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Wolf Company LLP 

The Board of Directors 
Edgebrook Bancorp, Inc. 
Chicago, Illinois 

INDEPENDENT AUDITOR'S REPORT 

\iVOlf:~·-/ 
Cornpany 

Oakbrook Terrnce Chicago 

We have audited the accompanying consolidated financial statements of EDGEBROOK BANCORP, INC. 
AND SUBSIDIARY, which comprise the consolidated balance sheets as of December 31,2012 and 2011, and 

the related consolidated statements of operations, comprehensive income (loss), shareholders' equity, and cash 

flows for the years then ended, and the related notes to the consolidated financial statements. 

Management's Responsibilitv for the Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial statements 
in accordance with accounting principles generally accepted in the United States of America; this includes the 
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of 

consolidated financial statements that are free from material misstatement, whether due to fraud or error. 

Auditor's ResponsibilitY 

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of America. 

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
consolidated financial statements are free from material misstatement 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements. The procedures selected depend on the auditor's judgment, including the 
assessment oflhe risks of material misstatement of the consolidated financial statements, whether due to fraud 
or error. In making those risk assessments, the auditor considers internal control relevant to the entity's 
preparation and fair presentation of the consolidated financial statements in order to design audit procedures 

that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the entity's internal control. Accordingly, we express no such opinion. An audit also includes evaluating 
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as well as evaluating the overall presentation of the consolidated financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 

audit opinion. 

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position ofEdgebrook Bancorp, Inc. and Subsidiary as of December 31, 2012 and 2011, and the 
results of their operations and their cash flows for the years then ended in conformity with accounting 
principles generally accepted in the United States of America. 

Oakbrook Terrace, Illinois 
October 15,2013 

PKF 
A PKF International Member Firm 

I 90 I S. !I·\ eyers Road, Suite 500 Oakbrook Terrace, illinois GO I 81-5209 

630.545.4500 nwtit • 630.574.7818./;I.\' · www.wolfcpa.com 



EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

CONSOLIDATED BALANCE SHEETS 

Cash and due from banks 

Interest-bearing deposits in other banks 

Securities available-for-sale, at fair value 

Securities held-to-maturity, at cost 

Loans 

Less allowance for loan losses 

Loans, net 

Leasehold improvements and equipment, net 

Other real estate owned 

Accrued interest receivable and other assets 

ASSETS 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Liabilities: 

Deposits: 

Non interest-bearing demand 

NOW and money market accounts 

Savings 

Time 

Total deposits 

Accrued interest payable and other liabilities 

Due to shareholder 

Promissory notes, convertible to common stock 

Total liabilities 

Shareholders' equity: 

Common stock, no par value; authorized 25,000,000 shares; 

14,422,003 shares issued and outstanding at December 31, 2012; 

12,129,534 shares issued and outstanding at December 31, 2011; 

Accumulated deficit 

Accumulated other comprehensive income 

Shareholder notes receivable 

Total shareholders' equity 

See accompanying notes to these consolidated financial statements. 
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December 31, 

2012 2011 

$ 11,852,600 

850,000 

4,730,487 

300,000 

70,289,752 

(2,343,768) 

67,945,984 

459,405 

2,624,163 

354,294 

s 89,116,933 

s 4,016,592 

8,846,448 

I ,453,889 

70,469,337 

84,786,266 

555,315 

15,000 

853,417 

86,209,998 

13,826,906 

(I 0,611 ,056) 

66,085 

3,281,935 

(375,000) 

2,906,935 

$ 89,116,933 

$ 9,291,408 

1,095,000 

5,30 I ,450 

300,000 

76,470,797 

(2,014,637) 

74,456,160 

546,950 

811,498 

282,713 

s 92,085,179 

s 2,315,301 

9,198,891 

I ,372,615 

74,280,415 

87,167,222 

350,381 

15,000 

934,498 

88,467,101 

12,531,951 

(8,983,354) 

69,481 

3,618,078 

3,618,078 

$ 92,085,179 



EDGEBROOK BANCORP, INC. AND SUBSIDJAR Y 

CONSOLIDATED STATEMENTS OF OPERATIONS 

Interest income: 

Loans, including fees 

Securities available-for-sale 

Deposits in other banks 

Total interest income 

Interest expense: 

Deposits 

Borrowed funds 

Total interest expense 

Net interest income 

Provision for loan losses 

Net interest income after provision for loan losses 

Non interest income: 

Customer service fees 

Other income 

Total non interest income 

Noninterest expense: 

Salaries and employee benefits 

Occupancy and equipment 

Professional fees 

Data processing 

FDIC and state assessments 

Non accrual/foreclosed asset expense 

Other expense 

Total non interest expense 

s 

For the Year Ended 
December 31, 

2012 2011 

4,197,336 

105,973 

39,288 

4,342,597 

974,705 

75,115 

1,049,820 

3,292,777 

957,0.00 

2,335,777 

165,1 15 

44,091 

209,206 

1,358,726 

233,169 

611,328 

163,742 

235,775 

1,039;B78 

530,567 

s 4,334,710 

1 18,963 

30,242 

4,483,915 

1,370,750 

72,003 

1,442,753 

3,041' 162 

525,000 

2,516,162 

130,197 

535,782 

665,979 

1,379,370 

252,167 

274,58] 

!50,046 

285,343 

400,220 

456,682 

Net loss s (l ,627,702) s .. ()6;268) 

See accompanying notes to these consolidated financial statements. 
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EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF COrVIPREHENSIVE INCOME CLOSS) 

Net loss 

Other comprehensive income (loss): 

Unrealized holding gains (losses) arising during the period 

Comprehensive income (loss) 

See accompanying notes to these consolidated financial statements. 
. :.~ 

4 

For the Year Ended 

December 3 I, 

2012 2011 

s (1,627,702) (16,268) 

(3,396) 154,579 

s (J ,631 ,098) 138,311 
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EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY 

For the Years Ended December 31,2012 and 20 I I 

Accumulated 

Qther Sh'areholder 

Common Accumulated Comprehensive Notes 

Stock Deficit Income (Loss) Receivable Total 

Balance at December 31, 20 I 0 $ 11,946,830 $ (8,967,086) $ (85,098) $ $ 2,894,646 

Net loss (16,268) (16,268) 

Unrealized gains on securities 

available-for-sale 154,579 154,579 

Issuance of960,955 shares of 

common stock at $0.65 per share 624,621 624,621 

Stock issuance costs (39,500) (39,500) 

Balance at December 31,2011 12,531,951 (8,983,354) 69,481 3,618,078 

Net loss (1,627,702) (1,627,702) 

Unrealized losses on securities 

available-for-sale (3,396) (3,396) 

Issuance of2,292,469 shares of 

common stock at $0.65 per share 1,490,105 1,490,105 

Stock issuance costs (195,150) (195,150) 

Notes receivable to finance the 

the purchase of common stock (375,000) (375,000) 

Balance at December 31, 2012 $ 13,826,906 s (10,611,056) $ 66,085 $ (375,000) $ 2,906,935 

See accompanying notes to these consolidated financial statements. 
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EDGEBROOK BAN CORP, INC. AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

Cash flows from operating activities: 

For the Year Ended 
December 3 I, 

2012 2011 

Net loss $ (1,627,702) $ (16,268) 

Adjustments to reconcile net loss to net cash 

provided by (used in) operating activities: 

Depreciation and amortization 

Net (gain) loss on sale of other real estate owned 

Net amortization on premiums and discounts 

Provision for loan losses 

Provision for other real estate owned 

Provision for other real estate owned write down 

(Increase) decrease in accrued interest receivable and other assets 
Increase (decrease) in accrued interest payable and other liabilities 

Net cash provided by (used in) operating activities 

Cash flows from investing activities: 

