with U.S. generally accepted accounting principles.

The Company’s internal control over financial reporting includes those policies and procedures that: (i) pertain to
the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of
the assets of the Company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit
preparation-of financial statements in accordance with U.S. generally accepted accounting principles, and that
receipts and expenditures of the Company are being made only in accordance with authorizations of management
and directors of the Company; and (iii) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use or disposition of the Company’s assets that could have a material effect on the
financial statements

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to.future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may -
deteriorate. Based on our assessment and those criteria, management concluded that the Company maintained
effective internal control over financial reporting as of December 31, 2012.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of December
31, 2012. In making this assessment, management used the criteria set forth by the-Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in Internal Control-Integrated Framework.

This annual report does not contain an audit report of the Company’s registered public accounting firm regarding
internal control over financial reporting. Management’s report was not subject to audit by the Company’s registered
public accounting firm pursuant to rules of the Securities and Exchange Commission that permit the Company to
provide only management’s report in this annual report.

Timothy T. O’Dell
Chief Executive Officer

i

Thad R. Perry, CPA (Inactive)
President, Treasurer and Interim Chief Financial Officer

~ April 1,2013
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Crowe Horwath LLP :
Independent Member Crowe Horwath lnternatlonal

L0t

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM""

. The Board of Directors and Stockholders
‘Central Federal Corporation
Fairlawn, Ohio

We have audited the accompanying consolidated balance sheets of Central Federal Corporation as of December 31
2012'and 2011, and the related consolidated statements of operations, comprehensive loss, changes in stockholders’
equity and cash flows for each of the three years in the period ended December 31, 2012. These financial statements
are the respons1b1hty of the Company’s management.. Our responsibility is to express an op1mon on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about -
whether the consolidated financial statements are free of material misstatement. The Company. is not requ1red to
have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our aud1ts included
consideration of internal control over financial reporting as a basis for de51gn1ng audit procedures that’ are
appropriate in the circumstances, but not for the purpose of expréssing an opinion on the effectiveness.of the
Company’s internal control over financial reporting. Accordingly, we express no suchopinion. An audit includes
examining, on a test basis, evrdence supporting the amounts and disclosures in the consolidated financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management, as
-well as evaluatmg the overall ﬁnan01al statement presentation. We believe that our audits provide a reasonable basis’
for our opmlon : :

In our op1n10n the consolidated- ﬁnanc1al statements referred to above present fairly, in all material respects the
financial position of Central Federal Corporatlon as of December 31, 2012 and 2011 and the results of its operations -
and its cash flows for each of the three years in the period ended December 31, 2012 in confornnty w1th U S o
;generally accepted accountmg pr1nc1ples ‘

The Company has experlenced recurringlosses in 2012,2011 and 2010 from operations due to’ elevated levels of

loan losses and non-performing assets. As a result, the Company and its wholly owned subsidiary (CF Bank) are
currently operating under Regulatory Orders that require, among other items, higher levels of regulatory capital at
CFBank and restrlctlons on the ability to pay dividends. Failure to comply with these regulatory orders could

subject the Company to addltlonal enforcement act1ons See note 2 for a d1scuss1on of the Regulatory Orders and i

Management’s Plans. o SA

Crowe Horwath LLP

‘ Cleveland, Ohio
April 1, 2012
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CONSOLIDATED BALANCE SHEETS

-(Dollars in thousands except per share data)

. December 31,

, Stockholders equrty
Preferred stock, Series A, $.01 par value; aggregate
liquidation value $7,691 in 2011
1; OOO 000 shares authorized; 7, 225 shares 1ssued in 2011
“Common stock; $.01 par value,
shares authorized; 50, 000,000 in 2012 and 2011
shares issued; 15,936,417 in 2012 and 937 417 in 2011
Additional paid-in capital
Accumulated deficit v ]
Accumulated other comprehens1ve income -
,Treasury stock, at cost;.1:11,707 shares

2011
~ASSETS
* Cash and cash equivalents $ 61,436
Interest-bearlng depGsits in othet financial institations' 1,984
Securities avallable forsale J IR o 18,516 -
Loans held for sale o o 1,210
Loans net of- allowance of $5 237.and $6,110 151,160, .
FHLB stock 1,942- 7
Foreclosed assets, net -'_2,370»:. ,
Premises and equipment, net 5,534
Assets held for sale 167
Other intangible assets S g9
‘Bank ¢ owned life insurance . 4,273
'JAccrued interest receivable and other assets . ' °2,239 _
©$. 250,920
LIABILITIES AND STOCKHOLDERS' EQUITY ‘
Deposits S
Noninterest bearing o$e 0 18,409
- Interest bearing ' - 198,640
Total depos1ts 217,049
Long- term FHLB advances ‘ 1,5.’742
Advances by borrowers for taxes and i 1nsurance o " ' 159 _
Accrued interest payable and other liabilities TR 2 871 -
Subordlnated debentures | . e e 5,155
Totallisbilities: . . e - e 240,976

4

“7,120 0

9
27,837

L (22,163)

Lo 386,
C(3,245)

9,944/

~_+Total stockholders' equity. .-

$.° 250,920
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CONSOLIDATED STATEMENTS OF OPERATIONS .

(Dollars in thousands except per share data)

December-31,

_._2010

god

94

‘ » G 2011
Interest.and dividend income
Loans, including fees $ 8999 | $ 11 813
Securities T 422 658 ‘
FHLB stock dividends 83 - _85
Federal funds sold and other 152 Do el
v - ©19,656 712,617
Interest expense B
Deposits - 2,780 3318
Long-term FHLB advances and other debt 530 Cot 698
Subordinated.debentures 168" 167
. 3,478 o 4,183
Net interest income 6,178 8,434t
Provision for loan losses . . 3,375 8,468,
Net interest income after provision for loan losses 2,803 | (34)
Noninterest income - , A s
Service charges on deposit accounts : Ln
Net gams on salés of loans - . .294 1 866
Net gains on sales of securities 353 468
Earnings on bank owned life insurance - - 130 126.,
Other ' ‘ _ 75 - 40
; , 1,123
.. Noninterest expense Com
"~ Salaries and employee benefits 4,043 4211
Occupancy and equipment Lo 2787 1203
Data processing ' - 569 625
Franchise taxes 253 1338
Professional fees 944 995.
Director fees _ 181 137
. Postage; printing and supplies 131 151
. Advertising and promotion 37 107
- Telephone - 74 . 106+
Loan expenses 81 - 83,
Foreclosed assets, net’ ‘1,187 ) 4
Depreciation 384 508
_FDIC Premiums 687 581
" Amortization of intangibles 40 40
Regulatory assessment 168 120
Other Insurance 135 63
Other 159 160,
L ‘ . 9,351 8,432
L Loss before income taxes. (5,425) (6,672)
Income tax expense - - 198
Net loss ) (5,425 | (6,870)
Preferred stock dividends and accretion of - v
discount on preferred stock . (425) (410)
Discount on redemption of preferred stock . - ’ -
Earnings (loss) available to common stockholders $ . (5850)| $ (7,280)
Earnings (loss) per common share: o ' ' o ,
Basic $ .09 | $ © (8.85)
Diluted - $ . (1.09) | $: . (8.85)

‘(See accompanying notes.)




CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

' (Dollars in thousands except per share data) December 31,

Net loss
Other comprehensive loss:

Unrealized holding gains (losses) ¢ arlsmg during the
period related to investment securltles avallable for
sale:

Unrealized net gains (losses)
Related income tax expense

. ,2011 ] P 2010

(5425):"«$‘ (6870)

‘Net unrealized gains (losses) Lo
Less: reclassification adjustment for net galns reahzed
-during the period on investment securltles avallable for
sale:
Realized net gains-
Related income tax expense

Net realized gains

Other comprehensive loss

- Comprehensive loss

67| . 436

67 236
353 [ o 468

353 |° 7 468
286 . (32

" ,710) "~ (6.902)
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS” EQUITY

(Dollars in thousands except per share data) : Years Ended December 31,2012, 2011 and 2010. - ‘
B o ‘ R T Accumulated | T ’
’ Additional - Other "Total! .-
Preferred Common Paid-In Accumulated  Comprehensive Treasury Stockholders'
Stock Stock Capital Deficit Income Stock Equity
Balance at January 1,2010 . - - $ 7,021 $ 9§ 27772 $ (9,034) $ . 704 $ (3245 $ 23,227
Net loss 6,870) - - A (6,870)
Other comprehensive loss ‘ (32) ‘ T (32)
Accretion of discount on preferred stock 48 : (48) . Co-
Release of 564 stock-based incentive plan :
shares, net of forfeitures - 5 1 . : . 6
Tax effect from vesting of stock-based . oo . " .
incentive plan shares ’ 19 e 19,
Stock option expense, net of forfeitures ' : 1 . |
Preferred stock dividends . (362) S (362)
Balance at December 31, 2010 7,069 9 27,797 (16,313) 672 - (3.245) 15,989
Net loss i : (5,425) : . :(5,425)
Othér comprehensive loss (286) ' (286)
Accretion of discount on preferred stock -5 . sty . . . -
Release of 2,426 stock-based incentive . o :
plan shares ; ‘ 23 : : o 23
Stock option expense, net of forfeitures L o 17 : ) . =17
Preferred stock dividends : - ) . ' (374 - . (374)
Balance at December 31, 2011 ‘ ‘ e 45) L
Net loss i

Other comprehensive loss

Accretion of discount on preferred stock

Release of 1,567 stock-based incentive
plan shares, net of forfeitures.

Stock option expense, net of forfeitures

Preferred stock dividends

Redemption of TARP obligations,
including $801 of accrued dividends

Proceeds from issuance of.15.0 million
shares in common stock offering, net of
$2,279 for offering expenses

Balance at December 31, 2012

B

v ' B ‘ ~ " (See accompanying noes
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands except per share data) -~ = ..o o Years Ended December 31,
. - : 2012 ) 2011 ) 20]0 .
Netloss - ' ' $ *(3,766) $ (5,425) $ (6,870)
Adjustments to reconcile net loss to net cash from operatmg actlvmes
Provision for loan losses - ) : . . .1,129° .3,375. - - 8,468
“Provision for losses on foreclosed assets L : 962 , 1,139 | - - -
Valuation (gain) loss on mortgage servicing rights )] 3 -
Depreciation : i 237 384 7508
Amortization, net : i 673 858 - . - 509
Net realized gains on sales of securities : (143) - {353) - (468)
Originations of loans held for sale ' (30,461) "~ (36,035) (79;506)
Proceeds from sale of loans held for sale 31,342 - 37,072 80,192
Net gains on sales of loans ) (404) (294) < (866) .
Loss on disposal of premises and equipment 4 : - : 1
- Loss on sale of assets held for sale ! ) L . - L2 -
Gain on sale of foreclosed assets _ ' ' ) (338). 8) -
‘Earnings on bank owned life insurance . (132) (130) (126)
Stock-based compensation expense o 11 40 . 7
Change in deferred income taxes (net of change in valuation allowance) - - - 198 oo
Net change in: . . o, A
Accrued interest receivable and other assets (215) 95 | 632
Accrued interest payable and other liabilities 142 boo(46) Ll 367
Net cash from (used by) operating actlvmes (960) 481 : 3,047
~ Cash flows from investing activities o ' ‘ b : o
Net increase in interest-bearing depos1ts in other ﬁnanc1al institutions o (742) (1,984) -
Available-for-sale securities: * o o ) ) -
Sales ’; o ‘ 2,144 12,219 = 13,632
Maturities, prepayments and calls : T 11,497 9878 .. LT3
) Purchases A . (13,447) (12,473) oL - - (28,599)
.~ Loan originations and payments, net R . (4, 485) 36,247 - -1'18,086
" - Proceeds from sale of portfolio loans. : S . - 10,073
Additions to premises and equipment v o : . (24) (69) -] it (56)
: Proceeds from the sale of assets held for sale . . - ) ~ 533 E Co-
Proceeds from the sale of foreclosed assets ’ _ 1 720 C - 1,000 iy C -
_ Proceeds from mortgage insurance on foreclosed assets 73 UL O IR -
Net cash from (used by) investing act1v1t1es R } (3,264) ) 45351 w400 20,309
" Cash flows from financing activities o [ . T R I e
Net change in deposits ‘ (43,621) 7 (10,417) 16,230
Net change in short-term borrowings from the FHLB and other debt - - (2,065)
Repayments on long-term FHLB advances and other debt - - (5,742) (8,200) " (6,000)
Net change in advances by borrowers for taxes and i insurance 82 (54) 52
Cash dividends paid on preferred stock - - @71y .
Redemption of TARP obligations ©(3,000) - - . -
Net proceeds from issuance of common stock 20,221 - -
Net cash from (used by) financing activities (32,060) ' (18,671) 7,946
Net change in cash and cash equivalents (36,284) - 27,161 31,302
Beginning cash and cash equivalents 61,436 34,275 2,973
Ending cash and cash equivalents $ 25,152 $ 61,436 $ 34,275
. Supplemental cash-flow information: ‘
Interest paid $ 2,835 $ 3,366 $ . 4,152
Income taxes paid - - (25)
Supplemental noncash disclosures: ) N
‘Transfers from loans to repossessed assets $ 1,754 $ - $ 4,509
Premises and equipment transferred to assets held for sale - - 167 535
Loans issued to finance the sale of repossessed assets 171 - -
Loans transferred from held for sale to portfolio 109 - -

(See accompanying notes.)
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NOTES TO CONSOLIDATED F lNANCIAL STATEMENTS (Dollars in thousands except per share data)

NOTE 1- SUMMARY OF Sl[GN IFICANT ACCOUNTING POLICTES

Nature of Operatlons and Prmclples of Consolldatlon - The consolidated financial statements inctude Central Federal
Corporation (the Holding Company), its wholly-owned sub51d1ar1es CFBank, Ghent Road, Inc., and Smith Ghent LLC, ‘
together referred to as “the Company.” Ghent Road, Inc. was formed in 2006 and owns the land adjacent to the Company ]
corporate office while Smith Ghent LLC owns the CFBank corporate office burldlng Intercompany transactions and ;
“balances are eliminated in consolidation.

CFBank prov1des ﬁnanmal services through 1ts four full service bankrng offices in Falrlawn Calcutta, Wellsv1lle and
: Worthlngton Ohio. Its primary deposit products are checking,. savings, money market and term certificate accounts, and its'
primary lending products are commercial and residential mortgages and commercial and installment loans: There are no -

", significant concentrations of loans to any one 1ndustry or.customer. However, the customers”™ ability to repay their- loans 1s

dependent on the real estate and general economic condltlons in the customers’ geographlc areas.

On August 20, 2012 the Company successfully completed a registered common stock offerrng Net proceeds from the
- offering totaled $20,221 after-consideration of $2,279 of'offering-costs. The caprtal raise resulted in: 15 mllllon addrtronal {
ﬁ_common shares: berng lssued at the prrce of $1. 50 per Share 2 »

: Use of Estimates: To prepare ﬁnanmal statements 1n eonform1ty with U.S. generally accepted accountlng pr1nc1ples _
(GAAP), management makes estimates and assumptions based on available information. ' These estimates and assumptrons
‘affect the amounts reported in the financial statements and the disclosures provided, and actual results could differ: The _
allowance for loan losses (ALLL) deferred tax assets and farr Values of ﬁnanc1al 1nstruments are part1cularly subJect to o
change : : . e

Cash Flows: Cash and cash equivalents. mclude ‘cash, depos1ts with other financial institutions with maturmes fewer than 90
~ days and federal funds sold. Net cash flows are reported for customer loan and deposit transactions, interest-bearing deposits
in other financial 1nst1tutlons and borrowmgs w1th or1g1nal maturities under 90 days. ..

Interest-Bearmg Deposrts in Other Flnancml Instltutrons Interest-bearing deposrts in other ﬁnancral 1nst1tut1ons mature ‘
at'various times through September 2014 and are carried at cost.

Securities: Debt securrtres arc classified as held to maturlty and carried at amortized cost when management has the posrtlve
" intent and ability to-hold them to’ maturity. Debt securities are-classified as available for sale when they might be sold before
maturity. . Equity securities with readily determinable fair values are classified as available:for sale. Securities:available for -

" sale are carried at fair value, with unrealized holding gains and losses reported-in other comprehensive income, net of tax:. -

Interest income:includes amortization of purchase premium or discount: Premiums and discounts on securiti¢s:dre amortized
on the level-yield method without anticipating prepayments, except for mortgage-backed securities and collateralized -
mortgage obhgatrons where prepayments are anticipated. Gains and losses on sales are recorded on the trade date and
determmed us1ng the specific 1dent1ﬁcatron method :

Management evaluates securities for other-than- temporary 1mpa1rment (OTTI) at least on a quarterly basis, and more
frequently when economic or market conditions Warrant such'an evaluation. For securities in an unrealized loss; position, "
management considers the extent and duration of the unrealized loss and the financial condition and near-term prospects of
the issuer. Management also assesses whether it intends to sell, or will more likely than not be required to sell, a security in

" an unrealized loss position before recovery of its: amortized cost basis: If either of the criteria regarding intent or requlrement
to sell is met, the entire difference between amortized cost and fair value is recogmzed as 1mpa1rment through earnlngs For~
debt securities that-do not meet the aforementioned criteria, the amount of 1mpa1rment is split into two components as
follows: 1) OTTI related to credit loss, which must be recognized in the i income statement and 2) OTTI related to'other
factors, which is recognized in other comprehensrve income. The credit loss is defined: as the difference between the present g
value of the cash flows-expected to-be collected and the amortrzed cost basis. For. equlty ‘securities, the entlre amount of
impairment is recognized- through earnings.