Net (increase) decrease in interest-bearing deposits in other banks 

Purchases of securities available-for-sale 

Purchases of securities held-to-maturity 

Proceeds from maturities and calls of securities 

avail ab I e-for-sale 

Proceeds from sales of other real estate owned 

Paydowns on securities available-for-sale 

Net (increase) decrease in loans 

Purchases ofleasehold improvements and equipment 

Net cash provided by (used in) investing activities 

Cash flows from financing activities: 

Issuances of promissory notes, convertible to common stock 

Repayments of promissory notes, convertible to common stock 

Proceeds from issuance of common stock, net of shareholder loans 

Stock issuance costs 

Net cash provided by (used in) financing activities 

Net increase (decrease) in cash and cash equivalents 

Cash and cash equivalents: 

Beginning of year 

End of year 

See accompanying notes to these consolidated financial statements. 
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I 09,010 111,895 

35,100 (5,462) 

35,184 38,465 

957,000 525,000 

70,000 

150,000 

(71,581) 128,716 

204,934 (238,303) 

(288,055) 694,043 

245,000 (260,000) 

(3,296,274) (5,007,828) 

(300,000) 

3,600,000 3,750,000 

796,550 212,462 

228,657 204,231 

2,838,861 (4,609,237) 

(21 ,465) (18,716) 

4,391,329 (6,029,088) 

(81,081) (72,642) 

1, 115, I 05 624,621 

(195, !50) (39,500) 

(I ,542,082) 3,382,914 

2,561,192 (1,952,131) 

9,291,408 11,243,539 

$ 11,852,600 $ 9,291,408 



EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

Supplemental disclosure of cash flow information: 

Cash payments for: 

For the Year Ended 
December 3 I, 

. 2012 2011 

Interest on deposits 

Interest on borrowed funds 

$ 991,372 . $ I ,384,305 

34,125 

206,198 

154,579 

Transfer from loans to other real estate owned 

Unrealized gains (losses) on securities available-for~sale 

Notes receivable to finance the purchase of common stock 

... ,_ 

See accompanying notes to these consolidated financial statements. 
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25,762 

2,714,315 
" (3,396) " 

375;000 



EDGEBROOK BANCORP, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

l. Summarv of Significant Accounting Policies 

The accompanying consolidated financial statements have been prepared in conformity with generally 

accepted accounting principles and conform to practices within the banking industry. 

Nature of Operations- Edgebrook Bancorp, Inc. (the Company) provides commercial and retail banking 
services through its office in Chicago, Illinois. Edgebrook Bank (the Bank) offers a wide range of 
deposit products including checking, savings and term certificate accounts and its primary lending 
products include residential, multifamily, commercial, and construction real estate loans. Edgebrook 

Bancorp, Inc. was formed on July 18,2002. The Bank commenced operations on May 9, 2005. 

Principles of Consolidation - The consolidated financial statements include the accounts of the 
Company and its wholly-owned subsidiary, Edgebrook Bank. All significant intercompany balances 
and transactions have been eliminated in consolidation. 

Use of Estimates - The preparation of consolidated financial statements in conformity with generally 

accepted accounting principles requires management to make estimates and assumptions that affect the 

reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of 
the consolidated financial statements and the reported amounts of revenue and expenses during the 
reporting period. Actual results could differ from those estimates. 

The determination of the adequacy of the allowance for loan losses is based on estimates that are 
particularly susceptible to significant changes in the economic environment and market conditions. In 
connection with the determination of the estimated losses on loans, management obtains independent 

appraisals for significant collateral. 

The Bank's loans are generally secured by specific items of collateral including real property, consumer 

assets, and business assets. Although the Bank has a diversified loan portfolio, a substantial portion of 
its debtors' ability to honor their contracts is dependent on local economic conditions. 

While management uses available info!Jl1ation to recognize losses on loans, further reductions in the 
carrying amounts of loans may be necessary based on changes in local economic conditions. In 
addition, regulatory agencies, as an integral part of their examination process, periodically review the 
estimated losses on loans. Such agencies may require the Bank to recognize additional losses based on 
their judgments about information available to them at the time of their examination. Because of these 

factors, it is reasonably possible that the estimated losses on loans may change materially in the near 
term. However, the amount of the change that is reasonably possible cannot be estimated. 

Comprehensive Income CLoss) - Comprehensive income (loss) is defined as the change in equity of a 
business enterprise from transactions and other events from non-shareholder sources. Comprehensive 
income (loss) inc!ud~s net income (loss) and other changes in stockholders' equity, which bypass the 
statement of operations. For all periods presented, other comprehensive income (loss) includes only one 
component, the change in unrealized gains (losses) on available-for-sale investment securities. 

Cash and Cash Equivalents - Cash and cash equivalents include interest bearing and non-interest 
bearing amounts due from depository banks and federal funds sold with original maturities of three 

months or less. 
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EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Summary of Significant Accounting Policies (Cont.) 

Interest-Bearing Deposits in Other Banks- Interest-bearing deposits in other banks include certificates 

of deposit accounts. Certificates of deposit mature within one year and are carried at cost. 

Investment Securities - Accounting principles generally accepted in the United States of America 

require that debt and equity securities be classified into one of three reporting categories and accounted 

for as follows: (1) held-to-maturity securities reported at amortized cost, (2) trading securities reported 

at fair value with unrealized gains and losses included in earnings, and (3) available-for-sale securities 

reported at fair value with unrealized gains and losses net of related taxes reponed as an increase or 

decrease in other comprehensive income. 

Securities held-to-maturity are securities that the Company has the intent and ability to hold to maturity 

and are carried at cost adjusted for amortization of premium and accretion of discount, generally 

computed using the interest method. 

The amortization of premiums and accretion of discounts are recognized as adjustments to interest 

income in a manner that approximates the level-yield method. Realized gains and losses on securities 

sold are computed based on the adjusted cost of the specific securities sold. 

Securities available-for-sale are securities that are intended to be held for indefinite periods of time, but 

which may not be held to maturity. These securities may be used as a part of the Company's 

asset/liability management strategy and may be sold in response to changes in interest rates, 

deterioration ofissuer's creditworthiness, or due to a desire to increase capital or liquidity. 

Realized securities gains and losses are determined on a specific identification basis and are reported in 

the consolidated statements of operations as securities gains and losses. 

Loans - The Company's loan portfolio includes commercial, commercial real estate, residential real 

estate, and installment and other segments. Commercial real estate loans include segments for 

construction and land development, multifamily, owner-occupied commercial property and non-owner 

occupied commercial property. Residential real estate loans include classes for closed-end 1-4 family 

and home equity loans. 

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or 

pay-off generally are reported at their outstanding unpaid principal balances adjusted for charge-offs, the 

allowance for loan losses, and any deferred fees or costs on originated loans. Interest income is accrued 

on the unpaid principal balance. Loan origination fees, net of certain direct origination costs, are 

deferred and recognized as an adjustment of the related loan yield using the interest method. 

The accrual of interest on all loans is discontinued at the time the loan is 90 days past due unless the 
credit is well-secured and in process of collection. Past due status is based on contractual terms of the 

loan. In all cases, loans are placed on nonaccrual if collection of principal or interest is considered 
doubtful. All interest accrued but not collected for loans that are placed on nonaccrual is reversed 

against interest income. The interest on these loans is accounted for on the cash-basis or cost-recovery 

method, until qualifying for return to accrual. Loans are returned to accrual status when all the principal 
and interest amounts contractually due are brought current and future payments are reasonably assured. 
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EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

I. Summar\' of Significant Accounting Policies (Cont.) 

Allowance for Loan Losses- The allowance for loan losses is established as losses are estimated to have 

occurred through a provision for loan losses charged to earnings. Loan losses are charged against the 

allowance when management believes the uncollectibility of a loan balance is confirmed. Subsequent 

recoveries, if any, are credited to the allowance. 

The allowance for loan losses is evaluated on a regular basis by management. This evaluation is 

inherently subjective as it requires estimates that are susceptible to significant revision as more 

information becomes available. The allowance consists of general, allocated and unallocated 
components, as further described below. 