Loans Held for Sale: Mortgage loans orlgmated and intended for sale in the secondary market are carried at farr Value as
determined by outstanding commitments from 1nvestors ‘
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NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contmued)

Mortgage loans held for sale ‘are generally sold with ‘servicing rights’ released The carrying value of* mortgage loans sold is -
reduced by the amount-atlocated to the servicing right when mortgage loans held for sale are sold with:servicing rights
retained. ~Gains and losses on sales of mortgage loans are based on the d1fference between the selhng prlce ‘and the carrymg
value of the related loan sold.. - e u :

Loans: Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoffare "
reported at the principal balance outstanding; adjusted for purchase premiiums and discounts; .deferred.loan fees . and costs,
accrued interest receivable and an ALLL. Interest income is accrued on.the; unpaid pr1nc1pa1 balance:: Loan origination fees,
net of certain direct origination costs, are deferred and recognized in interest income using: the level yreld method wrthout
anticipating prepayments The recorded investment in loans. 1ncludes accrued mterest recervable P o

The accrual of interest income on all classes of loans except other consumer loans is discontinued and the loan is placed on ©
nonaccrual status at the time the loan is 90 days delinquent unless the loan is well-secured and in process of collection. Other o
consumer loans are typically charged off no later than 90 days past due. Past due, status:is: based on the contractual terms of ¢~
the loan for all classes of loans. In all cases, loans are placed on nonaccrual or charged-off at an earlier date if collection of . .
~principal or interest is considered doubtful. Nonaccrual loans and loans.past due 90 days still on accrual include both smaller"":i"i»
balance’ homogeneous loans that are collectively evaluated for impairment and md1V1dually classified impaired loans.
Commercial, multi-family residential real estate loans and commerc1al real estate loans placed on nonaccrual status are
1nd1v1dually classified as impaired loans T N . ., :

et

1

All interest accrued but not received for loans placed on nonaccrual is reversed agalnst 1nterest 1ncome ‘Interest recelved on '
_such loans is accounted for on the cash-basis or cost-recovery method, until quahfyxng for return to accrual. Loans.are ,' ‘
returned to accrual status when all the. principal and 1nterest amounts contractually due are brought current and future

payments are reasonably assured - o '

Concentration of Credit Risk: Most of the Company s primary busmess act1v1ty is with customers ‘Tocated w1th1n the Oh1o
counties of Columbiana, Franklin, Summit and contiguous counties. Therefore, the Company’s. exposure to credit nsk is.
significantly affected by changes in the economies within these counties: Although these counties are the Company’s -

primary market area for loans, the Company originates res1dent1al and'commetcial real estate- loans throughout the Un1ted o
States. ‘ :
Allowance for Loan Losses The ALLL is'a valuatron allowance for probable incurred-credit- losses Loan losses are .. i
charged against the allowance when management believes the uncollectibility of a loan balance is confirmed. Subsequent
recoveries, if any, are credited to the allowance; Management estimates the allowance balance required using-past loan loss
experience, the nature and volume of the portfolio, information about specific borrower situations and estimated collateral
values, economic conditions, and other factors. Allocations of the allowance may. be made for:specific loans, but the entire -
allowance is available for any loan that, in management’s Judgment should be charged off. -

The allowance cons1sts of spec1ﬁc and general components. T he specrﬁc component relates to loans that are- 1nd1v1dua11y :
classified as impaired. A loan is impaired when, based on current information and events, it is probable that CFBank will be
unable to collect all amounts due according to the contractual terms of the loan agreement Loans within any loan class for
which the terms have been modified resulting in a concession, and for wh1ch the borrower is expenencmg financial -,
drfﬁcultres are consrdered troubled debt: restructurmgs (TDRs) and classified as 1mparred

Factors. cons1dered by management in deterrmnmg impairment for all loan, classes 1nclude payment status, .collateral value,
and the probablhty of collecting scheduled principal and interest payments when due. Loans that experience insignificant
payment delays and payment shortfalls generally. are not classified as 1mpa1red Management determmes the, significance . of
payment delays and payment: shortfalls on.a:case- -by-case basis, taking into consideration all of the clrcumstances
surrounding the loan and the borrower 1nclud1ng the length of the delay, the reasons.for the delay; the. borrower’s prior.,
payment record and the amount, of the shortfall in relat1on to, the pr1nc1pal and interest. owed
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Loans of all classes within the commercial, multi- family residential and commercial real estate segments, regardless of size,
and loans of all other classes with balances over $500 are individually evaluated for impairment when they are 90 days past
due, or earlier than 90 days past due if information regarding the payment capacity of the borrower indicates that payment in
full according to the loan terms is doubtful. Ifa loan is impaired, a portion of the allowance is allocated so that the loan is :
reported, net, at the present value of estimated future .cash flows using the loan’s existing rate or at the fair value of collateral r
if repayment is expected solely from the collateral. Large groups of smaller balance loans, such as consumer-and single- i
family residential real estate loans are collectively evaluated for 1mpa1rment and accordingly, they are not separately

- identified for 1mpa1r1nent disclosures. = s

TDRs of all classes of loans are separately identified for impairment disclosures and are measured at the present value of ! ;
estimated future cash flows using the loan’s effective rate at inception. If a TDR is considered to be a collateral dependent v
loan, the loan-is reported, net, at the fair. value of the collateral. For TDRs that subsequently default, the amount of reserve is -
determined in accordance with the accounting policy for the ALLL.

Interest income on all classes of 1mpa1red loans that are on nonaccrual status is recogmzed in accordance with the accountrng
pohcy on nonaccrual loans.. Cash receipts on all classes of 1mpa1red loans that are on nonaccrual status are generally applied
to the principal balance outstanding. Interest income on all classes of impaired loans that are not on nonaccrual status is
recogmzed on the accrual method. TDRs may be classified as accruing if the borrower has been current for a period.of at.
least six months with respect to loan payments and management expects that the borrower: w111 be able to continue to make
payments in accordance with the terms of the restructured note. '

The general component covers non-impaired loans of all classes and is based on: h1storlca1 loss experience adjusted for
current.factors. The historical loss experience is.determined by loan class and is based on the actual loss h1story experienced
by the Company over the most recent.year. This actual loss experience is supplemented.with other economic factors based:
on the risks present for each loan class. These economic factors include consideration of the following: levels of and trends
-in delinquencies and impaired loans; levels of and trends in charge-offs and recoveries; trends in volume and terms of loans;
effects of any changes in risk selection and underwriting standards; other changes in lending policies, procedures, and,
practices; experience, ability, and depth of lending management and other relevant staff; natlonal and local economic trends
and condltlons 1ndustry conditions; and effects of chariges in credit concentrations.

The general component is calculated based on CFBank’s loan balances and actual historical payment default rates. For loans _
with no actual payment default history, industry estimates of payment default rates are apphed based on loan segment and the *
state where the collateral is located. Results are then scaled based on CFBank’s internal loan risk ratings, and 1ndustry loss
rates are applied based on loan segment. Industry information is modified based on management’s judgment regardmg 1tems

specific to CFBank, and primarily include the historical loss experience of each loan class, the level and trend of past due and
" nonaccrual loans in each loan class and the current economic outlook

The followmg portfoho segments have been 1dent1ﬁed commercral loans, single-family 1 resrdentlal real estate loans multl— i
family residential real estate loans; commercial real estate loans; construction loans; home equity lines of credit; and. other~
consumer loans. A descrrptron of each segment of the loan portfoho along with the risk characteristics of each segment is’
1ncluded below:

Commercial loans: Commerc1a1 loans include loans to businesses generally located within our primary market area. Those :
loans are generally secured by business equipment, inventory, accounts receivable and other business assets. In underwntrng
commercial loans, we consider the net operating income of the company, the debt service ratio and the financial strength,
~expertise and credit history of the business owners and/or guarantors Because payments on commercial loans are dependent
on successﬁﬂ operation of. the business enterprrse repayment of such loans may be subject to a greater extent to adverse
conditions in the economy. We seek to mitigate these risks through underwriting policies which require such loans to be-..
qualified at origination on the basis of the enterprise’s financial performance and the ﬁnanc1a1 strength of the bus1ness owners :
and/or guarantors
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) -

Single-family residential real estate loans: Single-family residential real estate loans include permanent conventional °
mortgage loans secured by single-family residences located within and outside of our primary market area. Credit‘approval -
for single-family residential real estate loans fequires demonstration of sufficient income to repay the principal‘and interest
and the real estate taxesand insurance, stability of employment and an established credit record. Our policy is’to originate
single-family residential real estate loans for portfolio in amounts up to 85% of the lower of the appralsed value orthe
purchase price of the property securing the loan, without requiring prlvate mortgage insurance. Loans in excess of 85% of
the lower of the appraised value or purchase price of the property securing the loan require private mortgage insurance. = °
CFBank has not engaged in subprime lending, used option adjustable-rate mortgage products or made loans with initial teaser. "
rates.

Multl famlly residential real estate loans: Multi-family tesidéntial rel estate loans include loans secured by apartment .
buildings, condominiums and multi-family residential houses generally located within our primary market area. s
Underwriting policies provide that multi-family residential real estate loans may ‘bé made in amounts up to 75% of the lower
of the appraised value or purchase price of the property. In underwriting multi-family residential real estate loans, we ’
consider the appraised value and riet operating income of the property, thie debt service ratio and the property owner’s and/or
guarantor’s financial strength, expeitise and credit history. We offer both fixed and adjustable rate loans. - Fixed rates are =
generally limited to three to five years; at which time they convert to adjustable rate loans.. Because payments on loans
secured by multi-family residential properties are dependent on successful operation or management of the’ properties,
repayment of multi-family residential real estate loans may be'subject to-a greater extent to'adverse conditions in the real
estate market or the economy. Adjustable rate multi-family residential real estate loans genérally pose credit risks not
inherent in fixed-rate loans, primarily because as interest rates rise, the borrowers’ payments rise, increasing the potential for
default. Additionally, adjustable rate multi- family residential real estate loans generally do not-contain periodic:and lifetime -
caps on interest rate changes. We seek to minimize the additional risk presented by adjustable rate multi-family residential
real estate loans through underwriting. criteria that require such loans to be qualified at orlglnatlon ‘with sufﬁc:lent debt L

" coverage ratios under i 1ncreas1ng 1nterest rate scenarios. : ’ 2

Commercial real estate loans: Commerc1a1 real estate loans include loans secured by owner occupled and non- owner
occupied properties used for business’ purposes, such as manufacturing facilities, office buildings or retail facﬂltles generally
located within our primary market area. Underiwriting policies provide that commercial real estate loans may be made in
amounts up to 75% of the lower of the appraised value or purchase price of the property.- In underwriting commercial réal
estate loans, we consider the appraised value and net operating income .of the property, the debt service ratio and the property, ’
owner’s and/or guarantor’s financial strength, expertise and credit history. We offer both fixed and adjustable” rate loans. )
Fixed rates are generally limited to three to five years, at which time they convert t0- adjustable rate loans. Because payments
on loans secured by commercial real estaté properties are dependent on successful operation or management of the properties;
repaymerit of commercial real estate loans may be subject to a greater extent to adverse conditions in the real estate market or
the economy. Adjustable rate commercial real estate loans generally pose credit risks not inhérent in fixed-rate loans,
primarily because as interest rates rise, the borrowers’ payments rise, increasing the potential for default. Additienally,
adjustable rate commercial real estate loans generally do not contain periodic and lifetime caps on interest rate:changes. We.
seek to'minimize the additional risk presented by adjustable rate commercial real estate loans through underwriting cr1ter1a
that require such loans to be qualified at origination with sufficient debt coverage ratios under i 1ncreasmg interest rate
scenarios. ;

~ Construction loans: Construction loans include loans to finance the construction of residential and commercial propéities °
generally located within our primary market area. -Construction loans are fixed or adjustable-rate loans which may ‘convert to
permanent loans with maturities of up to 30 years. Our policies provide thatconstruction loans may be made in amounts up
to 75% of the appraised value of the property, and an independent appraisal of the property is requlred Loan proceeds are
- disbursed in incréments as construction progresses and as inspections warrant, and regular 1nspect10ns are required to monltor
‘the progress of construction. In underwriting construction loans, we consider the property owner’s and/or guarantor’s.’
financial strength, expertise and credit history. Construction financing is considered to involve a higher degree of credit I'lSk
than long-term financing on improved, owner occupied real estate. Risk of loss on a construction loan is dependent’ largely
upon the accuracy of the initial estimate of the property’s value at completion of construction or development compared to.
the estimated cost (including interest) of construction. If the estimate of value proves to be inaccurate; we may be confronted
with a project, when completed, having a value which is insufficient to assure full repayment. We attempt to reduce such -
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NOTE 1 - SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES (Contmued) - -
risks on construction loans through inspections of construction progress on the propelty and by requiring personal guarantees .
and reviewing current personal financial- statements and tax returns, as well as.other. prOJects of the developer . 1

- Home equlty lines of credit: Home equlty hnes of credit mclude both loans we orrgmate for portfolio- and purchased loans]

" We originate home equity lines of credit to customers generally within our primary. market area. Home equity-lines of credit

 are variable rate loans and the interest rate adjusts monthly at various margins above the prime rate of interest as disclosed:in .
The Wall Street Journal. The margin is based on certain factors including the loan balance, value of collateral, election of!

auto-payment, and the borrower’s FICO  score. The amount of the line is based on'the borrower’s credit, income.and: equlty‘l

in the home. When combined with the balance-of the prior mortgage liens, these lines generally may not exceed 89. 9% of the
appraised value of the property at the time of the loan commitment. The lines are secured by a subordinate lien on the i :
underlying real estate and are, therefore, vulnerable to declines in property values in the geographic areas where the - |
properties are located. Credit approval for home equity lines of credit requires income sufficient to repay principal. and P
interest due, stability.of employment, an established credit record and sufficient collateral.--Collectibility of home equity lines -
of credit are dependent on the borrower’s continuing financial stability, and thus-are more likely. to be affected by adverse. . .
-personal circumstances. In 2005.and 2006, we purchased home equity lines of credit collateralized by properties-located
throughout the United States. The purchased home équity lines of credit present higher risk than the home equity lines of
credit we originate for our portfolio as they include properties in geographic areas that have experienced significant declines -
in housing values, such as.California, Florida and Virginia. The collateral values associated with certain loans in these states.
have declined by up to approximately 50% since these loans were originated in 2005:and 2006, and as a result, some loan

balances exceed collateral values.. We continue to monitor ¢ollateral values and borrower FICO scores on both purchased :

~and portfoho loans and, when the situation warrants, have frozen the lines of credlt. ‘ v
Other consumer- loans Other consumer loans include closed—end home equity, home 1mprovement auto and credit card -,
loans to consumers. generally: located within our primary market area, Credit approval forother consumer loans requirés }
income sufficient to repay principal and interest due, stability of employment, an established credit record and sufficient
collateral for.secured loans. Consumer loans typlcally have shorter terms and.lower balances with higher yields-as compared
to real estate mortgage loans,-but generally carry h1gher risks of default. Consumer loan collections are dependent on the
borrower s continuing financial stability, and thus are more likely to be affected by adverse personal circumstances.