General component 

The general component of the allowance for loan losses is based on historical loss experience adjusted 

for qualitative factors stratified by the following loan segments: commercial, commercial real estate, 

residential real estate and installment. Management uses a rolling average ofhistoricallosses based on a 

time frame appropriate to capture relevant loss data for each loan segment. This historical loss factor is 

adjusted for the following qualitative factors: levels/trends in delinquencies; trends in volume and terms 

of loans; effects of changes in risk selection and undef\vriting standards and other changes in lending 

policies, procedures and practices; experience/ability/depth of lending management and staff; and 

national and local economic trends and conditions. There were no changes in the Company's policies or 

methodology pertaining to the general component of the allowance for loan losses during 2012 or 20 I 1. 

The qualitative factors are determined based on the various risk characteristics of each loan segment. 

Risk characteristics relevant to each portfolio segment are as follows: 

Commercial loans- Loans in this segment are made to businesses and are generally secured by assets of 

the business. Repayment is expected from the cash flows of the business. A weakened economy, and 

resultant decreased consumer spending, will have an effect on the credit quality in this segment. 

Overdraft balances are also included in this segment. 

Commercial real estate - Loans in this segment are primarily income-producing properties, including 
multifamily residential, throughout the Chicago area. The underlying cash flows generated by the 

properties are adversely impacted by a downturn in the economy as evidenced by increased vacancy 

rates, which in tum, will have an effect on the credit quality in this segment. Management obtains rent 

rolls annually and continually monitors the cash flows of these loans. Loans in this segment also include 

speculative real estate development loans for which payment is derived from sale of the property. Credit 

risk is affected by cost overruns, time to sell at an adequate price, and market conditions. 

Residential real estate- Loans in this segment primarily include owner-occupied 1-4 family residences 
secured by 1" liens. The Bank generally has 2"d liens on property securing equity lines-of-credit. The 

Company generally does not originate loans with a loan-to-value ratio greater than 80 percent and does 

not generally grant loans that would be classified as subprime upon origination. All loans in this 
segment are collateralized by residential real estate and repayment is dependent on the credit quality of 

the individual borrower or borrowers. The overall health of the economy, including unemployment rates 

and housing prices, will have an effect on the credit quality in this segment. 
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EDGEBROOK BAN CORP, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. Summary of Significant Accounting Policies (Cont.) 

Allowance for Loan Losses (cont.)-

General component (cont.) 

Installment and other - Loans in this segment are generally installment loans to individuals and are 
supported by non-real estate collateral. The repayment is dependent on the credit quality of the 

individual borrower. Loans that do not meet the definition of other segments are included as other. 

Allocated component 

The allocated component relates to loans that are classified as impaired. Based on internal credit ratings, 
loans are evaluated for impairment on a loan-by-loan basis. Impairment is measured by "either the 

present value of expected future cash flows discounted at the loan's effective interest rate or the fair 
value of the collateral if the loan is collateral dependent. An allowance is established when the 
discounted cash flows (or collateral value) of the impaired loan is lower than the carrying value of that 

loan. Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. A 
loan is considered impaired when, based on current information and events, it is probable that the 
Company will be unable to collect the scheduled payments of principal or interest when due according 
to the contractual terms of the loan agreement. Factors considered by management in determining 
impairment include payment status, collateral value, and the probability of collecting scheduled 
principal and interest payments when due. Loans that experience insignificant payment delays and 
payment shortfalls generally are not classified as impaired. Management determines the significance of 
payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of the 
circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for 
the delay, the borrower's prior payment record, and the amount of the shortfall in relation to the principal 

and interest owed. 

The Company periodically may agree to modifY the contractual terms of loans. When a loan is modified 
and a concession is made to a borrower experiencing financial difficulty, the modification is considered 
a troubled debt restructuring (TOR). All TORs are initially classified as impaired. · 

Unallocated component 

An unallocated component is maintained to cover uncertainties that could affect management's estimate 
of probable losses. The unallocated component of the allowance reflects the margin of imprecision 
inherent in the underlying assumptions used in the methodologies for estimating allocated and general 

reserves in the portfolio. 

Credit-Related Financial Instruments :- In the ordinary course of business, the Bank has entered into 
commitments to extend credit, including commitments under lines of credit and standby letters of credit. 
Such instruments are recorded when they are funded. 

Leasehold Improvements and Equipment- Leasehold Improvements and equipment are carried at cost 
net of accumulated depreciation. Depreciation is computed using the straight-line method based 
principally on the estimated useful lives of the assets. Maintenance and repairs are expensed as incurred 
while major additions and improvements are capitalized. 
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EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

I. Summary of Significant Accounting Policies (Cont.) 

Other Real Estate Owned- Property acquired in satisfaction of debts or through foreclosure is valued at 

the lower of fair value or the recorded investment in the related loan. At foreclosure, if the fair value of 

the property acquired is less than the recorded investment in the related loan, a write down is recognized 

by a charge to the allowance for possible loan losses. The cost of carrying the assets subsequent to 

foreclosure and any decrease in the market value occurring after that date are treated as charges to 

operations in the year incurred. When the property is not in a condition for use or sale at the time of 

foreclosure, completion and holding costs necessary to bring it into such a state are capitalized, provided 

that such costs do not in aggregate exceed the lower of fair value or the recorded investment in the 

related loan. 

Income Taxes - In March 2007, the Company, with the consent of its shareholders, converted to a 

C corporation under sections of the federal and state income tax laws, effective as of January l, 2007. 

The Company files consolidated income tax returns with its subsidiary, Edge brook Bank. Each member 

of the consolidated group provides for income taxes on a separate return basis and is charged or credited 

by the Company with the tax or ta" benefit shown in a separate return. The provision for income ta"es 

is based on amounts reported in the statements of operations adjusted for differences that do not enter 

into computation of ta"es payable under applicable laws. The Company recognizes deferred tax assets 

and liabilities for the expected future ta" consequences of temporary differences between the financial 

reporting and tax basis of the Company's assets and liabilities. Measurement of deferred tax assets and 

liabilities is based upon the provision of enacted ta" laws and effects of future changes in tax laws or 

rates. The Company recognizes the financial statement impact of a ta"< position when it is more than 

likely than not that the position will be sustained upon examination. The Company is no longer subject 

to U.S. federal, state and local income tax audits before the 2009 ta" year. 

Stock Option Plan - In 2006, the Company entered into an employment agreement with an executive 

officer that grants nonqualified options to purchase up to 10,000 shares of the Company's common 

stock. The exercise price of each option is equal to the fair market value of the Company's common 

stock at date of grant. Options generally vest over two years. The options do not have a contractual life 

but instead must be exercised no later than one year after the executive officer's termination of 

employment with the Company. The Company did not record related compensation expense due to its 

insignificant impact on the consolidated financial statements. 

Allowance for Loan Losses and Credit Oualitv of Financing Receivables- In April 2011, the Financial 

Accounting Standards Board (FASB) issued guidance in Accounting Standards Update No. 2011-02, 
Receivables (Topic 310): A Creditor's Determination of Whether a Restructuring is a Troubled Debt 

Restructuring (ASU No. 2011-02). In ASU No. 2011-02, the FASB provides additional guidance and 

clarification to help creditors in determining whether a creditor has granted a concession and whether a 

debtor is experiencing financial difficulties for purposes of determining 1vhether a restructuring 
constitutes a troubled debt restructuring. ASU No. 2011-02 is effective for annual periods ending on or 
after December 15,2012, and should be applied prospectively. The Company has adopted this guidance 

in 2012. 