CFBank’s charge-off policy for commercial loans, single-family residential real estate loans mult1 family reSJdentral real

estate loans, commercial real estate loans, construction loans and home equity lines of credit requires management to record a.

specific reserve or charge-off as. soon as it is apparent that the borrower is troubled and there is, or likely will be a collateral
- shortfall related to the estimated value of the collateral securing the loan. Other consumer. loans are. typ1cally charged offn no
* later than 90 days past due. |

l
Servrcmg nghts ‘When mortgage loans are sold with servrcmg retained, servicing rrghts are. 1n1t1ally recorded at’ falr valuev ‘
*.with the income statement effect recorded in gains on sales of loans. Fair value is based on market prices for comparable )
mortgage serV1c1ng contracts when available, or alternatrvely, is based on a valuatlon model that calculates the present Value
of estimated futurenet servicing income. All classes of servicing assets are subsequently measured, using the ‘amortization.
~ method which requires serv1cmg rights to be amortized into noninterest income in proportion to, and over the- perrod of the
estimated future net servicing 1ncome of the underlying loans S

Servrcrng assets are evaluated for 1mpa1rment based upon the fair-value .of the rrghts as compared to carrymg amount
Impairment is determined by stratifying rights into groupings based on predominant risk ¢haracteristics, such as interest rate;
Toan type and investor type. Impairment is recognized through a valuation- allowance for an individual grouping, to the extent .
that fair value is less than the carrying amount. If it is later determined that all or a portion of the impairment no longer exists
for a particular grouping, a reduction of the allowance may be recorded as an increase to income. Changes in valuation o
allowances are teported with loan- servicing fees, ‘net on the i income statement. The fair values-of servicing rights’ are subject '
to srgnlﬁcant ﬂuctuatlons as a result of changes 1n estrmated and actual prepayment speeds and default rates and losses

Serv1c1ng fee 1 mcome e, which is reported on the i 1ncome statement as loan servrcmg fees et is recorded for fees earned for S
servicing loans. The fees are based on a contractual percentage of the outstanding: prmcrpal or a fixed amount per loan; and
are recorded as income when earned. The amortization of mortgage servicing rights is netted against loan servicing fee

- income. Loan servicing fees, net totaled $26, $22 and $21 for the years ended December 31, 2012, 2011 and 2010,
respectlvely Late fees and anc1llary fees related to loan serv1c1ng are not material. s .
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contmued)

Transfers of Flnanclal Assets Transfers of financial-assets are accounted for as sales when control over the assets has been .
- relinquished. Control over transferred assets is deemed to be surrendered when the assets have been isolated from the -

~ Company, the transferee obtains the right (free of conditions that constrain it from taking advantage of that right) to pledge or p

exchange the transferred assets; and the Company does not maintain effectlve control over the transferred assets’ through an“’
agreement to repurchase them before their maturlty : o '
. Foreclosed Assets: Assets acqulred through or. 1nstead of loan foreclosure are-initially recorded at fair value less costs tosell -
" when acquired, establishing a:new cost basis. These:assets are.subsequently accounted for at lower of cost or fair value less.
~ estimated costs to sell. If fair value declines subsequent to foreclosure, a valuation allowance is recorded through expense
' Operatmg costs after acquisition are expensed. : : » :

Premises and Equipmient: Land is carried at cost. Premises and equipment are stated.at cost less accumulated depreciation.
Buildings and related components are depreciated using the straight-line method with useful lives rangmg from 3 to 40 years.
Furnlture fixtures and equ1pment are deprec1ated usmg the strarght—lme method with useful lrves ranglng from 2 to 25 years

Federal Home Loan Bank (FHLB) stock: CFBank is a memniber of the FHLB system Members are requ1red to'owha®
certaini amount of stock based on the level of borrowings-and other factors, and'may investin additional amounts. FHLB'
stock is carriéd at cost, classified as a restricted security, and penodrcally evaluated for 1mpa1rrnent based on-ultimate
recovery of par value. Both cash and stock dividends are reported as 1ncome

Bank Owned Life Insurance: CFBank purchased life insurance polrcres on certaln drrectors and employees in 2002 Bank
owned life insurance is recorded at the amount that.can be realized under the insurance contract at the'balance sheet date,
which is the cash surrender value adjusted for other charges or other amounts due that are probable at settlement

Other Intangible Assets Other intangible aSSets consist of identified intangibles from the purchase of the remaining‘ two-
thirds interest in Smith Ghént LLC in October 2009. The intangible-asset was, 1n1t1ally measured at fair value-and'is- berng
amortized on a straight-line method over the estimated life of 4.5 years. - -+ e

Loan Commitments and Related Financial Instruments: Financial instruments include off- balance sheet credit
instruments; ‘such as commitments to make loans and commercial letters of credit, issued to meet customer. financing needs:
The face amount for these items represents the exposure to loss, before consrderlng customer collateral or abrhty to repay
Such ﬁnanc1a1 instruments are recorded when they are funded. :

Derivatives: Derivative financial instruments are recogmzed as assets or 11ab111t1es at fair value. The Company s: derlvatlyes‘
consist mamly of interest rate swap agreements, which are used as part of its asset liability management program to. help e
* manage interest rate risk. The Company does not use derivatives for trading purposes. The derivative transactions'are” ~ ' -
considered instruments with no hedging des1gnatron otherwise known as stand-alone derlvatrves Changes in the falr value .
of the der1vat1ves are: reported currently in earnings, as other noninterest income. : ‘

Mortgage Banking Derivatives: Commitments to fund mortgage loans to be sold into the secondary market, otherwise
known as interest rate locks, are accounted for as free standing derivatives. Fair values of these mortgage derlvatlves are
based on ant1c1pated garns on the underlylng loans. Changes in the fair values of these derrvatlves are 1ncluded in net gams
‘on sales of loans :

Stock—Based Compensatlon Compensatlon cost is recogmzed for stock options and restricted stock awards 1ssued to
directors and employees, based on the fair value of these awards at the date of grant. A Black-Scholes model is utilizéd to
estimate the fair value of stock options, Whlle the market price of the Company’s, common stock at the date of grant is used
for restricted stock awards. Compensation cost is recogmzed over the required service period, generally defined as the -
vestlng period. For awards with graded vesting, compensation cost 1s recognlzed ona stralght—lme basrs over the requlred
serv1ce perlod for each separately vestmg portion of the award. :
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income Taxes: Income tax expense is the total of the current year income tax due or refundable and the change in deferred
tax assets and liabilities. Deférred tax assets and liabilities are the expected future tax amounts for the temporary differences
between carrying amounts and tax bases.of assets and liabilities, computed using enacted tax rates. A full valuation
allowance was recorded in 2009 to reduce the carrylng amount of the Company s net deferred tax asset to zero. See Note 14
—Income Taxes. . - o

A tax position is recognized as a benefit only if it is “more likely than not” that the tax position would be sustained in a tax.
examination, with a tax examination being presumed to occur. The amount recognized is the largest amount of tax benefit
that is greater than 50% likely of being realized on examination. For tax posmons not meetrng the “more likely than not” -~
test, no tax benefit is recorded. . : : i o

" The Company recognizes interest.related to income tax matters as interest expense and penalt1es related to income tax matters
as other noninterest expense:. : ~ .

Retirement Plans: ‘Pension expense is the amount:of annual contributions to the multi-employer contributory trusteed
-pension plan. Employee 401(k) and profit sharing plan expense is the amount of matching:contributions. Supplemental
~retirement plan expense allocates the’ beneﬁts over years of serv1ce :

Reclassifications and Reverse Stock Split: Some items in the prior period financial statements were reclassified to conform
to the current presentation. Reclassifications did not impact prior period net loss or total stockholders’ equity. On May 4,
2012, the Company completed a 1-for-5 reverse stock split, wheteby every 5. shares of the Gompany’s common:stock were:
reclassified into one share of common stock. All share and per share amounts for all periods presented have been adJusted to:
reflect the reverse split as though it had occurred prror to the earlrest per10d presented SRR

Earnings (Loss) Per Common Share: Basrc eammgs (loss) per common share is net income (loss) avallable to common
stockholders divided by the weighted average number of common shares outstanding during the period. All outstanding
unvested share-based payment awards that contain rights to nonforfeitable dividends are considered participating securities:
for this calculation. Diluted earnings per common share includes the dilutive effect of additional potential common shares
issuable under stock options and the common stock warrant. -Earnings and d1v1dends per share are restated for all reverse .
l_stock sphts through the date of issuance of the ﬁnanc1al statements. . RN

: Comprehensrve Income (Loss): Comprehensrve income (loss) consists of net income (loss) and other comprehensive
income (loss). Other comprehénsive income (loss) includes unrealized gains and losses on secur1t1es avallable for sale .
» whrch are also recogmzed asa separate eomponent of equlty )

-Loss Contingencies: Loss contingencies; including clarms and legal actions arising in the ordinary course of business, are‘
recorded as liabilities when the likelihood of loss is probable and an amount or range of loss can be reasonably estimated. )
Management does not believe there are any such matters that will have a material effect on the financial statements. See Note*
w25 - Contrngent Lrabrhtres ‘

- . Restrictions on Cash: Cash on hand or on deposit with the Federal Reserve Bank (FRB) is required to meet regulatory = -
. reserve and clearrng requrrements Cash on deposrt with- the FHLB mcludes $3,300 pledged as collateral for FHLB

. advances.

Equity: Treasury stock is carried at cost. The carrying value of preferred stock and thé common stock warrant is based on -
allocation of issuance proceeds, net of issuance costs, in proportron to their relat1ve falr values Preferred stock is carrred net
of the discount established through the allocat1on of proceeds.””
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contlnued) :
Dividend Restriction: Banking regulations require maintaining certain capital levels'and may limit the d1V1dends paid by
CFBank to the'Holding Company or by the Holding Company to-stockholders. ‘On December:5, 2008, the Company issued.:
7,225 shares of Central Federal Corporation Fixed Rate Cumulative Perpetual Preferred Stock; Series A (Preferred Stock) to:
the United States Department of the Treasury (U.S. Treasury) under the Troubled Asset Relief Program (TARP) Capital” « <+
Purchase Program. This Preferred Stock has:since been retired as‘a part.of the agreement with'U.S. Treasury to retire all
portions of the TARP obligation in September 2012. As defined in Note.2 — Regulatory Order Considerations and. i ‘
Management’s Plans, the Holding Company may not declare, make, or pay any cash dividends or other capital dlstrlbutrons ‘
or purchase, repurchase or redeem or commit.to purchase, repurchase, or redeem any Holding Company equity stock Wlthout
the prior written: non-objectlon of the Board of Governors of the Federal Reserve System (FED) R

. .
‘1 p . co - 'v--

Fair Value of Financial Instrument,s:v Fair values of ﬁn_ancial instruments are estimated using relevant market information .*
and other assumptions, as more fully dis¢losed in Note 6 — Fair Value. Fair value estimates ifivolve uncertainties and matters
of significant judgment regarding interest rates, credit risk, prepayments, and other factors, especially in the absence of broad‘:: ’
markets for particular-items. Changes in assumptions or in ‘market conditions could significantly affect these estimates. -

Operating Segments: While the chief decision-makers.monitor the revenue streams of the Company’s_ various products and:
services, operations are-managed and financial performance is evaluated on a-Company-wide basis.- Operating-results are-not; .

reviewed by senior management to make resource allocation or performance decisions: Accordingly, all of the financial i~ .~

service operations are considered by management to be aggregated in one reportable operating segment.

Adoption.of New Accountmg Standards oo e ‘
ASU No.:2011-04, Amendments to Achieve Common Fazr Value Measurements and Dlsclosure Requzrements in U S: GAAP ,
and IFRSs athends FASB ASC Topic 820, Fair Value Measurements, to bring U.S: GAAP-for.fair value measurements in
line with International Accounting Standards:. The ASU clarifies existing guidance for items such as: the application-of the .
highest and best use concept to non-financial assets and liabilities; the application of fair value measurement to financial
instruments:classified in a reporting entity’s stockholders’ equity; and disclosure requirements regarding quantitative . ... ¥
information about unobservable inputs used in the fair value-measurements of level 3 assets. The ASU also.createsan
exception to Topic 820 for entities which carry financial instruments within. a portfolio or group, under which:the entity.is -
now permitted to base the prrce used for fair valuation upon a price that would be received to sell the net asset position or -
transfer anet liability position in-an-orderly transaction. The ASU also allows for the application of premiums and dlscounts .
in a fair value measurement if the financial instrument is categorized in level 2 or 3 of the fair value hierarchy. -Lastly, the -
ASU contains new disclosure requirements regarding fair value amounts categorized as level 3 in the fair value h1erarchy
such as: disclosure of the valuation process used; effects of and relationshjps between unobservable inputs; usage of -
nonfinancial assets for purposes other than their. highest and best-use when that is the basis of the disclosed fair Value and
categorization by level of items disclosed at fair value, but not measured at fair value for, financial statement purposes.-For. .-
public entities, this ASU is effective for interim and annual periods beginning after December 15, 2011. Early adoption was'
not.permitted. The adoptron of this ASU drd not have a significant impact on the Cornpany s consolidated ﬁnancral ‘
statements. " ., : o

In June 201 I,the FASB issued ASU No. 2011-05, Comprehensive Income (Topie 220): Presentation of Corpprehensive"
Income. This update provides an entity the option to present the total of comprehensive income, the components of net
income, and the components of other comprehensive income either in a single continuous statement.of comprehensive .

income or in two separate but consecutlve statements. .In both ch01ces an entrty is required to. present each component of net':, s

income along with total net income, each component of other comprehenswe income along with a total for other
comprehensive income, and a total amount for comprehensive income. In a single continuous statement, the entity is
required to present the components of net income and total net income, the. components of other comprehensive income and a
total for other comprehensive income, along w1th the total of comprehenswe income in that statement. In- the two-statement
approach, an entity is required to present components of net income and total. net income in the statement of net income. The.
statement of other comprehensive income should immediately follow the statement of net income and include the '
components of other comprehensive income and a total for other comprehensive income; along with a total for .
comprehensive income. The amendments do not affect how earnings per share is calculated or presented. This update‘ is
effective for fiscal years and interim periods beginning after December 15, 2011 and is to be applied retrospectively. The
adoption of this ASU did not have a significant impact on the Company’s consolidated financial statements. The Company
has presented comprehensive income in a separate Consolidated Statements of Comprehensive Loss for the years ended

" December 31, 2012, 2011, and 2010.
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NOTE 1'- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont1nued) T

In December, 2011, the FASB issued ASU 201 1-12, Deferral of the Eﬁectzve Date to the Presentation of Reclassifi catzons of
Items Out of Accumulated Other Comprehensive Income in Accounting Standards Update 2011 -05. Inresponseto ., i
stakeholder concerns regarding the operationai ramifications of the presentatlon of these reclass1ﬁcat1ons for, current and ,
previous years, the FASB has deferied the implementation date of this provision to allow, time. for-further consideration, The o
requirement in ASU 2011-05, Presentation of Comprehensive Income, for the presentation of a comb1ned statement of
comprehensive income or separate, but consecutive, statements of net income and other: comprehenswe income is still ., |
.effective for fiscal years and interim periods beginning after December-15, 2011 for. pubhc companies, and fiscal years.

ending after December 15, 201 1 for nonpublic companies. The adoptron of this ASU did not have a s1gn1ﬁcant impact on the '
Company’s consolidated financial statements. - "

Effect of Newly Issued But Not Yet Effective. Accountlng Standards f e
_In December 2011, the FASB issued ASU 2011- 11, Dzsclosures about Offsettmg Assets and leabzlztzes in an effort to
improve comparab1l1ty between Us. GAAP and 1nternat1onal financial reporting. standards (q 'FRS”) ﬁnanc1al statements
with regard to the presentation of. offsettrng assets and lrabrl1t1es on the statement.of ﬁnanc1al p0s1t1on arising from ﬁnancral
and derivative instruments, and repurchase agreements The ASU establrshes additional, d1sclosures presenting the. gross ,{
amounts of recognized assets and liabilities, offsetting amounts; and the net balance reﬂected in the. statement of. financial ©
position. Descriptive mformatlon regarding the nature and r1ghts of the offset must also be dlsclosed The new. standard is'
effective for annual reportmg periods beg1nn1ng on or after January 1, 2013, and interim per1ods within those anny 1 per1ods
The Company does not expect this ASU to have a significant impact on its consohdated ﬁnancxal statements ’

-‘\In January 2013 the FASB 1ssued ASU No. 2013~ 01 Balance Sheet (Topic 21 0) Clarlﬁ)lng the, Scope of. Dlsclosures about .
, Oﬁfsettmg Assets and Liabilities. The main objective of this standards update is to address implementation.issues. aboutthe .+ -
" scope of Accounting Standards Update No. 2011-11;-Balance Sheet (Topic-210). Disclosures:About oﬁsettmg Assets and
Liabilities. The amendments clarify that the scope of WUpdate 2011-11 applies to.derivatives accounted for in accordanc
Topic: 815 Derivatives and Hedging, including bifurcated embedded derivatives, repurchase agreements and reverse S
repurchase agreements, and securities borrowing and securities lending transactions that are either offset in accordance w1t_ :
Section 210-20-45 or Section 815-10-45 or subject to an enforceable master netting arrangement or srmﬂar agreement. An
entity is required to apply the amendments for fiscal years beginning on or after January 1, 2013, and interim periods within -
those annual periods. An entity should provide the required disclosures retrospectively for all comparatwe perrod presented
© The Company does not expect this ASU to have a significant impact on its consolidated ﬁnancral statements :

In February 201 3, the FASB issued ASU No. 2013- 02, Comprehensive Income (Topic 220) Reportmg of Amounts .
Reclassified Out of Accumulated Other Comprehenstve Income. The objective of this Update is'to 1mprove the repomng of
reclassifications-out of. accumulated other comprehensive income. The amendments in this Update require anentity to report
the effect of 51gn1ﬁcant reclass1ﬁcat1ons out of accumulated other comprehensive income on the respective line items 1n net
income if the amount being reclass1ﬁed is required under U.S. generally accepted accounting principles (GAAP) tobe ’,
reclass1ﬁed in its entirety to net income. For other, amounts that are not required under U.S. GAAP to be reclassified in théir
ent1rety to net income in the same reporting per1od an entity is required to cross-reference other disclosures requ1red under
U.S. GAAP that provide additional detail about those amounts. For publ1c entities, the amendments are effective
prospectlvely for. reportlng periods begmmng after December 15, 2015 The Company does not expect ! th1s ASU to have a
s1gn1ﬁcant impact on its consohdated financial statements ‘ ‘

NOTE 2 - REGULATORY ORDER CONSIDERATIONS AND MANAGEMENT’S PLANS

“Regulatory Order Considerations:
On May 25, 2011, the Holding Company and CFBank each consented to the issuance of an Order to Cease and Desist (the -
Holdmg Company Order and the CFBank Order, respectively, and collectively, the Orders) by the Office of Thrift .
’ iSuperv1s10n (OTS), the primary regulator of the Holding Company and CFBank at the time the Orders were issued. InJuly
2011, in accordance with the Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act), the FED
replaced the OTS as the primary regulator of the Holding Company and the Office of the Comptroller of the Currency (OCC)
replaced the OTS as the primary regulator of CFBank. -
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NOTE 2 - REGULATORY ORDER CONSIDERATIONS AND MANAGEMENT’S PLANS (Continued). -~

The Holding Company Order requires it, among other things, to: (i) submit by every December 31 a capital plan to regulators
that establishes a minimum 'tang’ible‘capital ratio commensurate with the Holding Company’s consolidated risk profile, -
reduces the risk from current debt levels and addresses the Holding Company’s cash flow needs; (ii) not pay ca'sh”dividends, o
redeem stock or make any other capital distributions without prior regulatory approval; (iii) not pay interest or principal on
any debt or increase any Holding Company debt or guarantee the debt of any entity without prior regulatory approval; (iv)
obtain prior regulatory approval for changes in directors and senior executive officers; and (v) not enter into-any new' .
contractual arfangement related to compensatron or beneﬁts w1th any director or senior executive officer w1thout prior”~
notrﬁcatron to regulators h S .

The CFBank Order requires.it, among other things, to: (1) maintain 8% core capital and 12% total rrsk based ¢apital, after
establishing an adequate allowance for loan and lease losses:; (ii) submit évery December 31 a. caprtal and busrness planto -
regulators that describes strategres to meet these required capital ratios and contains operating strategies to achieve realistic -
core earnlngs (111) rarse caprtal to reach the requrred levels; (iv) not onglnate partrcrpate in or acqurre any nonre51dent1al real
procedures; (v) adopt atevised. credit adm1n1strat10n pohcy, problem asset reductlon plan, management succession plan and
" liquidity’ management polrcy, (vi) limit asset growth in hne with the Business Plan absent prior regulatory approval for
additional growth; (vii) niot pay cash dividends or make’ any other capltal distributions without prior regulatory approval
(viii) obtain prior regulatory approval for' changes in'directors and senior executive officers; (ix) not enter .into'any new -
contractual arrangement related to-compensation or benefits-with any director or senior executive officer without prior
notification to regulators; (x) not enter into any s1gn1ﬁcant arrangement or contract with a third party service provider without
-prior regulatory approval; and (xi) coriply-with the Federal Deposit Insurance Corporation (FDIC) limits on brokered
deposits. As-a result of the CFBank Order, we'are prohibited from offering above-market interest rates and are subject to- -
market-rates published by the FDIC when offering deposrts to the general public. As a result of'thé CFBank Ordér, CFBank
~ is considered “adequately capitalized” for regulatory purposes.- If CFBank’s capital falls below the levels to-be considered
: ‘adequately capltahzed it may be subject to substantlally greater regulatory scrutmy, mcludmg the 1mp081t10n of’ addrtronal
.restnctrons on-our operatrons :

The Company has been unproﬁtable for the past three years. If we do not generate profits in the future, our capxtal levels wrll
be negatively impactéd and the regulators could take addltlonal enforcement actlon against us, mcludmg the 1mpos1t1on of
further operating restrictions.

Because CFBank is under a regulatory order, it is proh1b1ted from accepting or renewing brokered deposrts mcludmg
recrprocal deposrts in the Certificate of Deposit Account Registry Service (CDARS) program, w1th0ut FDIC approval
CFBank received limited waivers from the prohibition on renéwal of reciprocal CDARS' deposrts from the FDIC, each for 90
day perrods whrch expired on September 20, 2011, December 19, 2011, March 18, 2012, Tuné'16, 2012 September 14, 2012
December 13, 2013, and a current limited waiver whlch expires on March 13, 2013. The currentlimited waiver allows
CFBank to roll over or renew core deposits in the reciprocal CDARS program that have yet to mature or have matiired and”
remained with CFBank between December 14, 2012 and March 13,2013. . Management intends to submit additional requests
for waivers in the future; however, there can be no assurance that the requests will be granted by the FDIC or that customers
will roll over or renew their CDARS deposrts even if CFBank is ‘granted additional waivers.: On February 28, 2013, CFBank
received a waiver for a 90-day period to allow the bank to renew deposits under the CDARS program. The 90- day Walver
period runs from. March 14, 2013 through June 12, 2013 :
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NOTE 2 - REGULATORY ORDER CONSIDERATIONS AND MANAGEMENT’S PLANS (Continued)

The prohibition on brokered deposits signiﬁcantly limits CFBank’s ability to participate in the CDARS program and impacts

. CFBank’s liquidity management. As a result of the losses:in 2009, 2010 and the first quarter of 2011, management had been

concerned that CFBank would be restricted from accepting or renewing brokered deposits, in addition.to other regulatory -

restrictions, and moved aggressively in 2011, prior to receipt of the CFBank Order, to build on-balance-sheet liquidity to-deal
with scheduled brokered deposit maturities and the potential impact of other regulatory restrictions onliquidity. This practice.
is no longer being followed. At December 31, 2012, CFBank had $32,095 in brokered deposits with maturity dates from
January 2013 through August 2016. At December 31, 2012, cash, unpledged securities and deposits in other financial

. institutions totaled $32,396, which is sufficient to cover brokered deposrt matuntles in 2013. Brokered deposrt maturities .
over the next four years-are as. follows : R

*December 31,2013
. December 31,‘201.4 A
+--December 31, ‘20_15 ,
*“December 31; 2016

- " The Holdlng Company is dependent on d1v1dends from CFBank to pr0V1de the 11qu1d1ty necessary to meet. 1ts obllgatlons As

of December 31, 2011, pursuant to the CFBank Order; CF Bank may not declare or pay dividends or make any other cap1tal
distributions without receiving the prior written approval of the OCC. Future dividend payments by CFBank to the Holding
Company would be based on.future earnings and the approval of the OCC. The payment of dividends from CFBank to the
Holding Company is not hkely to-be approved by the OCC while CFBank is’ suffenng losses.

The drrectrves contalned in the Orders 1nc1ud1ng hrgher cap1ta1 requlrements requlrements to reduce the level of our
classified and criticized assets. and various operating restrictions may impede our full ability to operate our business and
compete effectlvely n our. markets

We have, taken such actions(as we believe are necessary to comply with all requireme_nts of the Orders which are currently o
effective and we are continuing to work toward compliance with the provisions of the Orders having future compliance dates.

“The following approvals, rfbn-.ebjections, notifications and waivers \yere received or provided with regard to the Orders:
e  approval was received from the Federal Reserve Bank of Cleveland on July 13, 2012 and regulatory non-objection
was recelved ‘from the OCC on August 23, 2012 for: redemptlon of the TARP obligations; .

o approval was received from the FED on October 29, 2012 for payment of 1nterest on the subordlnated debentures

° regulatory non-objection was received from the OCC on June 14, 2012 and from the Federal Reserve Bank of
Cleveland on June 20, 2012 for the additions of Timothy T. O’Dell, Thad R: Perry, Robert E. Hoeweler, James
Howard Frauenberg, IT and Donal Malenick as directors of the Company and CFBank, and Mr. O? Dell Mr. Perry

~ -as- Chief Executlve Officer and Pre51dent respectively, of the: Company and CFBank;’ a

e notification of new contractual arrangements related to compensation or benefits for new. senlor executlve officers
was provided to the FED and OCC on September 24,2012;

e the contingency plan requirement was extended by the OCC until the earlier of 15 days after termmatlon of the
' stock offering or January 31, 2012, and further extended by the OCC to 90 days after FED approval of the standby s
' *purchasers change-in- control apphcatron

e the requirement for regulatory approval to orlgrnate participate in or acqulre any nonresidential real estate loans or
‘commercial loans was waived by OCC on November 9, 2011, subject to certain Board approval conditions, loan
policies and credit administration procedures.

uThe requirements of the Orders will remain in effect until terminated, modified.or suspended by our regulators.
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NOTE 2 - REGULATORY: ORDER CONSIDERATIONS AND MAjNA'G'EMENT,’AS‘PLAN'S (Continued)

Capital Raise: L S N
The Company announced- the terms.of a regrstered ¢ommon stock offermg of up'to. $30 000 on August 9,2011. The
registered common stock offering consisted of a $24,965 rights offering and a $5,035 offering to a group of standby -
purchasers. Under the terms of the rights offering, all record holders of the Company’s common stock ‘as of February 8 2012‘ '
received, at no charge, one subscription right for each share of common stock held as of the record date, which was prior to -
the 1 for 5 reverse stock split effective May 4, 2012. Each subscription right entitled the holder of the right to purchase-
6.0474 shares of Company common stock (pre-split) at a'subscription price’of $1.00 per share (pre- split): - Shares were also
available to the public at'$1.00 per share. I n addition, for each three shares of common stock purchased purchasers were to".
receive, at no charge, one warrant to purchase one additional share of common stock at a purchase price'of $1.00 per‘share. -
The warrants were to be exercisable for three years. The Company had separately entered into a series of standby purchase
agreements with a group of investors led by Timothy T. O’ Dell, Thad R. Perry and Robert E. Hoeweler. Under the standby
purchase agreements, the standby purchasers were to acquire 5.0 million shares of Company common stock at a price of
$1.00 per share and receive warrants with the same terms and conditions as all purchasers in the rights offering. The standby
purchasers had conditioned their purchase of shares of common stock upon the receipt’by the Company of at least $16;500 in .
net proceeds from the rights offering. The reglstratlon statement related to the rights offermg was filed with the SEC and
. became effective on February 8, 2012.

In April 2012, the Company suspended this offerrng and returned all subscrlptlons received. The Company subsequently e
modified the terms of the offering and filed post-effective ‘amendments to its Tegistration statement with the SEC, and the
amended reglstratlon statement was declared effectlve on June 14 2012 ‘
The restructured registered common stock offering consxsted of a rights' offermg of up to $18, 000 and a $4, 500 offermg to a
group of standby purchasers, as well as a'public offering of any unsold shares: Under the terms of the rights offerrng, all™
holders of the Company’s common stock as of the record date, June 14, 2012, received, at no charge, one subscrrptron rlght
for each share of common stock held as of thé record date, which was after the 1 for 5 reverse stock split effective May 4;
2012. Each subscription riglit entitled the holder of the right'to purchase 14.5329 shares of Company common stock (post—
split) at a subscription price of $1.50 per share (post-split). The rights offering period expiréd on July 16,2012, 'and -
unsubscribed shares were made available to the public beginning on July 17, 2012, at $1.50 per share. The public offering of -
unsubscribed shares of common stock ended on August 14, 2012. The Company separately entered into a series of standby
purchase agreements with a group of investors led by Timothy-T: O’Dell; Thad R. Perry and Robért E. Hoéweler. - Under the
standby purchase agreements, the standby purchasers agreed to purchase 3.0 million shares of Company common stock ata
price of $1.50 per share. The standby purchasers had conditioned their purchase of shares of common stock-upon:the recelpt
by the Company of at least $13,500 in net proceeds from the rights offermg and publlc offermg '

On August 20, 2012, the Company announced the successful completron of i 1ts restructured reglstered common stock
offering. The Company sold 15.0 million shares of its common stock (mcludmg shares sold to the standby purchasers) at
$1.50 per share, resultmg in gross proceeds of $22,500 before expenses of $2 279.:

A portion of the proceeds from the restructured registered common stock offertng was retamed by the Holdtng Company for k
general corporate purposes and is estimated to be sufficient to support the Holding Company’s cash'requirements. for the
foreseeable future based on its current business plan. The Holding Company and its subsidiaries, other than:CFBank, had'
available cash of $4,673 at December 31, 2012. Holding Company cash provided from net proceeds of the stock offering
was reduced by $3,000 for redemption of the TARP obligations and a $13,500 capital contribution to- CFBank to improve its
capital ratios and support future growth and expansion, bringing CFBank into compliance with the capital ratios required by
the CFBank Order. See Note 17 — Preferred Stock and Note 18 — Common Stock Warrant for additional information on

' redemptron of the TARP obhgatlons The Holding Company’s current cash requlrements include debt serv1ce on the
service requirements of the subordrnated debentures Management beheves the Holdlng Company s 11qu1d1ty is sufﬁment at
December 31 2012 :
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NOTE 3 — SECURITIES

The following table summarizes the amortized cost and fair value of the available-for=sale securities portfolio at Decemben:
31,2012 and 2011 and the corresponding amounts of gross unrealized gains and losses recognized in accumulated other

comprehenswe income:

December 31, 2012
Corporate debt .
State and municipal
Issued by U.S. government—sponsored entities and
agencies:
Mortgage-backed securmes residential
Collateralized residential- rnortgage obligations .

Total -

December 31, 2011
Issued by U.S. government-sponsored entities and
agencies:

1475 $ 198

!
t
|
(-
|
M

'

i

1,673

' Mortgage-backed securities - residential 1s - $
Collateralized residential mortgage obligations 16,655 . 204 16 - = 16,843
~ Total $° 18,130 $ . 402 16 $ 18,516

There was no OTTI recognized in accumulated other comprehensrve income for securities ava1lable for sale at December 31,

2012 or 2011.

The procéeds from sales of securities and the associated gains in 2012 and 2011 are listed below. "

Proceeds
~Gross gains
Gross losses

$

Tax effect - expense -

The amortized cost and fair value of debt securities at year-end 2012, by eorrtractual; maturity. Expected maturities
may differ from contractual maturities if borrowers have the rlght to call or prepay obligations with or w1thout
call or prepayment penaltres Securmes not due at.a single maturrty date are shown separately :

PR

Amortlzed Cost- . ~Fair Value :
Due in one year or less $ . 50 T150
Due after one year through five years 6.385 63017
Mortgage-backed securities 1,399 1,486
Collateralized mortgage obligations 9,698 9,802
Total $ 17,532 17,639
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NOTE 3 - SECURITIES (Continued)

Fair value of securities pledged was as follows:

Pledged as collateral for:

FHLB advances '

Public deposits

Customer repurchase agreements
Interest-rate swaps

Total

2011
$ 9,336
2,820
3,557 -
1,464
17,177

$

At year-end 2012 and 2011, there were no holdings of securities of any one issuer, other than U.S. government—

sponsored entities and agencies, in an amount greater than 10% of stockholders’ equity.

The following table summarizes securmes with unrealized losses at December 31, 2012 and December 31 201 1
aggregated by major security type and length of time in a continuous unrealized loss pos1t1on

December 31, 2012

Description of Securities

Corporate debt

State and municipal

Issued by U.S. govemment—sponsored
entities and agencies: R
Collateralized mortgage ‘

obligations
Total temporarily impaired ! o e
December 31, 2011 Less than 12 Months : 12 Months or More - Total
Unrealized Unrealized Unrealized. -

Description of Securities " Fair Value Loss " Fair Value Loss " Fair Value Loss
Issued by U:S. government- sponsored )

entities and agencies: P ] o

Collateralized mortgage obligations $ 2,882 $ C 16 $ - $ - $ 2,882 $.. - 16
Total temporarily impaired $ - 2,882 $ 16 $ - $ - 3 2,882 $ . 16

The unrealized losses in Corporate debt and State and Municipal Securities in 2012 are related to multiple securities.
Because the decline in fair value is-attributable to changes in market conditions, and not credit quality, and because the
Company does not have the intent to sell these securities and it is likely that it will not be required to selt these securities
before their anticipated recovéry, the Company does not consider these securities to be other-than-temporarily impaired at
December 31, 2012. The unrealized loss-at December 31, 2012 and December 31, 2011 in Collateralizéd Mortgage
Obligations is related to two Ginnie Mae collateralized mortgage obligations. These securities carry the full faith and credit

guarantee of the U.S, government. Because the decline in fair value is attributable to changes in market conditions, and not

credit quality, and because the Company does not have the intent to sell these securities and it is likely that it will not be
required to sell these securities before their anticipated recovery, the Company does not consider‘these securities to be other-

than-temporarily impaired at December 31, 2012.
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NOTE 4-LOANS

Loans at year-end were as follows:

2011

Commercial - 25,994
Real estate: .
Single-family residential 18,214
Multi-family residential 27,163
Commercial 69,757 J
-Construction L C
Consumer B g
Home equity lines of credit 14,921 !
Other ~ 1,221
Subtotal 157,270
Less: ALLL - - -(6,110) ‘
~ Loans, net $ 151,160

Mortgage Purchase Program

On December 11, 2012 the Bank entered mto a Mortgage Purchase Program with Northpomte Bank (Northpomte) a
Michigan bankrng corporation. At December 31, 2012, CFBank held $25,373 of such loans which have been included in,
single family residential loan totals above. Through a participation agreement, CFBank agreed to purchase from Northpointe
75% interest in fully underwritten and pre-sold mortgage loans originated by various prescreened mortgage brokers located
throughout the U.S. The participation agreement provides for CFBank to purchase individually (MERS registered) loans

from Northpointe and hold them until funded by the end investor.  The mortgage loan investors include Fannie Mae and -
Freddie Mac, and other major financial institutions such as Wells Fargo Bank. This process on average takes approximately
14 days. Given the short term nature of each of these individual loans, common credit risks such as past due, impairment and
TDR, nonperforming, and nonaccrual classification are substantrally reduced. The maximum aggregate purchase interest
shall not exceed $45,000. Northpointe maintains a 25% ownership interest in each loan it participates. The agreement = -
further calls for full control to be relinquished by the Broker to Northpointe and its participants with recourse to.the broker.
after 120 days, at the sole discretion of Northpointe. As such, these’ purchased loans are classrﬁed as portfoho loans These
loans are 100% risk rated for CFBank capital adequacy purposes: : o

ey

The ALLL is a valuation allowance for probable incurred credit losses in the loan portfolio based on management’s
evaluation of various factors including past loan loss experience, the nature and volume of the portfolio, information about: -
specific borrower situations and estimated collateral values, economic conditions. and other factors. A provision for loan .
losses is charged to operations based on management’s periodic evaluatron of these and other pertinent factors descrlbed in
Note 1 of the Notes to Consolidated Financial Statements.
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NOTE 4 — LOANS (Continued)

The following tables present the activity in the ALLL by portfolio segment for the year ended December 31, 2012 and 2011:

- . . . . L S 4

s

2012

December 31

Beginning balance
Addition to (reduction in
provision for loan

losses
Charge-offs
Recoveries _
Ending balance
December 31, 2011 S : S
[Commercial Real Estate Consumer
_ Home h
Single- Multi- : " |-équity lines-of | =
. i .__family family ' Commercial | Construction credit - Other . . Total.. °
Beginning balance $ 1879 |"$ 241 [*$ 2520¢:] $ 4719 | § 74 $ 303°] s 22 |'$ 9758
Addition to (reductionin) | . - 1 ] R . S
provision for loan, v E i : . - i L
losses S 1481 | 83 2,108 | . (406) (74) 1830 L. 3375 .
Charge-offs ‘ (1,296) (124) (3,167) . (2,652) b @41 | . () (7,498)
Recoveries ‘ 214 | 0 T : 9., 202 - 27 ] 13 L 472
Reclass of ALLL on loan-{ ‘ R . , B T
related commitments V] 3y R - - I - 3
Ending balance $ 2281 | $ 207 | § 1470 | $ 15863 $ $ 2712 | 8 17 |7$ 6110

{ ) Reclassified from (to) accrued interest payable and other liabilities in the consolidated balance sheet.