Changes to the Effective Control Assessment in Accounting for Transfers - In April 20 I 1, the FASB 

issued Accounting Standards Update No. 2011-03, Transfers and Servicing (Topic 860): 

Reconsideration of Effective Control for Repurchase Agreements (ASU No. 2011-03 ). ASU 
No. 2011-03 amends the criteria used to determine whether an entity recognizes a sale or secured 

borrowing transaction for the transfer of financial assets subject to repurchase agreements. The 

12 



EDGEBROOK BAN CORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

I. Summary of Significant Accounting Policies (Cont.) 

Changes to the Effective Control Assessment in Accounting for Transfers (cont.)-

guidance in ASU No. 2011-03 is intended to improve the accounting for repurchase agreements by 

removing the criterion requiring the transferor to have the ability to repurchase or redeem the transferred 

financial assets from the assessment of effective control and focuses instead on the contractual rights 

and obligations under the repurchase agreements. The guidance in ASU No. 2011-03 is effective for 

reporting periods beginning on or after December 15, 2011, and should be applied prospectively to 

transactions and modifications of existing transactions that occur after the effective date. The Company 
has adopted this guidance in 2012. 

Fair Value Measurements- In May 2011, the FASB issued guidance in Accounting Standards Update 

No. 2011-04, Fair Value Measurements (Topic 820): Amendments to Achieve Common Fair Value 

lvfeasurement and Disclosure Requirements in U.S. GAAP and IFRSs (ASU No. 2011-04). ASU 

No. 2011-04 was issued to improve comparability of fair value application, measurements and 

disclosures between U.S. GAAP reporting and !FRS reporting. ASU No. 2011-04 clarifies fair value 

definitions and enhances fair value measurement guidance with respect to highest and best use 
measurements, equity instrument measurements, and measurement of financial instruments that are 

managed within a portfolio. Additionally, ASU No. 2011-04 expands disclosures for unobservable 
inputs used in Level 3 fair value measurements. ASU No. 2011-04 is effective for annual periods 

beginning after December 15, 2011. The Company has adopted this guidance in 2012. 

Presentation of Comprehensive Income- In June 20 II, the FASB issued Accounting Standards Update 

No. 2011-05, Comprehensive income (Topic 220): Presentation of Comprehensive income (ASU 

No. 2011-05). ASU No. 2011-05 was issued to improve the comparability and consistency of reporting 

for comprehensive income as well as improve the transparency of the components of other 

comprehensive income. ASU No. 2011-05 eliminates the option to present components of other 

comprehensive income as part of the statement of changes in shareholders' equity. ASU No. 2011-05 

requires presentation of other comprehensive income items either in a single statement of 

comprehensive income or in two separate but consecutive statements of income and comprehensive 

income. In December 2011, the FASB deferred the standard's provision which requires presentation of 

reclassification adjustments for each component of other comprehensive income within net income. 

This deferral does not change the requirement to present items of net income, other comprehensive 

income and total comprehensive income in either a single statement of comprehensive income or 

separate but consecutive statements of income and comprehensive income. ASU No. 2011-05 is 

effective for years ending after December 15, 2012. The Company has adopted the presentation 

requirements of ASU No. 2011-05 in 2012. 

13 



EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

2. Investment Securities 

The amortized cost of securities and their approximate fair values as of December 31, 2012 and 2011 are 

as follows: 

Gross Gross 

Amortized Unrealized Unrealized Fair 

Cost Gains Losses Value 

December 31, 2012: 

Held-to-maturity: 

U.S. Government agencies $ 300,000 $ 1,360 $ $ 301,360 

Available-for-sale: 

U.S. Government agencies $ 3,499,967 $ 4,835 $ 1,060 $ 3,503,742 

Mortgage-backed securities I, 164,435 62,310 1,226,745 

$ 4,664,402 $ 67,145 $ 1,060 $ 4,730,487 

December 31, 2011: 

Held-to-maturity: 

U.S. Government agencies $ 300,000 $ 867 $ $ 300,867 

Available-for-sale: 

U.S. Government agencies $ 3,806,214 $ 27,418 $ $ 3,833,632 

Mortgage-backed securities 1,425,755 42,063 1,467,818 

$ 5,231,969 $ 69,481 $ $ 5,301,450 

Securities with a carrying value of $1,226,745 and $5,601,450 at December 31, 2012 and 2011, 

respectively, were pledged to secure federal funds lines and other purposes required or pennitted by law. 

The amortized costs and fair values of debt securities as of December 31, 2012, by contractual maturity, 

are as follows: 

Held-to-Maturi!l Available-for-Sale 

Amortized Amortized 

Cost Fair Value Cost Fair Value 

Due in one year or less $ $ $ $ 

Due after one year through five years 202,560 203,644 

Due after five years through ten years 

Due after ten years 300,000 301,360 3,297,407 3,300,098 

Mortgage-backed securities 1,164,435 1,226,745 

$ 300,000 $ 301,360 $ 4,664,402 s 4,730,487 

14 



EDGEBROOK BAN CORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

2. Investment Securities (Cont.) 

There were no sales of securities during 2012 or 2011. Proceeds from calls and maturities of securities 
were $3,600,000 and $3,750,000 in 2012 and 2011, respectively. Proceeds from paydowns of securities 

during 2012 and 2011 amounted to $228,657 and $204,231, respectively. 

Securities with unrealized losses at December 31, 2012, aggregated by investment category and length 

of time that individual securities have been in a continuous unrealized loss position, are as follows: 

Less than 12 Months 

Unrealized 

Description of Securities Fair Value Losses 

2012: 

Greater than 12 Months 

Unrealized 

Fair Value Losses 

Total 

Fair Value 

Unrealized 

Losses 

U.S. Governrncnt 

agencies $ 998.445 $ (1,060) :::_S __ _ s $ 998,445 $ (1,060) 

The Company did not hold any securities with unrealized losses at December 31, 2011. 

Management evaluates securities for other-than-temporary impairment as economic or market concerns 
warrant such evaluation. Consideration is given to the length of time and extent to which fair value has 
been less than cost, the financial condition and near-term prospects of the issuer, and the intent and 
ability of the Bank to retain its investment in the issuer for a period of time sufficient to allow for any 

anticipated recovering in fair value. 

3. Loans 

Loans at December 31,2012 and 2011 are summarized as follows: 

2012 2011 

Commercial $ 5,488,351 $ 4,539,603 

Commercial real estate 21,317,055 22,767,623 

Residential real estate 42,637,947 48,396,476 

Installment and other 726,995 656,381 

70,170,348 76,360,083 

Net deferred loan costs I 19,404 110,714 

Allowance for loan losses (2,343,768) (2,0 14,637) 

$ 67,945,984 $ 74,456,160 

The Company conducts the majority of its lending activities throughout Chicago, Illinois, and certain 
other loans have been made to borrowers in Wisconsin, Michigan, Ohio, Arizona and Florida. Such 
other loans totaled approximately $6,461,023 and $7,007,000 at December 31, 2012 and 2011, 
respectively. Loans granted to businesses are primarily secured by business assets, owner-occupied real 
estate or personal assets of commercial borrowers. Loans to individuals are primarily secured by 
automobiles, residential real estate or other personal assets. Since the majority of the Company's 
borrowers and the related loan collateral have a geographic concentration in the Chicago metropolitan 

15 



3. Loans (Cont.) 

EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

area, the Company has had an exposure to a decline in the local economy and real estate market. 

However, management believes that the diversity of its customer base and local economy, its knowledge 

of the local market, and its proximity to customers limits the risk of exposure to adverse economic 

conditions. 

Loans to directors, executive officers and certain associations of the Company were made in the 

ordinary course of business and were made on substantially the same terms, including rates and 

collateral, as those prevailing at the time for comparable transactions with other persons and did not 

involve more than the normal risk of collectability or present other unfavorable features. 

As of December 31, 2012 and 2011, loans aggregating $726,061 and $716,778, respectively, were 

outstanding to directors, executive officers and certain associates. During 2012, new loans aggregating 

$106,299 and amounts collected of $97,016 were transacted with such parties. 

The Bank is servicing loans on behalf of a related party. The balance on these loans totaled 

approximately $513,000 and $627,000 as of December 31, 2012 and 2011, re·spective1y. 