Activity in the ALLL was as follbws: » o

¥

2010
Beginning balance 183 7,090
Provision for loan losses ‘ ) 8,468
Reclassification of ALLL on loan-related commitments'(”' 10
Loans charged-off : (6,165)
Recoveries 355
Ending balance ‘ ' 1% 9,758

1 . N .
@ Reclassified from-(to) accrued interest payable and other liabilities in the consolidated balance sheet.
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NOTE 4 — LOANS (Continued)

The following table presents the balance in the ALLL and the recorded mvestment in loans by portfolio segment and based
on 1mpa1rment method as of December 31 2012

oo —

* ALLL:
Ending allowance
“bBalance attributable to
loans:
Individually
evaluated for -
impairment
. Collectively
“evaluated for
., -impairment
Total ending
altowance
_balance

Loans:
“Individually evaluated
for impairment
Collectively evaluated:
for impairment
" .Total ending loan
balance

The followmg table presents the balance in the ALLL and the recorded mvestment in lodns by portfolio segment and based
on impairment method as of December 31, 2011:

Coiﬁmercial Real Estate Consumer
Home equity
Single-family| Multi-family | Commercial | lines of credit Other Total
ALLL:
Ending allowance balance attributable
_to loans:
- Individually evaluated for . : :
impairment $ 624 | $ -1s 11 $ 262 $ - $ < $ 897
- Collectively evaluated for - o
impairment 1,657 207 1,459 1,601 © 272 17 5,213
Total ending allowance balance | $: 2,281 $ 207 ‘ $° 1,470 $ 1,863 $ . 272 |8 17 :}-8-7 6,110
) i
Loans: . » . .
Indmdually evaluated for 1mpa1rment 1% - 82 s - $. 509 $ 6085 | 135 $ - lse "12,13 I
Collectively evatuated for impairment | 25173 | 18214 22,073 63,672 14,786 1221 | 145,139
Total ending loan balance $ 25,994 s 18214 | § 27,163 $ 69,757 $ 14921 $ 1221 $ 157270
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NOTE 4 - LOANS (Continued)

The followmg table presents loans individually evaluated for 1mpa1rment by class of loans as of and for the year ended
December 31, 2012. The unpaid principal balance is the contractual principal- balance outstandlng The recorded investment
is the unpaid pr1nc1pal balance adjusted for partial charge-offs, purchase premlurns and dlscounts deferred loan fees and
costs and mcludes accrued interest.

With no related allowance recorded:
Commercial ) .
Real estate: ' ,

Single-family res1dent1a1

Multi-family residential

Commercial: )
Non-owner occupied
Owner occupied
Land
Construction

Consumer:

Home equity lines of credit:
Originated for portfolio
Purchased for portfoho

Other

Total with no allowance recorded

With an allowance recorded:
Commercial
Real estate: )

Single-family residential

Multi-family residential

Commercial:

Non-owner occupied

Owner occupied

Land |

Construction
Consumer:

Home equity lines of credit:
Originated for portfolio -
Purchased for portfolio

Other

Total with an allowance recorded
Total -
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NOTE 4 — LOANS (Continued)

The following table presents loans individually ¢valuated for impairment by class of toans as of December 31, 2011:

Interest income recognized during impairment

41

Unpaid . Average. Interest.
Principal Recorded ALLL Recorded Income
" Balance Investment Allocated | Investment | Recognized
With no related allowance recorded:
Commercial $ 573 47 $ -1$ 1171 | S -
Real estate: ‘ .
Single-family residential - - - - 23 -
© Multi-family residential =~ 6,748 4,996 - 3,396 -
Commercial: ' S
- Non-owner occupied 2,171 1,755 - 1,446 -
Owner occupied © 876 446 - 1,017 -
Land. - - - - -
Consumer: | ~ ‘
Home equity lines of credit:
Originated for portfolio 135 135 - 136 -
Total with no-allowance recorded 10,503 |. 7379 - 7,189 -
 With an allowance recorded: - ; '
Commercial 796 774 624 428 30
Real estate: S ‘ '
Multi-family residential 94 94 11 48 3-
Commercial: - : N
Non-owner occupied 2,823 2,823 210 1,322 85
Owner occupied 411 411 20 “211 43" -
Land | 766 650 - 32| 681 |- 42
~ Total with an allowance recorded " | .. 4,890 4752 - 897.| . 2,690 12030
“Total ' 1 15393 [§ 12,031 |'$ .. 897 [ $°:9879:[$ 203 -
© 2010
Average of individually impaired loans during the year 11,722

There was no cash basis intérest income ~recbgnized during the years ended December 31, 2012, 2011 or 2010.
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NOTE 4 — LOANS (Continued) - | IR

The following table presents the recorded investment in nonaccrual loans by class of loans as of December 31, 2012 and Wi
2011: .

December 31, 2011

Loans past due over 90 days still on accrual:
Real estate: )
Commercial:
Non-owner occupied
Other consumer loans
Total over 90 days.still on accrual loans
Nonaccrual loans: ' .
Commercial o P
Real estate: o
Single-‘family residential
Multi-family residential

55

LA

736
4,99

i

: Commercral T o o

Non- -owner occupled

446

Owner occupied - ’ .

Construction
Consunder: '
-Home equity lines of credit:
Orrgmated for portfolro

Purchased for portfoho
" Other.consumer, .
Total nonaccrual loaris .

Total nonacc_rual and;noriperforrning ‘loans R

TR L

Nonaccrual loans include both smaller balance smgle family mortgage and consumer loans that are collectrvely evaluated for
impairment and individually classified 1mpa1red 10ans T
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NOTE 4 — LOANS (Continued)

“The following fablepresents the aging of the recorded investment in past due loa}ns by class of loans as-of December 31, .+

- 2012

Commercial
Real estate: o o
Single-family residéntial
Multi-family residential
Commercial:
Non-owner occilpied
Owner océupiéd
Land
Construction
Consumer:

Home equity linés of credit
Originated for portfolio p

Purchased for portfolio
Other S

Total

2011:
L ‘ Nonacerual Loans
30 - 59 Days : 60 -89 Days’ | Greater than 90 Loans Not Past |Not > 90 days, Past .,
_Past Due . Past Due Days Past Due Total Past Due |-« Due - Due-_ -
Commercial © . .. |$ 103 |S§ -3 -fs . 103 |8 25891 | 8 47
Real estate: ‘ » R
Single-family residential 714 474 491 1,679 16,535 245
Multi-family residential - - 43,065 3,065 - 24,098 21,931
Commercial: - N
Non-owner occupied 1737 275 68 516 35,899 1,842
Owner occupied e - - - 27,900 446
Land . - - - . - 5,442 .
Consumer: "
Home equity lines of ‘
credit: R .
Originated for portfolio 22 - 135 157 12,126 2
Purchased for portfolio - "9 9 2,629 -
Other - 30 - I 30 1,191 -
Total $ 1,012 | § 7791 8 3,768 | $ 15,559 | § 151,711 ] $ 4,533
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The following table presents the[ai'ging (’)f the r'ecor'de,('l‘“‘investment in past due loans by class of loans as of December 31,

“




NOTE 4 - LOANS (Continued) | B PR

TDRs s G S -

The Company has allocated $830 and $897. of specrﬁc reserves to loans whose tenns have been modrﬁed in TDRs as of ;
December 31,2012 and 2011. The Company has. not committed to lend additional amounts asof December 31 2012 or 201 1
to customers w1th outstandmg loans that are c1assrﬁed as TDRs ] _

During the year ended December 31, 2012, the terms of certam loans weére modlﬁed as TDRs, where concessions had been )
granted to borrowers experiencing financial difficulties. The modification of the terms of such loans may have included one
or a combination of the following: a reduction of the stated interest rate'of the loan; an increase in the stated rate of i interest
lower than the current market rate for new debt w1th s1m11ar risk; an extension of the maturity date ora change in the -
payment terms : :

There were no mod1ﬁcat10ns 1nvolv1ng a reduction of the stated interest rate. Modlﬁcatlons 1nvolv1ng an extensron of the
maturlty date were for periods ranging from 2 months'to. 4 years.

o

The followmg table presents loans modified as TDRs by class of loans durmg the year ended December 31, 2012:

Commercial

Real estate:
Single-family residential
Multi-family residential
Commercial: -
Non-owner occupied ,
Total - oo

The TDRs described above increased the allowance for loan losses by $97 and resulted in charge- offs of $797 durmg the year
ended December 31, 2012. '

The following table presents loans modified as TDRs by class of loans during the year ended December 31;2011:-

Pre-Modification | Post-Modification
Outstanding Outstanding
" Number of Loans Recorded Investment | Recorded Investrnent
Commercial : 4 $ », 1,127 $ 1,105
Real estate: 5 ‘ L o
Multi-family residential , o 2 2,507 S 2051
Commercial: L o ) . o
Non-owner occupied o o 5 2,710 2,710
Owner occupied - o 3 1,355 . 1,355
Land : 1 655 i 655
Total | ,‘ 21 {8 834 |$ 7876
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NOTE 4 - LOANS (Contlnued)

The TDRs described above increased the. allowance for loan losses by $897 and resulted in charge-offs of $699 durmg the :
year ended December 31, 2011. o 3 : o i

During 2012 there were no loans classified as troubled debt restructurings for which there was a payment default within j
twelve months following the modification. During the year.ending 2011, there was one commercial loan with a total
recorded investment of $47 at December 31;, 2011 which had been modified as a TDR in May 201 1 for Wthh there wasa:..
payment default w1th1n twelve months- followmg the modrﬁcatlon « S

The terms of certain other:loans were modrﬁed dunng the year ended December 31, 2012 and 201 1 that d1d not meet the
definition of a TDR. These loans had a total recorded investment of $13,298 and $17,498 as of December 31,2012 and "
2011, respectwely The modrﬁcatlon of these loans involved either a modification of the terms of a loan to borrowers who
‘were not experiencing financial d1fﬁcult1es a delay ina payment that was considered to be insignificant or there were no
concessions granted. .

In order to determine whether a: borrdwer 1s expeﬁeneing financial difﬁeulty, an evaluation is performed of the probability
that the borrower will be in payment default on-any of its debt in the foreseeable future without the modification. This - .
evaluation is performed under the Company’s internal underwriting policy. :

Nonaccrual loans include loans that were mod1ﬁed and identified as TDRs and the loans are not performing. At December
31,2012 and 2011, nonaccrual troubled debt restructurmgs were as follows:

2011

Commercial -
Real estate:

- Single-family residential -
Multi-family residential . 2,527
Commercial: \

Non-owner occupied -
Owner occupied 446
Total - 3,020

Nonaccrual loans at December 31, 2012 and 2011.do not mclude $3,684 and: $4 597, respectively, in-troubled debt
restructurings where customers, have ‘established a sustained period of repayment performance, loans are current according to.

their modified terms and repayment of the remaining contractual payments is expected. These loans are included in total
impaired loans.

Credit Quality Indicators: o

.The Company categorizes loans into risk categorles based on relevant information about the ab1l1ty of borrowers to service
their debt, such as current financial information, historical payment experience, credit documentation, public information and
current economic trends, among other factors. Management analyzes loans individually by classifying the loans as to credit
risk. This analysis includes commercial, commercial real estate and multi-family residential real estate loans. Internal loan
reviews for these loan types are performed at least annually, and more often for loans with higher credit risk. Ad]ustments to

~ loan risk ratings are based on the reviews and at.any time information is received that may affect risk ratings. The followmg
: deﬁn1t1ons are used for risk ratings: :

Special Mention. Loans classified as special mention have a potential weakness that deserves management’s close attention.
If left uncorrected, these potential weaknesses may result in deterioration of the repayment prospects for the loan or-of
CFBank’s credit position at some future date. ‘ :

Substandard. Loans classified as substandard are inadequately protected by the current net worth and paymg capacity of the -

obligor or of the collateral pledged, if any. Loans so classified have a well-defined weakness or weaknesses that jeopardize -
the liquidation of the debt. They are characterized by the distinct poss1b111ty that there will be some loss if the deﬁcrenc1es
are not corrected. i
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NOTE 4 - LOANS (Continued) I S

Doubtful. Eoans classified as doubtful have all the weaknesses inherent in- those:classified as substandard, with the added
characteristic that the weaknesses make collection or hquldanon m full on the basis of currently existing facts, condition and . -
values, highly questionable and 1mprobab1e : E
Loans-not meeting the criteria to be classified into one of the above categories are considered to be notrated or pass-rated.
loans.. Loans listed as not rated are included in groups of homogeneous loans. Past due information is.the primary credit
indicator for groups of homogenous loans. Loans listed as pass-rated loans are loans that-are subject to internal loan reviews
and are determined not to meet the criteria required to be classified as special mention, substandard, doubtful or loss. The
recorded investment in loans by risk’ category and. by class of loans as of December 31,2012 and based on the most.recent

analys1s performed follows: - .. o e -

Commercial
Real estate:

Single-family residential

Multi—faﬁlily residential

Commercial:

Non-owner occupied
Owner occupied
Land

Construction

Consumer:

Home equity lines of credit:
Orlglnated for portfollo
Purchased for portfolio

Other
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NOTE 4 - LOANS (Continued) o . e

The recorded investment in loans by risk category and class of loans as of December 31, 201 1 follows:

o
I
-

: Special : |
NotRatéd | ~ "Pass | Mention | Substandard | Doubtful Total|
Commercial $ 432 |8 19591 |$ 2062 [$ 3909 [$ . - |8 J"‘25,9.,;;4_..
Real estate: S . . o I . ‘
Single-family residential 17,478 T - e | -l 18,214
Multi-family residential - el 15,395 4,539 6,822 0 e 407 | 27,163
Commercial: . L . v I R
Non-owner occupied Co36s | 2230 I S77 |70 8d76 | - [ 36417
Owner occupied oo | 22526 | 3474 ) 1898 [ - | 27,898
Land o 954 | 1123 | - 3365 . - | 5442
Consumer: T wo
Home equity lines of credit: _ ‘ , -
Originated for portfolio 12,126 - - - 157 - 12,283
Purchased for portfolio 2,182 - 447 9 o v 2,638
Other 1,221 : - - - 1,221
" . $° 34,758 |$ 80,794 |'$ 16,239 - [$ ' 25072 [§ . 407 ['$. 157,270
NOTE 5 - FORECLOSED ASSETS - . . o

Foreclosed assets at year-end were as follows:

Commercial »
Commercial real estate
Subtotal

Valuation allowance
Total '

Activity in the valyation allowance was as follows:’

Beginning of year
Additions charged to expense “ L
Direct write-downs
End of year
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NOTE 5 - FORECLOSED ASSETS (Continued)

Expenses related to foreclosed assets include:

2011 2010
Net loss (gain) on sales (D% -
Provision for unrealized losses 1,139 -
Operati&gexpenses, net of rental income 55 4
' 1,187 |8 4

Foreclosed assets at December 31, 2012 related to two loans, while foreclosed assets at December 31, 2011 included three
commercial real estate properties. During the year ended December 31, 2011, a $1;139 valuation allowance was established
on one of the commercial real estate properties, undeveloped commercml real estate located in Columbus, Ohio, due to a
decline in real estate values. This loan was further written down in September 2012 to approximately $447 and was then sold
in December at an approximate gain of $288 : :

NOTE 6 - FAIR VALUE

Fair value is the exchange price thatvizould_ be received for an asset or ppaid to transfer a liability in the principal or most
advantageous market for'the asset or liability in an orderly transaction between market part1c1pants on the measurement date.
There are three levels of inputs that may be used to measure fair values:

Level 1 —- Quoted prices (unadjusted) for identical assets or liabilities in acti\;e'markets that the entity has the-ability
to access as of the measurement date.

Level 2 — Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilittes, quoted prices in markets that are not active, or other inputs that are observable or can be corroborated by
observable market data '

Level 3 - Slgnlﬁcant unobservable 1nputs that reflect a company’s own assumptions about the assumptrons that
market participants would use in pricing an asset or liability.

The Company used the following methods and. s1gn1ﬁcant assumptions to estimate the fair value of each type of asset and
liability: ~ = . - « _ R ‘ S

Securities available for sale: The fair.value of securities available for sale is determined using pricing models that vary~-
based on asset class and include available trade, bid and other market information or matrix pricing, which is a mathematrcal‘
technique widely used in the mdustry to value debt securities without relying exclusively on quoted prices for the spec1f1c
securities but rather by relymg on the securities’ relatlonshlp to other benchmark quoted securities (Level 2).

Derivatives: The fair value of derivatives is based-on n valuation models using observable market data as of the measurement
date (Level 2). ) ) N R
Impaired lbéihé: The fair value of impaired loans with specific allocations of the ALLL is"generally based on recent real
estate appraisals. These appraisals may utilize a single valuation approach or a combination of approaches including -
comparable sales and the income approach. Adjustments are routinely made in the appraisal process by the appraisers to
adjust for differences between the comparable sales and income data available. Such adjustments are usually significant and
typically result in a Level 3 classification of the inputs for determining fair value.
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NOTE 6 - FAIR VALUE (Continued) ’ R A

Appraisals for both collateral-dependent impaired loans and foreclosed assets are performed by certified general appraisers
(for commercial properties) or certified residential appraisers (for residential properties) whose qualifications and licenses
have been reviewed and verified by a third-party appraisal management company approved by the Board of Directors
annually. Once received, the loan officer or a member of the credit department reviews-the assumptions and approaches (
utilized in the appraisal as well as the overall resulting fair value in comparison with independent data sources such as recent
market data or industry-wide statistics. Appraisals are updated as needed based on facts and circumstances associated with
the individual properties. Real estate appraisals typically incorporate measures such as recent:sales prices for comparable
properties. Appraisers may make adjustments to the sales prices of the comparable properties as deemed appropriate based
on the age, condition or general characteristics of the subject property. Management applies-an additional discount to real
estate appraised values, typically to reflect changes in market conditions since the date of the appraisal and to cover:
disposition costs (including selling expenses) based on the 1ntended disposition method of the property.

Loan servicing rights:- Fair value is-based on a valuation model that calculates the present value-of estimatéd—ﬂltura net
servicing income (Level 2). ‘

: > [ : . {
Loans held for sale: Loans held for sale are carried at fair value, as determined by outstanding commitments from third '
party investors (Level 2).- '

Assets and liabilities measured at fair value on a recurring basis, including financial assets and liabilities for which the
Company has elected the falr value optlon are summarized below:

Financial Assets:
Securities available for sale:
Corporate debt
State and municipal o
Issued by U.S. government-sponsored entities and agencies
Mortgage-backed securities - residential o
Collateralized mortgage obligations

. Total securities available for sale

Loans held for sale

Yield maintenance provisions (embedded derivatives)

Interest rate lock'commitments |

Financial Liabilities:
Interest-rate swaps
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NOTE 6 - FAIR VALUE (Continued) e

' ) Fair Value Meésuréméhts at December 31, 2011
. o , Usmg Slgnlﬁc_ant Other Observable Inputs ' -
- o B ' (Level 2) .
Financial Assets: ! T T
Securities avallable for sale: e
Issued by U.S. govemment-sponsored entities and agencies: | B :
Mortgage-backed securities - residential . o $ .- 1,673 : . o
. Collateralized mortgage obligations - . . o . --16,843 .- o
Total securities available for sale - » - = . 18,516
Loans held for sale ) $ 1,210:
Yield maintenance provisions (embedded derivatives) $ 999
Interest rate lock commitments $ 39 - : o
Financial Liabilities: ~ L B
Interest-rate swaps . $ 999

The Company had no assets or liabilities measured at fair value on a recurring basis that were measured using Level 1 or
Level 3 inputs at December 31, 2012 or 2011. There were no transfers of assets or liabilities measured at fair value between
levels during 2012 or 2011.

Assets measured at fair value on a non-recurring basis are summarized below:

Impaired-loans: - : - e
Commercial
Real Estate:
Single-family res1dent1al
Multi-family residential -
Commercial:
Non-owner occupied
Owner occupied
Total impaired loans
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' NOTE 6 - FAIR VALUE (Continued)

Fair Value Measurements at December 31 2011 Us1n& , .

Significant Other. ;- . Significant . S
Observable Inputs : Unobservable Inputs
(Level2) =1 - (Level 3
Loan serv1cmg rlghts $ 9
Impalred loans: L Ny
" Commercial - $ . 108
Real Estate: '
‘Multi- famlly re51dent1al 3,065
Commercial: ‘ .
Non-owner occupled 2,887
Owner occupied . - 516
Land ] ‘ 233
Total impaired loans $ 6,809
Foreclosed assets - , i
Land _ $ 1,209

The Company had no assets or l1ab111t1es measured at fair value on a non-recurring bas1s that were measured using Level 1

inputs at December 31, 2012 or 2011.

The Impaired loan servicing nghts wh1ch are carried at fair value at December 31, 2012, are not material based on the value
of the asset. Impaired loan servicingrights, which are carried at fair value, were carried at $9, which was made up of the
amortized cost of $11, net of a valuation allowance of $2 at December 31, 2011.
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NOTE 6 - FAIR VALUE (Contlnued)

' Imparred loans that are measured for 1mpa1rrnent usrng the farr value of the collateral for collateral dependent loans had a
principal balance of $5,909; with'a valuation allowance of $611 at December 31, 2012, resulting-in an additional provision
for loan losses of $1,802 for the year ended December 31,2012." Impaired loans carried at the fair value of collateral had an
unpaid principal‘balance of $10,069 w1th no spec1ﬁc valuatlon allowance at December 31, 2011. The amount of charge offs
on these loans totaled $2;638 in 2011. - '

Valuation ~ -~ C -+ Range (Weighted -
Fair Value Technique(s) Unobservable Inputs Average) o
Impaired loans: , ; . ‘ o
Commercial $ 121 - Income approach Adjustment for differences i in -lO 0%
' : : net operating income "
expectations

Single-family residential 57  Comparable sales Adjustment for differences . . . 23% .

approach between the comparable

- market transactions

Commercial real estate: N : o o ) RS AR
Multi-family residential = 2,070  Comparable sales Adjustment for differences ~39 0% to -27 1%

approach- between the comparable =~ ( 32. 7%) ’
market transactions e
Commercial: » : S .
Non-owner occupied 1,806 ~ Comparable sales' - Adjustment fordifferences -~ . -12.2%t0 16.7% ..

approach . . between the comparable~ - : ¢ . (-7.3%).
B market transactions - ° N

Owner occupied 1,244  Comparable sales -‘Adjustment for differences -6.3%t0 0.5%

approach between the comparable (-0.8%)

market transactions

Financial Instruments Recorded Using Fair Value Option :

The Company has elected the fair value option for loans held for sale. These loans are intended for sale and the Company
believes that the fair value is the best indicator of the resolution of these loans.- Interest income is recorded based on the
contractual terms of the loan and in accordance with the. Company’s policy on loans held for investment. None of these loans
were 90 days or more past due or on nonaccrual as of December 31, 2012 or December 31, 2011. g »

As of December 31, 2012 and December 31, 2011, the aggregate fair value, contractual balance (including. accrued 1nterest)
and gain or loss was as follows:

ecember-31, 2011

Aggregate fair value $ 1,210
Contractual balance 1,196
- Gain 14 .
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NOTE 6 - FAIR VALUE (Continued)

The total amount of gains and losses from changes in fair value included in earnings for the year ended December 31,2012,

2011 and 2010 for loans held for sale were: -

MON ST A R
" B ;W”«Ei:’é” AR Ty
St i el

Interest income

Gy

Interest expense ' o

4

. 1 ’ i
Change in fair value ) ; ' 19
. ’:»«%‘“’ % “’:xw“vw . :
. . . . . T aw:m o if;:,s:@%: 3 5 e oo, ‘. 59 .
Total change in fair value » 60 o 8 $ : ;
- Carrying amount and estimated fair values of financial instruments at year-end were as follows o
tf@' alie Mm:u- eHie ﬁ N, ‘cﬁﬁﬁ mber 31, 20 }2 $ ~.
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NOTE 6 - FAIR VALUE (Continued) SR A

The-carrying-amounts and estimated fair values of financial instruments at December 31,2011 were as follows:

«December 31, 2011 -
: e Carrying . _ Fair
. ' Amount Value °
Financial assets _ -
Cash and cash equivalents U S 61,436 | S 61,436 ..
- Interest-bearing deposité in other financial institutions' . ' 1,984 .+1,984
Securities available for sale ' e 18506 | ., 18516 -
‘Loans held forsale =~ = o o 210 | 1210 77
Loans, net : e I T - 151,160 : 155,159 - o L.
. FHLBstock ' ™ D T B 1,942 L ma
Accrued interest recelvable B o B 92 92
Yield malntenance prov1510ns (embedded denvatlves) o ‘ o 999 - 999
rInterest rate lock commltments N o - ) i 39 ) 39
Financial liabilities St o " - R
Deposits ' 8 . il (217,049) L, (219,235)
FHLB advances f S ‘ L (15742 1 (16327)
Subordinated debentures ’ - - _ v (5,155) |. 81007
Accriied intersst payable - n ‘_ S o : (300) Y (300)
Interest-rate swaps v B D e - (999) .  (999)

* The methods and -assumptions used to estirnate fair value are described as follows.

Cash and Cash Equlvalents : :
The carrying amounts of cash and short- term 1nstruments appr0x1mate fair values and are classified as Level 1

Interest-Bearmg Deposits in. Other Financial Instltutlons ’ ‘
The carrying amounts of interest bearmg dep0s1ts in other ﬁnanc1al 1nst1tut10ns approximate fair values and are classxﬁed as
Level 1. : . . , .

FHLB Stock »
It is not practlcal to determme the falr Value of FHLB stock due to resmctlons placed on 1ts transferabrhty

Loans -

~Fair values of loans excluding loans held for sale, are estimated as follows: For variabl¢ rate loans that repnce frequently

* and with no significant change in credit risk, fair values are based on carrying values resulting in a Level 3 classification.
Fair values_for other loans are estlmated using discounted cash flow analyses, using interest rates currently being offered for
loans with similar terms.to. borrowers of similar credit quality resulting in a Level 3 classification. Impaired loans are valued
at the lower of cost or fair value as described previously. The methods utlllzed to estimate the fair value of loans do not '
necessanly represent an exit pr1ce

Deposits

" The fair values disclosed for demand deposns (e.g., interest and noninterest bearing checking, passbook savings, and money
market accounts) are, by definition, equal to the amount payable on demand at the reporting date (i.e., their carrying amount)
resulting in a Level 1 classification. Fair values for fixed rate certificates of deposit are estimated using a discounted cash .
flows calculation that applies interest rates currently being offered on certificates to-a- schedule of aggregated expeeted

_ monthly maturities on time deposits resulting in a Level 2 classification. s
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NOTE 6 - FAIR VALUE (Continued)

Other Borrowings » ’ -
The fair values of the Company’s long-term FHLB advances are estimated ‘using drscounted cash ﬂow analyses based on, the
current borrowrng rates for s1m11ar types of borrowmg arrangements resultlng ina Level 2 class1ﬁcat10n

The fair values of the Company s subordlnated debentures are estimated using dlscounted cash flow analyses based on the
current borrowmg rates for similar types of borrowmg arrangements resultlng in a Level 2 class1ﬁcatron -

Accrued Interest Recelvable/Payable L f" ‘ ‘ : - SRS A
.The carrying amounts of accrued interest approx1mate fair value resultmg ina Level 1 or 2 class1ﬁcatlon con51stent w1th the
asset or 11ab111ty with which they are’ assocrated o I T o Co

Off-Balance-Sheet Instruments
The fair value of off-balance- sheet 1tems is not cons1dered materlal ‘

NOTE 7 - LOAN SERVICING

‘were as follows

2011

Mortgage loans serviced for Freddie Mac 13,086 - - C

Custodial escrow balances maintained in connection with serviced loans were $199 and $219 at';']year-end 2012 and 2011.

Activity for mortgage servicing nghts and the related valuation allowance follows:

. 2011 ' 2010

Servicing rights, net of valuation allowance: .
Beginning of year : $ 57 |'$ 88 :
Additions - 1
Amortized to expense @3). |- . (3bH
Change in valuation allowance 3, (1)
End of year : ' $ 37 $ 57"

Valuation allowance:

Beginning of year $ $ 4
Additions expensed o i 7" '
Reductions credited to operations " - .
End of year $ $ 5

The ‘weighted average amortization period is 3.0 years.
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NOTE 8 —- PREMISES AND EQUIPMENT

Year-end premises and equipment were as follows:

2011

Land and land improvements 1,679
Buildings 5,776

Furmture fixtures and equlpment 2,867
L : 10,322

Less: accumulated depreciation (4,788) .
5,534

Land improvements for the year ended December 31, 2011 weréteduced by $167, transferred to assets held for sale; related
to a parcel of land adjacent to the Company’s Fairlawn office that remains offered for sale.

.The Holding Company was a one-third owner of Smith Ghent LLC, an Ohio limited liability company that ownsand .
manages the office building at 2923 Smith Road, Fairlawn, Ohio 44333, where the Holding Company’s and CFBank’s
headquarters are located. In’'October 2009, the Holding Company. purchased the remaining two-thirds interest, making Smith.
Ghent LLC a wholly owned subsidiary of the Holding Company. CFBank entered into a 10 year operatmg lease with Smith
Ghent LLC in March 2004 that provided for monthly payments of $11, increasing 2% annually for the life of the lease
through March 2014. During 2008, the lease was amended for additional office space and provided for additional monthly
payments of $3 through June 30, 2009;-at which time the monthly payment continued on a month-to-month basis. Since the -
purchase of the remaining two-thirds interest in Smith Ghent LLC, both rent expense pa1d by CFBank and rental mcome to
Smith Ghent LLC are ehmmated in consohdatlon v Cooen T :

NOTE 9 - DEPOSITS
Time deposits of $100.or more were $68,719 and $98‘,93,4“at_ year-end 2012 and 2011.

Scheduled maturities of time deposits for the next five years were as follows:

2013
2014
2015
2016
2017,
Thereafter
Total -

Time dep051ts included $32,095 and $53 925 in brokered deposits at year-end 2012 and 2011. See Note 2 for
descrlptlon of regulatory I'CStI'lC'[lOl’lS on acceptlng and renewmg brokered deposits.
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NOTE 10 - FEDERAL HOME LOAN BANK ADVANCES I PR L S

» At year end, long -term advances from the FHLB were as follows. .

Ratef ' December 31, 2011 - -
‘Maturing; L '
April 2012 o S 1. 230%. 5,000
June 2012 o 2.05% 742
- January 2014 - 3.12% 5,000 -
May 2014 : L 3.06% 5,000
Total ' | 15,742

f

Each advance is payable at its maturity date, with a prepayment p_ef:halty for fixed-rate-advances: .

The advances were collateralized as follows:

Deeember 31,2011

Single-family mortgage loans $ 1,141

~ Multi-family mortgage loans o 4222
Commercial real estate loans 3384
Securities - 9,336 L

~Cash - 800

' Total $ 28,883

Based on the collateral pledged to FHLB and CFBank’s holdings of FHLB stock, CFBank was ehg1ble to borrow up to a'totil

of $17,460 from the FHLB at year-end 2012. The deciease in'commercial-real estate loans pledged to FHIB was due to'the
cred1t quality of certam ‘loans prevrously pledged as well as pr1ne1pal repayments and payoffs In Aprll 2012 CFBank was

maturity of 30 days

All payments over the next five years are due in 20 14.

NOTE 11 ;:OTHER BORROWINGS

At year-end 2012 and 2011, there were no outstandmg borrowmgs with the FRB Assets pledged as collateral with the FRB

were as follows

December 31 R :2011‘

Commercial loans ‘ 6,559
Commercial real estate loans 21,007
— — 27,566

Based on this collateral, CFBank was eligible to borrow up to $17,750 fror the FRB at year-end 2012.