4. Allowance for Loan Losses and Credit Qualitv Disclosures 

Changes in the allowance for loan losses and the related loan balance information as of and for the years 

ended December 31,2012 and 2011 are as follows: 

Year Ended December 31, 2012 

Residential Installment and 

Commercial 

Commercial 

Real Estate Real Estate Other Unallocated Total 

Allowance for Joan losses: 

Allowance for loan losses, 

beginning of year 

Provision for loan losses 

Loan recoveries 

Loans charged off 

Allowance for Joan losses, 

end of year 

Allowance for loan losses, 

end of year: 

Individually evaluated for 

impairment 

Collectively evaluated for 

impairment 

Loan acquired with 

deteriorated credit quality 

s 

s 

s 

54,657 

85,022 

139,679 

139,679 

I 39,679 

139,679 

$ 

$ 

$ 

$ 

460,548 

350, I 07 

810,655 

(43,652) 

767,003 

632,686 

134,3 I 7 

767,003 

16 

s 1,393,409 

469,809 

I ,863,218 

(584,217) 

$ 1,279,001 

$ 724,078 

554,923 

s 1,279,001 

$ 

$ 

$ 

s 

5,693 

152,392 

158,085 

158,085 

140,739 

17,346 

158,085 

s 100,330 

(I 00,330) 

s 

s 

s 

s 2,014,637 

957,000 

2,971,637 

(627,869) 

$ 2,343,768 

$ 1,497,503 

846,265 

$ 2,343,768 



EDGEBROOK BAN CORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLfDATED FINANCIAL STATEMENTS 

4. Allowance for Loan Losses and Credit Quality Disclosures (Cont.) 

Year Ended December 31, 2012 

Commercial Residential Installment and 

Conunercial Real Estate Real Estate Other 

Loan balance, end of year: 

Individually evaluated for 

impairment $ 14,904 $ 4,841,696 $ 8,175,696 $ 140,739 

Collectively evaluated for 

impairment 5,473,447 16,475,359 34,462,251 586,256 

Loan acquired with 

deteriorated credit quality 

$ 5,488.351 $ 21,317,055 $ 42.637,947 $ 726,995 

• Year Ended December 3 I, 20 II 

Commercial Residential Installment and 

Commercial Real Estate Real Estate Other 

Allowance for Joan losses: 

Allowance for loan losses, 

beginning of year $ 17,660 $ 246,120 $ I ,205,193 $ I 0,075 

Provision for loan losses 76,997 272,324 506,743 23,309 

Loan recoveries 63 724 

94,657 518,444 1,775,660 33,384 

Loans charged off (40,000) (57,896) (382,251) (27.691) 

Allowance for loan losses, 

end of year s 54.657 $ 460.548 s 1,393.409 $ 5,693 

Allowance for Joan losses, 

end of year: 

rndividually evaluated for 

impairment s !5,000 $ 257,400 $ 990,320 $ 

Collectively evaluated for 

impairment 39,657 203,148 403,089 5,693 

Loan acquired with 

deteriorated credit quality 

$ 54.657 $ 460,548 s I ,393,409 $ 5,693 

Loan balance. end of year: 

individually evaluated for 

impairment $ 21,756 $ 3,718,714 $ 10,467,938 $ 2,500 

Collectively evaluated for 

impairment 4,517,847 19,048,909 37,928,538 653,881 

Loan acquired with 

deteriorated credit quality 

$ 4,539,603 $ 22,767,623 $ 48.396,476 $ 656,381 

17 

Unallocated Total 

$ s 13,!73,035 

56,997,313 

s $ 70.170,348 

Unallocated Total 

s 454,703 $ 1,933,751 

(354,373) 525,000 

63 724 

100,330 2,522,475 

(507,838) 

$ 100.330 $ 2,014,637 

s $ 1,262,720 

100,330 751,917 

$ 100,330 $ 2,014,637 

$ $ 14,210,908 

62,149,175 

$ s 76,360,083 



EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

NOTES TO CONSOL!DA TED FINANCIAL STATEMENTS 

4. Allowance for Loan Losses and Credit Qualitv Disclosures (Cont.) 

The Company uses a graded loan rating system as a means of identifying potential problem loans. 

Loans rated I to 4- Loans in these categories are considered "pass" rated loans with low to average risk. 

Loans rated 5 to 6- Loans in this category are internally designated by management as "watch." These 

loans are starring to show signs of potential weakness and are being closely monitored by management. 

Loans rated 7 - Loans in this category are considered "substandard." Generally, a loan is considered 

substandard if it is inadequately protected by the current net worth and paying capacity of the obligors 

and/or the collateral pledged. There is a distinct possibility that the Company will sustain some loss if 
the weakness is not corrected. 

Loans rated 8 -Loans in this category are considered "doubtful." Loans classified as doubtful have all 

the weakness inherent in those classified substandard with the added characteristic that the weaknesses 

make collection or liquidation in full, on the basis of currently existing facts, highly questionable and 
improbable. 

On an annual basis, or more often if needed, the Company formally reviews the ratings qn all loans. The 

Company engages an independent third-party to review the loan portfolio. Management uses the results 
of this review as part of its annual review process. 

The following presents the loan balance based upon the Company's loan rating system as of 
December 3 I, 2012 and 20 I 1: 

Commercial 

Commercial real estate: 

Construction and land 

development 

Multifamily 

Owner occupied 

Non-owner occupied 

Residential real estate: 

1-4 family first liens 

1-4 family junior liens 

Home equity lines 

Installment and other 

Pass 

$ 1,878,447 

2,860.899 

2,296,635 

669,985 

6,493,055 

22,331,709 

1,849,232 

3,072,592 

526,058 

s 41,978,612 

$ 

Year Ended December 31.2012 

Watch Substandard Doubtful 

3,487,877 

2,101,908 

6,942,379 

I 07,943 

250 

s 3,609,904 

2,441,586 

965,110 

7,758,655 

213,396 

362,041 

200.687 

s 

s 12,640,357 $ 15.551,379 $ 

18 

Total 

s 5,488,351 

2,860,899 

8,226,098 

2,771,893 

7.458.165 

37,032,743 

2,062,628 

3,542,576 

726,995 

$ 70,170.348 
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EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Allowance for Loan Losses and Credit Qualitv Disclosures (Cont.) 

Year Ended December 3 I. 20 II 

Pass Watch Substandard Doubtful 

Commercial $ 4,517,847 s $ 21,756 s 
Commercial real estate: 

Construction and land 

development 2,751,821 212,374 

Multifamily 6,606,888 3,193,136 810,575 

Owner occupied 845,256 

Non-owner occupied 4,800,754 626,573 2,920,246 

Residential real estate: 

1-4 family first liens 25,247,374 1,699,889 13,962,689 

1-4 family junior liens 1,892,996 998,618 

Home equity lines 4,022,584 572,326 

Installment and other 656,3 81 

s 51,341,901 $ 5,519,598 s 19,498.584 s 

The aging of the Company's loan portfolio as of December 3 J, 2012 and 201 J is as follows: 

Year Ended December 31. 2012 

Greater Than Total 
30-59 Days 60-89 Days 90 Days Total Loan 

Past Due Past Due Past Due Past Due Current Balance 

Commercial s s s 14,904 s 14,904 s '5,473.447 s 5,488,351 

Commercial real estate: 

Construction and 

land development 2,860,899 2,860,899 

Multifamily 2~441,586 2,441,586 5,784.512 8,226,098 

~mer occupied 2,771,893 2,771,893 

Non-owner occupied 800,109 800,109 6,658,056 7.458.165 

Residential real estate: 

1-4 family first liens 454,031 371,167 3,399,929 4,225,127 32,807,616 37,032,743 

1-4 family junior liens 361,962 36!,962 1,700,666 2,062,628 

Home equity lines 39,082 29,822 68.904 3,<173,672 3,542,576 

Installment and other 10,559 10,559 716,436 726,995 

s 503.672 s 371,167 s i.048,312 s 7.923.151 s 62,247.197 s 70,170,348 

19 

Total 

$ 4,539.603 

2,964,195 

10,610,599 

845,256 

8,347,573 

40,909,952 

2,891,614 

4,594,910 

656,381 

s 76,360,083 

Recorded 

Investment> 

90 Days and 

Accruin~ 

s 

s 
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EDGEBROOK BANCORP, INC. AND SUBSfDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Allowance for Loan Losses and Credit Quality Disclosures (Cont.) 