- "CENTRAL FEDERAL CORPORATION 2012 ANNUAL REPORT. | page 75.




NOTE 11~ OTHER BORROWINGS (Continued) i

CF Bank had a $1.0 million line of credit w1th one commercral ‘bank at December 31, 2012. There was no’ outstandmg balance
on this line of credit. Interest on thrs lrne accrues daily_ and is variable based on the commercial bank’s cost of. funds and ’
current market returns- -

2011 2010

Commercial bank lines of .credit
Average daily balance durlng the year - 8 -
Average interest rate durlng the year 1.44%] - 3.25%
Maximum month:end balance during the year R A T
Weighted average interest rate at year-end - vo038% . e L 3.25%:,

NOTE 12 - SUBORDINATED DEBENTURES »

In December 2003 Central F ederal Caprtal Trust I a trust formed by the Holding Company, closed a pooled prrvate offermg kN
of 5,000 trust preferred securities with a liquidation amount of $1 per security. The Holding Company issued $5,155 of:. -
subordinated debentures to the trust in exchange for ownership of all of the common stock of the trust and the proceeds'of the :
preferred securities sold by the trust The Holding Company is not considered the primary beneficiary of this trust (varlable
interest entrty), therefore, the trust is not consolidated in the Company’s financial statements, but'rather the’subordinated
debentures are shown as a 11ab1hty The Holdmg Company’s investment in the common stock of the trust was: $155 and is.’
included in other assets. s -

The Holding Company may redeem the subordlnated debentures, in Whole or in part, in a principal amount with mtegral
‘multiples of $1, on or after December. 30; 2008 at 100%.of the principal amount, plus accrued and unpaid interest, - The
subordinated debentures mature on December 30, 2033. The subordinated debentures are also redeemable in whole orin part :
from time to time; upon the occurrence of specific events defined within the trust indenture. There are:no required: prmcrpal
payments on the subordinated debentures over the next five years. The Holding Company has the option to defer interest,
payments on the subordinated: debentures for a  period not to exceed five consecutive years R

Cu"r'nulatwe deferred interest payments through September 30, 2012 totalling $348 were paid current in December 2012 with

the approval of the FED. Cunulative deferred payments subsequent to September 30, 2012 have been accrued and totaled

$42 as of December 31, 2012. Cumulative deferred interest payments were $210 at December 31, 2011. Pursuant to the

_ Holding Company Order the Holding Company may not, directly or indirectly, incur, issue, renew, rollover, or pay-interest .
~or principal on any debt (including the subordinated debentures) or commit to do so, increase any current l1nes of credit, or
. guarantee the debt of any entity, w1thout prior wrrtten _notrce to and wrrtten non- objectron from the FED )

The subordinated debentures have a variable rate of interest, reset quarterly, equal to the three-month London Interbank
Offered Rate plus 2. 85%, which was: 3 21% at year—end 2012 and 3. 43% at: year-end 2011.- R

NOTE 13 - BENEFIT PLANS

Multl-employer pension plan:: CFBank partrcrpates ina multr employer contrrbutory trusteed pensron plan The retrrement

~_ benefits to be provided by the plan* were frozen as'of June 30; 2003 and fiiture employee participation in the plan was
" ‘stopped. The plan was maintained for all eligible employees and the benefits were funded as accrued The cost of fundrng

o was charged directly to operatrons
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. NOTE 13 — BENEFIT PLANS (Continued) B A A

The unfunded liability at June 30, 2012 totaled $38 and at June 30, 2011 was $277. CFBank’s contributions for the plan years
ending June 30, 2013, June 30, 2012 and June 30, 2011, totaled $49, $91 and $60. Contributions to the plan may vary from
period to period due to the changg in the plan's unfunded liability: The unfunded liability is pnmarxly related to the change in
plan assets and the change in plan liability from one year to-the next:- The-change in plan assets is based on: contributions!
deposited, benefits paid and the actual rate of return earned on those assets. The change in'plan liability is based on-
demographic changes and changes in the interest rates used to determine plan liability. In the event the actual rate of return -
earned on plan assets decline, the value of the-plan assets will decline. In the event the interest rates used to' determine plan .*:
liability decrease, plan liability will increase. - The combined effect of each change determines:the change in the: unfunded
liability and the change in the employer contributions. i
CFBank participates in the Pentegra Défined Ben‘eﬁt Plan for Financial Institutions (tlie Pentegra DB Plan), a tax-qiialified
defined-benefit pension plan. The Pentegra DB Plan's Employer Identification Number is 13-5645888 and-the-Plan Nuniber
is 333. The Pentegra DB Plan operates as a multi-employer plan for accounting purposes and as a multiple-employer plan
under the Employee Retirement Income Security Act of 1974 and the Internal Revenue Code. There are no collective " f
-bargaining agreements in. place that require contributions to-the-Pentegra DB Plan.. -. . e

The Pentegra DB Plan isa s1ngle plan under Internal Revenue Code Section 4l3(c) and, as a result, all of the assets. stand
behind all of the liabilities. Accordingly, under the Pentegra DB Plan contributions made by a participating employer may be
used to provide benefits to participants of other participating employers. T
Funded status (market value of plan assets divided by funding target) based on valuation reports as of July 1, 2012 and 201 1
was 96.83% and 80.00%, respectively.

Total contributions made to the Pentegra DB Plan, as reported on Form;5500, totaled $299, 729 and $203,582 for the plan.,
years ended June 30, 2011 and June 30, 2010, respectively. CFBank’s contributions to the Pentegra DB Plan were not.more
than 5% of the total contributions to the Pentegra DB Plan. C DENTRE

401(k) Plan: A 401(k) plan allows employee contributions up to the maximum amount allowable under federal tax
regulations, which are currently matched in an amount equal to 25% of the first 8% of the compensation contr1buted
Expense for 2012, 2011 and 2010 was $33, $20 and $39, respectively. :

Salary Continuation Agreement: In 2004, CFBank initiated a nonqualified salary continuation agréement for the former
Chairman Emeritus. Benefits provided under the plan are unfunded, and payments are made by CFBank. Under the plan
CFBank pays him, or his beneficiary, a benefit of $25 annually for 20 years, beginning 6 months after his retifement date :
which was February 28, 2008. The expense related to this plan totaled $47, $16 and $17in 2012, 2011 and 2010, '
respectively. The accrual is included in accrued interest payable and other liabilities-in the consolidated balance sheets and E
totaled $273 at year-end 2012 and $251 at year-end 2011.

Life Insurance Benefits: CFBank;entered into agreements with certain employees, former employees and directors to ... -
provide life insurance benefits which are funded through life insurance policies purchased and owned by CFBank. The
expense related to these benefits totaled $16, $10 and $7 in 201252011 and 2010, respectively. The acciual for CFBank’s
obligation under these agreements is included in accrued interest payable and other l1ab1l1t1es in'the consohdated balance '
sheets-and totaled $205 at year-end 2012 and $189 at year—end 201 1 R i T

NOTE 14 -INCOME TAXES ** = B

Income tax expense was as follows:

2011 2010
Current federal - $ 198
Deferred federal - e -
Total - |$ 198
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' NOTE 14 - INCOME TAXES (Continued)

Effective tax rates differ from the federal statutory rate of 34% applied to loss before income taxes due to the following:

2011 ' 2010
$ (1,845 |$ - (2269)

Federal statutory rate times financial statement income loss
Effect of: :

Bank owned life insurance income ) “44)| . (43)

Increase in deferred tax valuation allowance - 1,876 | - 2,276

Other 13 < 234
$ - |$ 198

Effective tax rate , 0.0% ) -3.0%

Year-end deferred tax assets and liabilities were due to the following:

2011
Deferred tax assets:
Allowance for loan losses - $ 1,775.
Deferred loan fees 10
Post-retirement death benefits 64
Deferred compensation ‘85
Nonaccrual interest 80
Depreciation 41"
Other real estate owned loss reserves 394
Tax mark-to-market adjustments on securities available for sale - 131
Accrued stock awards : -
Net operating loss carryforward - ' ' H 6,628
Unrealized loss on securities available for sale -
Other . . n 120
9,287
Deferred tax liabilities: .
FHLB stock dividend 366
Mortgage servicing rights 12.
Prepaid expenses - 46
Unrealized gain on securrtres available for sale 131
Other “103
v . 658 .
Net deferred tax asset before valuation allowance 8,629
Deferred tax valuation allowance (8,629

Net deferred tax asset

Federal income tax laws provided additional deductions, totaling $2,250, for thrift bad debt reserves-established before. 1988.
Accounting standards do not require a deferred tax liability to be recorded on this amount, which otherwise would total $765
at year-end 2012. However, if CFBank were wholly or partially liquidated or otherwise ceases to be a'bank, or if tax laws
were to change, this amount would have to be recaptured and a tax liability recorded. Additionally, any distributions in
excess of CFBank’s current or accumulated earnings and profits would reduce amounts allocated to its bad debt reserve and
create a tax liability for CFBank. The amount of additional taxable income created by such a distribution is an amount that,
when reduced by the tax attributable to the income, is equal to the amount of the distribution. Thus, if CFBank makes a
distribution that reduces the amount allocated to its bad debt reserve, then approximately one and one-half times the amount
used would be includible in gross income for federal income.tax purposes, assuming a 34% corporate income tax rate.
CFBank does not intend to make distributions that would result in a recapture of any portion of its bad debt reserve.
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NOTE 14 - INCOME TAXES (Continued)

As aresult of the change in stock ownership associated with the stock offering completed in August 2012, within the: -
guidelines of Section 382 of the Internal Revenue Code of 1986, the Company incurred an ownership change. At year-end -
2012, the Company had net operating loss carryforwards of $25,941, which expire at various dates from 2024 to 2032, and

- alternative minimum tax credit carryforwards of. $60, which do not expire. As.a result, its ability to utilize carryforwards that
arose before the stock offering closed is limited to $163 per year. Due to this limitation, management determined it is more"
likely than not that $20,342 of net operating loss carryforwards will expire unutilized and, as required by accounting

standards reduced deferred tax assets and the valuation allowance by $6 916:to ,reﬂectf this lost realizability. ‘

‘The Company maintained a Valuatlon allowance against-deferred tax assets at December 31 2012 and December 31, 201 l
based-on its estimate of future reversal and utilization. When determining the amount of deferred tax assets that are more;
likely-than-not to.be realized; and therefore recorded as a benefit, the Company conducts a regular assessment of all avarlable
information. . This information includes, but is not limited to, taxable income in prior periods, projected future income and
projected future reversals of deferred tax items. Based on these criteria, the Company determined that it was necessary to:
estabhsh a full valuation allowance against the entire net deferred tax asset. ;

At December 31, 2012 and 2011, the Company had no unrecogmzed tax benefits recorded. The Company does not expect
_the amount: of unrecognized tax benefits to significantly change w1thm the next twelve months

B The Company is subject to U.S. federal income tax and is no 1onger subject to federal exammatron for years prior to 2009. -

NOTE 15 - RELATED-PARTY TRANSACTIONS

Loans to principal officers, directors and their affiliates during 2012 were as follows:

Beginning balance
New loans

Effect of changes in composmon of related partles ’
Repayments

Ending balance _

Deposits from principal officers, directors, and their affiliates at year-end 2012 and 2011 were $91 and $1,105. -

NOTE 16 - STOCK—BASED COMPENSATION

- The Company has three stock- based compensation plans (the Plans) as described below. Total compensation cost that has
been charged against income for the Plans was $11, $40, and $6 for 2012, 2011 and 2010, respectively. The total income tax
 benefit was $1, $8, and $2, respectively.

The Original Plans, which are stockholder-approved, provide for stock option grants and restricted stock awards to directors,
officers and employees. The 1999 Stock-Based Incentive Plan, which expired July 13, 2009, provided 38,778 shares for stock
option grants and 15,511 shares for restricted stock awards. The 2003 Equity Compensation Plan (2003 Plan) as amended
and restated, provided an‘aggregate of 100,000 shares for stock option grants and restricted stock awards, of which up to
30,000 shares could be awarded in the form of restricted stock awards. The 2009 Equity Compensation Plan, which was .
approved by stockholders on May 21, 2009, replaced the 2003 Plan and provides 200,000 shares, plus any remaining shares

available to grant or that are later forfeited or expire under the 2003 Plan, that may be issued as stock option grants stock
apprec1at10n rights or restricted stock awards,
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NOTE 16 - STOCK-BASED COMPENSATION (Continued)

Stock Options o e : - : DTN

The Plans permit.the grant of stock 0pt10ns to directors, ofﬁcers and employees forup to 338, 777 shares of common stock.
Option awards are granted with an exercise price equal to the market pr1ce of the Company’s common stock on the date of"
grant, generally have vesting periods ranging -from one to three years; ‘and are. exercrsable for ten years from the date- of grant
. Unvested stock options 1mmed1ately vest: upon a change of control " — :

The fair value of each option award is estimated'on the date of ‘grant»using a closed form option valuation (Black-Scholes)

. model that uses the assumptions noted in the table below. Expected volatilities are based on historical volatilities of the
Company’s common stock. - The Company uses historical data to estimate option exercise and post-vesting termination
behavior. Employee and management options-are‘tracked separately. The expected term of options granted is based on:
historical data and represents the period of time that options granted are expected to be outstanding, which takes into account
that the options are'not transferable. The risk-free interest rate for the expected term of the option is based on'the U S
Treasury yield curve in effect at the time of the grant.

The fa1r value of options granted was determmed using the followmg welghted-average assumptlons as of grant date.

2011 C20100 -
Risk-free interest rate 2.98% | U 2.62%
Expected term (years) 7 0T
Expected stock price volatility 46% | - 46%
Dividend yield 1.41%] ~ - 3.77%

Outstanding at beginning of year
Granted .
Exercised
Expired
Cancelled or Forfeited

Qutstanding at end of year

Expected to vest

Exercisable at end of period

During the year ended December 31, 2012, there were 13,602 stock optlons canceled or forferted Expense assoc1ated Wlth
unvested forfeited shares is reversed. . v ¥ L N
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NOTE 16 - STOCK-BASED COMPENSATION (Continued) s

Informationrelated to the stock option Plans during each year follows. . There were no options exercised in 2012.0r2011.; -,

2011 2010

Intrinsic value of options exercised f

Cash received from option exerciSes S - -

Tax beneﬁt realized from optlon exercises - -
0.75 . $ O 31

; Welghted average fair value of options’ granted

As of December 31, 2012, there was $149 of total unrecogmzed compensatlon cost: related to nonvested stock optlons granted
under the Plans. - The cost is expected to be recognized over a weighted-average period of 1.9 years Substantlally all of the’
209,080 nonvested stock options at December 31, 2012 are expected to-vest. :

Restrlcted Stock Awards
The Plans permit the grant of restricted stock awards to directors, officers and- employees Compensation is recogmzed over .’

the vesting period of the awards based on the fair value of the stock at grant date. The fair value of the stock was determined " ., L

using the closing share price on the date of grant and shares generally-have vesting periods of one to threeyears.” “ There were .
39,342 shares available to be issued under the Plans at December 31 '2012. ‘There were no. shares issued in 2012 and no .
- shares issued 201 1 :

A summary of changes in the Company’s nonvested restricted shares for the year.follows:

Nonvested Shares

Nonvesteda_t:Ja‘n'uary 1,2012
 Granted. - \
Vested

' Forfeited

Nonvested at December 31, 2012

As of December 31, 2012, there was $2 of total unrecognized compensatron cost related to nonvested shares- granted under.
the Plans. The cost is expected to be recognized over a weighted-average period of 0.57 years. The total fair Value of shares Lo
: Vested during the years ended December 31, 2012, 2011-and 2010 was $4, $14 and $24, respectively. ?v e T e .

NOTE 17 PREFERRED STOCK

On December 5 2008 in connection with the Troubled Asset Reliéf Program (TARP) Capltal Purchase Program the

Company issued to Treasury 7,225 shares of Central Federal Corporation Fixed Rate Cumulative-Perpetual Preferred: Stock, . =

Series A (Preferred Stock) for $7,225. The Preferred Stock ‘initially paid quarterly dividends-at'a five-percent annual rate
which rate}‘wa_s schedl_lled to increase to nine percent after F ebruary 14, 2014; ona- 11qu1datron preference of $1 per’share_‘: -
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NOTE-I7—PREFERRED"ST6CK (Continued) .+

The Company s Board of* Dxrectors elected to defer d1v1dend payments:on the Preferred Stock beginning wrth the d1V1dend
payable on November 15, 2010 in order to preserve cash at the Holding Company. At Décember 31, 2011, five quarterly.”
dividend payments had been’ deferred Cumulative deferred dividend payments totaled $466 at December 31,2011, and $90.
at December 31, 2010. Although deferred, the dividends were accrued with an offsetting charge to accumulated deficit..

* Pursuant to the Holdmg Company Order as described in Note 2 the Holding Company may* not declare make or pay any "
cash dividends (including dividends on the Preferred Stock, or the Holding Company s common stock) or other capltal
distributions or purchase repurchase or redeem or commit to purchase repurchase, or' redeem any Holdirig Company, equlty
stock witheut.the ‘prior written non-objection of the FED. On July 13, 2012, thé Company received approval from the FRB

~of Cleveland of an agreement with U.S, Treasury to redeem the Preferted Stock, including all accrued but unpaid d1v1dends
and the.common stock warrant issued in connection with the TARP Capital Purchase Program (togethér, the “TARP "
obligations”) ‘using proceeds of the Holding Company’s common stock offering. On August 23, 2012, the Holding:*

Company received regulatory non-objectlon for redemptlon of the TARP obligations from the OCC for redemption of the: . -
TARP obligations.

On September 26,2012, pursuant to the agreement with U.S. Treasury, the Holding Com]pany ut1lrzed $3,000 of the proceeds k

~_ from its stock offerrng to redeem the TARP ‘obligations including deferred dividends totaling $801..- The redemption included’ " . |

satisfactiori of common stock watrants associated with the: preferred stock. The redemptlon was completed at a dxscount and
. resulted inan increase in common stockholders™ equityrof $4,960. . S ‘ \

- ~JNOT-E-»18-'COMMONSTOCK WARRANT Lt

In connectlon w1th the 1ssuance of the Preferred Stock, the Company also 1ssued to U. S Treasury a warrant to purchase
67,314 shares of the, Company $ common stock at an exercise price of $16.10 per share, which represented an aggregate _
investment; if exercised for cash, of approximately $1,100'in Company-common stock. The exercise price could have been
paid either by w1thhold1ng a number of shares of common stock issuable upon exercise of the warrant equal to the value of -
the aggregate exercise price of the watrant, determined by reference to the market price of the Company’s common stock on .
the trading day on which the warrant is.exercised, or, if agreed to by the Company and the warrant holder, by the payment of :
cash equal to the aggregate exercise price. The warrant was exerc1sable any time before ] December 5,2018. S

The com ) .vn stock warrant was redeemed on September 26,2012 as part of the transact10n with U.S. Treasury for S "
redempt1on of the TARP obligations. See Note 17 for'a discussion of the agreement with U S. Treasury for redemptron of the
TARP obllgatlons 1nclud1ng redemption of the common stock warrant. , '

'-N(')'“TE'IQ‘-‘REGULATORY CAPITAL MATTERS - -

CFBank is subject to regulatory capital requlrements admlmstered by federal bankmg ag< ncres Prompt correctlve act1on
regulatory’ accountmg practices. Capital amounts and classrﬁcaﬂons are also subJect to qualitative Judgments by regulators
Failure to meet capltal requrrements can 1n1t1ate regulatory actlon S .

R Prompt correctlve act1on regulatlons prov1de ﬁve classrﬁcatrons well capltallzed adequately capltallzed undercapltahzed
srgnrﬁcantly undercapltahzed and. critically. undercapltahzed although these terms.are not used.to represent overall financial
condition. If adequately cap1tal1zed regulatory approval 1S requlred to accept brokered deposrts If undercaprtallzed capltal
dlstrrbutlons are llmlted as'is asset growth and expansion, and capital restoration plans are required.
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' NOTE 19 - REGULATORY CAPITAL MATTERS

Actual and required capital amounts and ratios are presented below at-year end.

2012 ‘
Total:Capital to risk
weighted assets

Tier 1 (Core) Capital to risk”
weighted assets . '

. Tier 1 (Core) Capital to
adjusted total assets

Tangible Capital to

adjusted total assets,

To Be Weii*;_ o

‘ R * Capitalized U der Requlred '
For Capital - . Prompt Correc Ve | By: TerrnS of ‘
Actual Adequacy Purposes .| . Action Regulatlons | . CFBank Order
‘”Amo,unt . Ratio . Amount ‘Ratio . |, Amount Ratlo ' Amount - Ratio
2011 - .
Total Capital-to risk : . » . P S
weighted assets ~ © $ 15351 | 10.30% |$ 11,918 8.00% |$ 14,897 10:00% | $ 17,876 .| 12:00%

Tier 1 (Core) Capital to rrsk L . o E . ' R ,_
weighted assets ‘ 13,436 9.02% |+ 5,959 4.00% | 8938 |  6.00% CNAT| T NA

Tier 1 (Core) Capital to

adjusted total asséts S| 13436 | 539% | 9,968 | . 4.00% | 12,460 19937 | - 8.00%
Tangible Capital to - . E . , R R SISOt i L
adjustedtotal assets ‘ 13,436 v '=5.39% 3738 150% |~ N/A ¥ N/A N/A |+ NA-

The CFBank Order requlred CFBank to have by September 30 2011, and malntaln thereaﬁer 8% Trer 1 (Core) Capltal to
adjusted total assets and 12% Total Capital to risk weighted assets, which it did not meet at September 30,2011 or Décember
31, 2011. CFBank met the capital requirement at September 30, 2012 and December 31, 2012 as a result of a $13,500 capital
contribution from the Holding Company resulting from the net proceeds of the stock- offerrng However, CFBank will not be

considered “well-capitalized” under applicable regulatory capital standards as long as it is subject to md1v1dua1 mlmmum
. capital requlrements under the CFBank Order. = : :
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NOTE 19- REGULATORY CAPITAL MATTERS (Continued)

The Qualified Thrift Lender test requires at least 65% of assets be maintained in housing-related finance-and other specified -

- areas. If this test is not met, limits are placed on growth, branchmg, new investments, FHLB advances and dividends, or
CFBank must convert to a commercial bank charter. Management beheves that this test is met at December 31,2012,

- CFBank converted from a mutual to a stock institution in 1998, and a “liquidation account” was established with an. initial
balance of $14,300, ‘which was the net worth reported in the conversion prospectus. | The liquidation account represents a
calculated amount for the pirposes described below, and it does not represent actual funds included in the consolidated

financial statements of the Company E11g1ble deposrtors who have maintained their accounts, less annual reductions to the

_extent they:have reduced their, depos1ts would be entitled to a priority distribution- from this account if CFBank l1qu1dated

“and its assets exceeded its l1ab111t1es D1v1dends may not reduce CFBank’s stockholder s equity below the requ1red

; 11qu1dat1on account balance N : .

D1v1dend Restrlctlons The Hol ng Company s prmcrpal source of funds for d1v1dend payments is dividends received from
CFBank. Banking regulatlons lrmrt 'the amouit'of dividends that may be paid without prior approval of regulatory agencies.
Under these regulations, the amount of dividends that may be paid in any calendar year is limited to the current year's net
profits, combined with the rétained net profits of the preceding two years, subject to the- capltal requrrements described above.
CF Bank must recelve regulatory approval prlor 10 any d1v1dend payments

NoTE; 205_; DERIV_A"i‘IYE INSTRUMENTS

Interest-rate swaps ;. : :

- CFBank utilizes interest-rate’s swaps as part of its asset hablhty management strategy to help manage its interest rate risk -
position, and does not use derivatives for trading purposes. The notional amount of the interest-rate swaps does not represent - -
amounts exchanged by the part1es The amount exchanged is determmed by reference to the notional amount and the other ‘ )
terms of the individual interest-rate swap agreements. CFBank was party to interest-rate swaps with a combined notional
amount of $7 750 at December 31, 2012 and $7,949 at December 31, 2011. :

The: objectwe ofthe: lnterest—rat waps 'is to protect the related ﬁxed rate commercial real estate loans from changes in fair -
value due to changes in 1nterestirates -CFBank has a program wheteby it lends to its borrowers at.a fixed rate with the loan
agreement containing a two-way.yiéld maintenance provision, which will be invoked in the event of prepayrnent of the loan,
and is expected to exactly offset the fair value of unwinding the swap. The yield maintenance provision representsan . . "
embedded derivative which is bifurcated from the host loan contract and, as such, the swaps and embedded derivatives are "
not designated as hedges. Accordingly, both instruments are carried at fair value and changes in fair value are reported in -
current period earnings! CFBank currently does not have any derivatives designated as hedges.

Contlngent Features: The counterparty to CFBank’s interest-rate swaps is exposed to credit r1sk Whenever the 1nterest-rate
swaps are in a l1ab111ty position. ‘At year-end 2012, CFBank had $1,511 in securities pledged as collateral for these
der1vat1ves Should the l1ab111ty mcrease CFBank will be required to pledge add1t1onal collateral. :

Add1t10nally, CFBank’s mterest—rate swap- instruments contain prov1s1ons that require CFBank to remain well cap1tal1zed
under regulatory capltal standards. The interest-rate swaps could be called by the counterparty as a result of CFBank’s

failure to maintain well- capltahzed stats due to the CFBank Order. Should market interest rates decrease from December 31,
2012 levels the payment may, increase in. the event the swaps are called. In the event the interest-rate swaps are-called and
CFBank is unable to replace them, CFBank will be exposed to the market risk of the valuation of the yield maintenance
provisions and, absent the. borrowers’ prepaymg the loans, as of December 31, 2012 would incur a net $990 expense, subject
to valuat1on ﬂuctuat1ons over the remammg l1ves of the related loans. , :
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NOTE 20 - DERIVATIVE INSTRUMENTS (Continued) . i

Summary information about the derivative instruments is as follows:

2011+
Notional amount $ - 7,949
.- Weighted average pay rate on interest-rate swaps 3.86%
. Weighted average receive rate on interest-rate swaps 0.35%
Weighted average maturity (years) ' o 5.6
- Fair value of interest-rate swaps.- $ (999)
* Fair value of yield maintenance provisions $ 999 -

The fair value of the yield maintenance provisions and interest-rate swaps is recorded in other assets and other liabilities,
respectively, in the consolidated balance sheet, Changes in the fair value of the yield maintenance provisions and intere’sﬁ—
rate swaps are reported currently in earnings, as other noninterest income in the consolidated statements of operations. There

were no net gains or losses recognized in earnings related to yield maintenance provisions and interest-rate swaps in 2012,
2011 or 2010. .

Mortgage banklng derivatives :

Commitments to fund certain mortgage loans (mterest rate locks) to be sold into the secondary market are considered
derivatives. These mortgage banking derivatives are not designated in hedge relationships. The Company had approxrmately .
$2,079 and $3,930 of interest rate lock commitments related to residential mortgage loans at December 31, 2012 and 2011,
respectively. The fair value of these mortgage banking derivatives was reflected by a'derivative asset of $45 and $39 at -
December 31, 2012 and 2011, respectively, which was included in other assets in the consolidated balance sheet. Fair Values
were estimated based on antlcrpated gains on the sale.of the underlying loans. Changes in the fair values of these mortgage
banking derivatives are included in net gains on sales of loans. Net gains (losses) recognized in earnings related to these
mortgage banking derivatives totaled $6, ($2) and $41 in 2012, 2011, and 2010, respectively.

NOTE 21 - LOAN COMMITMENTS AND OTHER RELATED ACTIVITIES

Some financial instruments, such as loan commitments, credit lines, letters of credit and overdraft protection, are issued to
meet customer financing needs. These are agreements to provide credit or to support the credit of others, as long as
conditions established in the contract are met, and usually have expiration dates. Commitments may expire without belng
used. Off-balance-sheet risk to credit loss exists up to the face amount of these instruments, although material losses are not © e
anticipated. The same credit policies are used to make such commitments as are used for loans, including obtaining collateral»;’ o
at exercise of the commitment.. o

The contractual amounts of financial instruments with off-balance-sheet risk at year end were as follows.

2011
Fixed Variable
Rate Rate
Commitments to make loans $ 943 | $ 741
Unused lines of credit 62 19,952
Standby letters of credit - 526

- Commitments to make loans are generally made for periods of 60 days or less, except for construction loan commitments,
* which are typically for a period of one year, and loans under a specific drawdown schedule, which are based on the individual
contracts. The fixed rate loan commitments had interest rates ranging from 2.99% to 5.0% and maturities ranging from 16
months to 30 years at December 31, 2012. The fixed rate loan commitments had interest rates ranging from 3.25% to 5.25%
and maturities ranging from 15 years to 30 years at December 31, 2011.
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NOTE 22 - PARENT COMPANY ONLY CONDENSED FINANCIAL INFORMATION

Condensed financial information of Central Federal Corporation follows:

CONDENSED BALANCE SHEETS
(DOLLARS IN THOUSANDS EXCEPT PER: SHARE'DATA)

Assets

Cash and cash equivalents )

Investment in banking subsidiary . .
Investment in and advances to other. sub51d1ar1es
Other assets

'

Total assets

Subordinated debentures
Accrued expenses and other liabilities
Stockholders' equity

Total liabilities and stockholders' equity

CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA)

Interest income
Interest expense
Other expense

Loss before income tax and undlstrlbuted sub81dxarles ‘

- operations

Effect of subsidiaries' operations

Net loss

Comprehensive loss
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2011
560
13,827
1,212
264
'15,863
5,155
764 -
9,944
15,863
2011 2010
3 S -
168 167
663 567
(831) (734y
(4,594) (6.136)
$ (5425 |5 (6870
$ 5,71) | $ (6,902)



NOTE 22 - PARENT COMPANY ONLY CONDENSED FINANCIAL INFORMATION (Continued)

CONDENSED STATEMENTS OF CASH FLOWS

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA) N . . YEARS ENDED D_EéEMBER 31,
2011 2010
Cash flows from operating activities
‘Net loss (5425) |$ - - (6,870)
Adjustments: ‘
Effect of subsidiaries' operations 4,594 6,136
Stock-based compensation expense - o2
Change in other assets and other liabilities - 11 (51)
Net cash from operating activities (820) a 83)‘
Cash flows from investing activities
Investments in banking subsidiary - T
Investments in other subsidiaries 635 . ®
Net cash from investing activities 635 ‘ ,(8)
Cash flows from financing activities
Dividends paid - 27
Redemption of TARP obligation - : -
Net proceeds from issuance of common stock - v -
Net cash from financing activities - . (@2n)
Net change in cash-and cash equivalents (185) (1,062)
Beginning cash and cash equivalents 45 | 1,807
Ending cash and cash equivalents 560 $§ . 745

B
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NOTE 23 - EARNINGS (LOSS) PER COMMON SHARE

The two-class method is used in the calculation of basic and diluted earnings pet share. Under the two-class method,

earnings available to common stockholders for the period are allocated between common stockholders and unvested share-

based payment awards according to dividends declared (or accumulated) and participation rights in undistributed earnings..

The factors uised in the earnings per share computation follow:

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA)

Basic

Net loss

Less: Preferred dividends and accretion of discount on
preferred stock ' '

Less: Net loss allocated to unvested share-based paymént
awards

Net earnings (loss) allocated to common stockholders

Weighted averaéé common shares outstandihg including
unvested share-based payment awards

Less: Unvested share-based payment awards

Average shares

Basic earnings ( loss) per common share

Diluted
Net earnings (loss) allocated to common stockholders

Weighted average common shares outstanding for basic
‘earnings (loss) per common share

Add: Dilutive effects of assumed exeréiéés of stock options
Add: Dilutive effects of assumed exercises of stock warran

Average shares and dilutive potential common shares

Diluted earnings (loss) per common share

2011 2010_
S. G545 |'s (6870
(425 (410)
34 29
s (5816 | $ - (125D
825,376 . 822.262... .
(4.801) (3,304)
820,575 . 818,958
$ . (709 |:$ - (885
§  (5816) | $ (7251
820,575. 818958 . "
820,575 818,958
$ 709 | s (8.85)

The following potential average common shares were anti-dilutive and not considered in computing diluted earnings (loss)

per'common share because the Company had a loss from continuing operations.

Stock options
Stock warrant
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2011 2010 -
43,296 . 53,955
67,314 67,314



NOTE 24 - CONTINGENT LIABILITIES ~' L e e

CFBank partlclpates ini a multi-employer. contrlbutory trusteed pension plan. On August 17, 2012, CFBank was notified by
the trustees of the plan that, due to CFBank’s financial performance and the CFBank Order, it was required makea - -
coniribution or provide a letter of credit in the amount of the funding shortfall plus estimated cost of annultlzatlon of beneﬁts: .
in the plan, which was determined to be $908. CFBank obtained.a letter of credit from the FHLB- for this amount. The cost = -
of obtamlng the letter of credit was $9. CFBank may be required to make additional contributions-or provide:; addltlonal
~~amounts via an expanded letter of credit if the funding shortfall increases in the future. If CFBank’s financial condition
should worsen-in the future, the trustee may execute the letter of credit, resulting in a charge to CFBank. '
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CORPORATE DATA

Annual Report

A copy of the Annual Report on Form 10-K filed with the Securities and Exchange Commission w:II be
available April 2, 2013 without charge upon written request to:

John W. Helmsdoerfer, CPA

Executive Vice President &

Chief Financial Officer

Central Federal Corporation

2923 Smith Road

Fairlawn, Ohio 44333

Phone: 330-576-1209

Fax: 330-576-1339:

Email: - JohnHelmsdoerfer@cfbankmail.com -

Annual Meeting

The Annual Meeting of Shareholders of Central Federal Corporation will be held at10 a:m. on Thursday,
May 16, 2013 at the Fairlawn Country Club, 200 North Wheaton Road, Fairlawn, Ohio.

Stoékholder Services

Registrar and Transfer Company serves as transfer agent for Central Federal Corporation shares.
- Communications regarding change of address, transfer of shares or lost certlflcates should be sent:to:"

Registrar & Transfer Company
10 Commerce Drive
Cranford, New Jersey 07016

~ Phone: 800-368-5948
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