Year Ended December 31. 20 I I 

Greater Than 

30~59 Days 60~89 Days 90 Da)'S Total 

Past Due Past Due Past Due Past Due Current 

Commercial s s s 21,756 s 21,756 s 4,517,847 

Commercial real estate: 

Constnlction and 

land development 212,374 212,374 2,751,821 

,'.-lultifamily 498,247 498,247 10,112.352 

CNmer occupied 845,256 

Non-owner occupied 666,356 343,814 2,253,890 3;264,060 5,083,513 

Residential real estate: 

1-4 family first liens 438,512 1,206,360 4,462,044 6,106,916 34,803,036 

1-4 family junior liens 50,046 108,469 158,515 2,733,099 

Home equity Jines 245,000 245,000 4,349,910 

Installment and other 2,500 2.500 653.881 

s 1.399.914 s 2,048.421 s 7.061.033 s I 0.509.368 s 65.850.715 

20 

Recorded 

1:otal Investment> 

Loan 90 Days and 

Balance Accruing 

s 4,539,603 s 21,756 

2,964,195 

10,610,599 

845,256 

8,347,573 

40;909,952 

2,891,614 

4,594,910 

656.381 

s 76.360.083 s 21.756 
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EDGEBROOK BANCORP, INC. AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Allowance for Loan Losses and Credit Quality Disciosures (Cont.) 

The following presents loans individually evaluated for impairment as of December 31,2012 and 2011: 

Year Ended December 31, 2012 

Unpaid Average Interest 

Recorded Princ.ipal Related Recorded Income 

Investment Balance Allowance Investment Recognized 

With no related allowance 

recorded: 

Commercial s 14,904 s 14,904 s s 18,330 $ 

Commercial real est:lte: 

Coflstruction and 

land development 

Multifamily 

Owner o'cdupied 

Non-own.er occupied 

Residential real estate: 

1-4 family first liens 3,609,437 3,632,939 3,670,070 82,960 

1-4 family j~nior liens 

Home equity lines 

Installment and other 

3.624,341 3.647,843 3,688,400 82,960 

With an allowance recorded: 

Commercial 

Commercial real estate: 

Construction and 

land development 

Multifamily 2,441,586 .2,4.'11,586 487,686 2,441,523 13,779 

Owner occupied 1,600,000 i,~QO,OOO 100,000 1,600,000 34,093 
Non-owner· occupied 800,110 800,110 45,000 840,604 19,936 

Residential real estate_: 

l. -4 family first liens 4,368,898 4,368,898 526,717 4,379,124 111,855 

1-4 family junior liens 167,539 167,539 167,539 169,997 5,402 

Home equity lines 29,822 29,822 29,822 29,444 

Installment and other 140,739 140,739 140,739 140,896 3,073 

9,548,694 9,548,694 1,497,503 9,601,588 188,138 

$ 13,173,035 s 13,]96,537 s 1,497,503 s 13,289,988 s ry71,098 

·1' 

... 

21 
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NOTES TO CONSOLIDATED FINANCIAL STATBv!ENTS 

Allowance for Loan Losses and Credit Qualitv Disclosures (Cont.) 

Year Ended December3.l, "011 

Unpaid Avei!lge 

Recorded Princip,al Related Re!Oord~d 

Investment Balance Allowance frtVe~trh'ent. 

With no related allowance 

recorded: 

Commercial s s. s s 
Commercial real estate: 

Construction and 

land development 

Multifamily 586,094 586,094 594,417 
Owner occupied 

Non~ownerbcc~;pied 

Residential real estate: 

1-4 family.first liens 4,643,008 4,781,761 4,773,697. 

1-4 family junior liens 417,929 417,929 417,940 
Home equity lines 

Installment and other 2,500 2,500 2,500 

5,649,531 5,788,284 5,788,554 

\Vith an allowance recorded: 

Commercial 21,756 21,756 15,000 23,209 
Commercial real estate: 

Construction and 

land development 212,374 1,320,374 100,000 366,478 ·' 
Multifamily 

Owner occupied 

Non-owner occupied 2,920,246 2,920,246 157,400 2,911,601 
Residential·real estate: 

1-4 family first liens 4,828,498 5,095,498 411,817 4,962,989 
1-4 family junior liens 375,643 375;643 375,643 39..;1;786 
Home equity lines 202,860 202,860 202,860 203,024 

Installment and other 

8,561,377 9,936,377 1,262,720 8,862,087 

s 14,210,908 s 15,724,661 s 1,262,720 s 14,65.0,641 

22 

Interest 

Income 

Recmmized 

$ 

20,764 

170,486 

24,230 

215,480 

1,095 

57,231 

I 06,524 

9,991 

4,569 

179,410 

s 394,890 
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NOTES TO CONSOLIDAT.ED FINANCIAL STATEMENTS 

Allowance for Loan Losses and Credit Quality Disclosures (Cont.) 

Nonaccrualloans at December 31, 2012 and 20 II are summarized as follows: 

2012 

Commercial $ 

Commercial real estate: 

Construction and land development 

Multifamily 2,441,586 

Owner occupied 

Non-owner occupied 800,ll0 

Residential real estate: 

1-4 family first liens 3,594,352 

1-4 family junior liens 16'7,539 

Home equity lines 29,822 

Installment and other 

Total $ 7,033,409 

. .. :·,, 

20Jl 

$ 

212,374 

2,253,890 

4,461,914 

1 08,469 

62,121 

2,500 

$ 7,101,268 

The following is a summary of loans modified as troubled debt restructurings during the years ended 

December 31, 2012 and 2011: 

Pre-modification Postcmodification 

Outstanding Outstanding 

Number of Recorded Recorded 

Contracts Investment Investment 

2012 Troubled debt restructurings: 

Residential real estate 3 $ 2,001,211 $ 

Installment and other 140,739 

4 $ 2,141,950 ·$ 2,14.1,950 

2011 Troubled debt restructurings: 

Commercial real estate $ 666,356 $ 666,356 

Residential "Teal estate 2 696,940 696,940 

3 $ 1,363,296 $ ] ,363,296 



EDGEBROOK BAN CORP, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

4. Allowance for Loan Losses and Credit Qualitv Disclosures (Cont.) 

5. 

The troubled debt restructurings provide for modifications to the repayment terms. This included 
interest rates reductions and changes to payment structures, converting payments from principal and 

interest to interest only. The restructurings did not result in a forgiveness of principal. Management 
performs an impairment analysis on troubled debt restructurings. AnY reserve required is recorded 

through the provision for loan losses. 

The following is a summary of troubled debt restructurings that defaulted in the first twelve months after 

restructure during the year ended December 31, 2012 and 20 II: 

Number of Recorded 

Contracts Investment 

2012 Troubled debt restructurings: 

Residential real estate $ 1,196,766 

20 II Troubled debt restructurings: 

Commercial real estate $ 666,356 

Residential real estate 438,512 

2 $ I, I 04,868 

Premises and Equipment 

A summary of premises and equipment at December 31, 2012 and 2011 follows: 

2012 2011 

Leasehold improvements $ 653,292 $ 651,576 

Furniture and equipment 644,838 625,089 

1,298,130 1,276,665 

Less: accumulated depreciation 838,725 729,715 

$ 459,405 $ 546,950 

Depreciation and amortization expense related to leasehold improvements and equipment, which is 
included in occupancy and equipment expense, amounted to $109,010 and $111,895 for the years ended 
December 31,2012 and 2011, respectively. 

The Company is obligated under a noncancelable lease for its facility. The lease for this facility is 
classified as an operating lease and contains two options to renew or extend the lease term for a period 
of five years each. In 2009, the Company exercised the first option which extended the lease term to 
2014. in addition to the minimum rental, the lease contains real estate tax and common area payment 
requirements and/or escalation! annual adjustment clauses. 
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EDGEBROOK BANCORP, lNC. AND SUBSIDIARY 

NOTES TO CONSOL!DA TED FINANCJAL STATEMENTS 

5. Premises and Equipment (Cont.) 

Total minimum base rental commitments under operating leases at December 31, 2012 are as follows: 

Year Ending 

December 31 Amount 

2013 $ 90,701 

2014 78,087 

$ 168,788 

The facility lease contains a second five-year option to extend rentals beyond 2014. The cost of such 
rentals is not included in the minimum base rental commitments. 

Rent expense amounted to $82,202 and $98,650 in 2012 and 2011, respectively. 

6. Shareholder Notes Receivable 

Certain shareholder notes receivable totaling $375,000 at December 31, 2012 are classified as a 

component of shareholders' equity in the accompanying consolidated balance sheets as the purpose of 

the notes were to finance the purchase of common stock. The notes receivable are on market terms. 

7. Deposits 

At December 31, 2012, maturities of time deposits are summarized as follows: 

Less than three months 

Over three months to one year 

Over one year to three years 

Over three years 

$ 15,808,503 

23,548,596 

27,926,670 

3,185,568 

$ 70,469,33 7 

The aggregate amount of time deposits, each with a mm1mum denomination of $100,000, was 
$36,791,810 and $32,027,059 at December 31, 2012 and 2011, respectively. 

The Company had deposits of $343,525 and $315,516 with related parties including officers, directors, 
employees, and principal shareholders of the Company, including their families and companies of which 
they are principal owners, as of December 31,2012 and 2011, respectively. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

8. Promissorv Notes convertible to Common Stock 

At December 31, 2012 and 2011, promissory notes convertible to common stock consisted of the 

following: 

Unsecured promissory notes convertible to common stock with an 

interest rate of7%. Accrued interest is computed quarterly on the 

last day of March, June, September, and December until the notes 

are paid in full. lf the principal and interest is not paid by the 

Company upon original maturity, the notes shall automatically 

renew for an additional year; thereafter, these notes shall be 

payable on demand. Upon payments of the notes, the Company 

grants the holder the option to receive payment of any and all 

amounts due under these notes in the Company's common stock, 

based on offering prices ranging from $0.65 to $0.85 per share. 

Promissory notes issued under these terms are as follows: 

Three promissory notes with origination dates from 

February 27, 2009 to March 31, 2009. Notes matured on 

December 31, 2010, and are payable on demand. 

Three promissory notes with origination dates from August 31, 

2009 to April 9, 2010. Notes matured on June 30,2011, and 
are payable on demand. 

Nine promissory notes with origination dates of December 1, 
2010. Notes matured on December 31, 2012, and renewed 

for one year. 

One promissory note with origination date of December 31, 

2010. Note matured on December 31,2012, and renewed for 
one year. 

20P 

$ 77,119 

375,000 

267,251 

134.047 

2011 

$ 93,000 

410,000 

297,451 

134.047 

,$ 934 498 

Promissory notes convertible to common stock include amounts of $415,857 and $876,498 due to 

shareholders as of December 31,2012 and 2011, respectively. 

9. Employee Benefit Plan 

The Bank has a 401 (k) plan that covers substantially all employees who have attained the age of 21 and 

completed one month of service. Participants make tax deferred contributions. The Company did not 

make any contributions to the plan for the years ended December 31, 2012 or 20 I 1. 
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10. Income Taxes 

EDGEBROOK BANCORP, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Temporary differences between the amounts reported in the consolidated financial statements and the 

ta'\: basis of assets and liabilities result in deferred ta'.:es. Deferred ta'.: assets relate primarily to the 
allowance for loan losses, net deferred loan costs, depreciation, and a net operating loss carryforward. 
Deferred ta'.: liabilities relate primarily to accrual to cash basis adjustments. For financial reporting 

purposes, a valuation allowance has been recognized to offset deferred ta'.: assets. A valuation 

allowance is recorded at a level necessary to result in a net deferred ta'.: position of zero at December 31, 
20 12 and 2011 due to the uncertainty of the level of future ta'.:able income. When the Company 
generates future ta'.:able income, theta'\: benefits of these items will reduce current ta'.: expense. Nota'.: 

benefit was recorded by the Company in 2012 or 2011. At December 31, 2012, the Company had 
accumulated Federal net operating losses of approximately $6,540,000. Such amount is available for 
carryforward to offset future taxable income and begins to expire in 2027. 

11. Commitments. Contingencies and Credit Risk 

Financial Instruments - The Bank is a party to financial instruments with off-balance-sheet risk in the 
normal course of business to meet the financial needs of its customers. These financial instruments 
include commitments to extend credit and stand-by letters of credit. These instruments involve 

elements of credit risk in excess of the amounts recognized in the consolidated balance sheets. The 
contract amounts of these instruments reflect the extent of involvement the Bank has in particular 
classes of financial instruments. The Bank did not hold any off-balance-sheet-derivative financial 

instruments, such as futures, forwards, swaps or OP,tion contracts, at December 31, 2012 and 20 I I. 

The Bank's exposure to credit loss, in the event of non-performance by the other party to the financial 
instrument for commitments to extend credit, is represented by the contractual amount of those 
instruments. The Bank uses the same credit policies in making commitments and conditional 
obligations as it does for on-balance-sheet instruments. 

The following financial instruments were outstanding whose amounts represent credit risk at 
December 31, 2012 and 2011: 

Commitments to extend credit 
Standby letters of credit 

2012 

$ 1,950,000 

198,000 

$ 2,148,000 

2011 

$ 1,311 ,000 

501,000 

$ 1,812,000 

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of 
any condition established in the contract. Commitments generally have fixed expiration dates or other 
termination clauses and may require payment of a fee. Since many of the commitments are expected to 
expire without being drawn upon, the total commitment amounts do not necessarily represent future 
cash requirements. The Company evaluates each customer's creditworthiness on a case-by-case basis. 
The amount of collateral obtained is based on management's credit evaluation of the customer. 
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I I. Commitments. Contingencies and Credit Risk (Cont.) 

Financial Instruments (cont.)-

Unfunded commitments under commercial lines of credit, revolving credit lines and overdraft protection 

agr.eements are commitments for possible future extensions of credit to existing customers. The lines of 

credit can be uncollateralized and usually do not contain a specified maturity date and ultimately may 

not be drawn upon to the extent to which the Company is committed. 

Standby letters of credit are conditional commitments issued by the Company to guarantee the 

performan~e of a customer to a third party. Those letters of credit are primarily issued to support public 

and private borrowing arrangements and generally have terms of more than one year. The credit risk 

involved in issuing letters of credit is essentially the same as that involved in extending loan facilities to 

customers. The Company holds collateral supporting those commitments if deemed necessary. At 

December 3 I, 2012 and 20 II, no amounts have been recorded as liabilities for the Company's potential 

obligations under these guarantees. 

Concentration of Credit Risk - The Bank maintains deposits in the normal course of business with 

certain correspondent financial institutions in excess of federally insured limits. These financial 

institutions are deemed by management to be financially souncf: 

The Bank makes commercial, consumer and residential loans to their customers throughout northern 

Illinois. The majority of loans made are secured by specific collateral. Collateral held varies but may 

include deposits held in financial institutions; U.S. treasury securities; other marketable securities; 

income-producing commercial properties; accounts receivable; and property, plant and equipment. 

Interest Rate Risk- The Bank assumes interest rate risk (the risk that general interest rate levels will 

change) as a result of its normal operations. As a result, fair values of the Bank's financial instruments 

will change when interest rate levels change, and that change may be either favorable or unfavorable to 

the Bank. Management attempts to match maturities of assets and liabilities to the extent believed 

necessary to minimize interest rate risk. However, borrowers with fixed rate obligations are less likely 

to prepay in a rising rate environment and more likely to prepay in a falling rate environment. 

Conversely, depositors who are receiving fixed rates are more likely to withdraw funds before maturity 

in a rising rate environment and less likely to do so in a falling rate environment. Management 

monitors rates and maturities of assets and liabilities and attempts to minimize interest rate risk by 

adjusting terms of new loans and deposits and by investing in securities with terms that mitigate the 

Bank's overall interest rate risk. 

Litigation - Because of the nature of their activities, the Company and the Bank could be subjectto 

pending and threatened legal actions, which arise in the normal course of business. As of December 31, 

2012, management was unaware of any pending or threatened litigation. 

Cash Requirements- The Bank is required to maintain certain average cash reserve balances with the 

Federal Reserve Bank. The required balance at December 31, 2012 and 2011 was $25,000. 

12. Restrictions on Dividends 

Banking regulations limit the amount of dividends that may be p'aid by the Bank to the Company 

without prior approval of the Bank's regulatory agency. These regulations generally limit the amount of 

dividends the Bank may pay to the Company to an amount equal to the Bank's undistributed net income, 

subject to the capital needs of the Bank. 
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13. Regulatorv Capital Requirements 

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

agencies. Failure to meet minimum capital requirements can initiate certain mandatory, and possibly 

additional discretionary, actions by regulators that, if undertaken, could have a direct material effect on 

the Bank's financial statements. Under capital adequacy guidelines and the regulatory framework for 

prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative 

measures of assets, liabilities, and certain off-balance-sheet items as calculated under regulatory 

accounting practices. The capital amounts and classification are also subject to qualitative judgments by 

the regulators about components, risk weighting and other factors. 

Quantitative measures established by regulation to insure capital adequacy require the Bank to maintain 

minimum amounts and ratios (set forth in the following table) of total and Tier 1 capital (as defined in 

the regulations) to risk-weighted assets (as defined) and of Tier 1 capital (as defined) to adjusted total 

assets (as defined). 

The most recent notification from the Federal Deposit Insurance Corporation (FDIC) categorized the 

Bank adequately capitalized under the regulatory framework for prompt corrective action; however, the 

Bank failed to meet the minimum 13% risk based ratio and 9% Tier I leverage ratio requirements 

stipulated in the current FDIC Consent Order. To be categorized as adequately capitalized, the Bank 

must maintain minimum total risk-based, Tier I risk-based, and Tier I leverage ratios as set forth in the 

following table. There are no conditions or events since that notification that management believes have 

changed the Bank's category. 

The Bank's capital amounts and ratios at December 31, 2012 and 20 II are presented in the following 

table: 

Minimum to Be Well 

Capitalized Under 
Minimum for Capital Prompt Corrective 

Actual Adeguac~ PU!J:!OSes Action Provisions 
Amount Ratio Amount Ratio Amount Ratio 

As of December 31,2012: 

Total Capital 

(to Risk-Weighted Assets) $ 4,576,000 8.54% $ 4,286,000 8.Q% $ 5,358,000 10.0% 

Tier 1 Capital 

(to Risk-Weighted Assets) 3,886,000 7.25% 2,143,000 4.0% 3,215,000 6.0% 

Tier I Capital 

(to Adjusted Total Assets) 3,886,000 4.19% 3,706,000 4.0% 4,632,000 5.0% 

As of December 31,2011: 

Total Capital 
'(to Risk-Weighted Assets) $ 5,261,000 9.69% $ 4,342,000 8.0% s 5,427,000 10.0% 

Tier 1 Capital 

(to Risk-Weighted Assets) 4,557,000 8.40% 2,171,000 4.0% 3,256,000 6.0% 

Tier I Capital 

(to Adjusted Total Assets) 4,557,000 4.87% 3,744,000 4.0% 4,680,000 5.0% 
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13. Regulaton' Capital Requirements (Cont.) 

The FDIC and Illinois Department of Financial and Professional Regulation (IDFPR) have issued a 

Consent Order to the Bank to address items of concern including management and director oversight, 

the operating business. plan, compliance, credit risk management policies and practice and internal 

controls over financial reporting. Management is making efforts to ensure the Bank is in compliance 

with the articles of the Order. 

14. Fair Value Measurements 

Generally accepted accounting principles provide a uniform framework for the definition, measurement 

and disclosure of fair value measurements. Fair value is defined as the exchange price that would be 
received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous 

market for the asset or liability in an orderly transaction between market participants on the 

measurement date. Such accounting guidance also establishes a fair value hierarchy which requires an 
entity to ma.-.;imize the use of observable inputs and minimize the use of unobservable inputs when 

measuring fair value. The standard describes three levels of inputs that may be used to measure fair 
value: 

Levell: Quoted market prices (unadjusted) for identical assets or liabilities in active 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 liabilities, quoted prices in markets that are not active, and other inputs 
that are obsen•able or can be corroborated by observable market data. 

Level 3: Significant unobservable inputs that reflect an entity's own assumptions about the 

assumptions that market participants would use in pricing an asset or liability. 

The asset's fair value measurement level within the fair value hierarchy is based on the lowest level of 

any input that is significant to the fair value measurement. Valuation techniques used need to maximize 

the use of observable inputs and minimize the use of unobservable inputs. 

Following is a description of the valuation methodologies used for assets measured at fair value. There 

have been no changes in the methodologies used at December 31, 2012 and 2011. 

Investment Securities Available-for-Sale- Investment securities available-for-sale are recorded at fair 

value on a recurring basis. Fair value measurement is based upon quoted prices for similar assets, if 

available. If quoted prices are not available, fair values are measured using matrix pricing models, or 

other model-based valuation techniques requiring observable inputs other than quoted prices such as 
yield curves, prepayment speeds, and default rates. Recurring Level 1 securities would include U.S. 
Treasury securities that are traded by dealers or brokers in active over-the-counter. markets. Recurring 

Level 2 securities include U.S. government agency securities, U.S. government sponsored agency 

securities, mortgage-backed securities, collateralized mortgage obligations and municipal bonds. Where 
Level 1 or Level 2 inputs are not available, securities are classified within Level 3 of the hierarchy. 

Changes in fair market value are recorded in other comprehensive income as the securities are available 
for sale. 
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14. Fair Value Measurements (Cont.) 

Impaired Loans- The Company does not record loans at fair value on a recurring basis. However, on 
occasion, a loan is considered impaired and an allowance for loan loss is established. A loan is 

considered impaired when it is probable that all of the principal and interest due under the original terms 

of the loan may not be collected. Once a loan is identified as impaired, management will measure 

impainnent. The fair value of loans 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 independent 

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. Non-real estate collateral may be valued using an appraisal, net book value per 

the borrower's financial statements, or aging repons, adjusted or discounted based on management's 

historical knowledge, changes in market conditions from the time of the valuation, and management's 

expertise and knowledge of the client and client's business, resulting in a Level 3 fair value 
classification. Impaired loans are evaluated on .a quarterly basis for additional impairment and adjusted 

accordingly. Impaired loans that are valued based on the present value of future cash flows are not 

considered in the fair value hierarchy. 

Other Real Estate Owned - The Company does not record other real estate owned at fair value on a 

recurring basis. Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially 

recorded at the lower of the carrying amount or fair value less cost to sell. Fair value is commonly 

based on recent real estate appraisals which are typically updated no less frequently than annually. 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 

independent 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. Other real estate owned properties are evaluated on a quarterly basis 

for additional impairment and adjusted accordingly. 

Fair values of assets and liabilities measured on a recurring basis at December 31,2012 and 2011 are as 

follows: 

Fair Value 

December 31, 2012: 
Securities available-for-sale $ 4,730,487 

December 3 I, 20 II: 
Securities available-for-sale $ 5,30 I ,450 
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14. Fair Value Measurements (Cont.) 

Other Real Estate Owned (cont.)-

Fai; values of assets and liabilities measured on a nonrecurring basis at December 31, 2012 and 2011 are 

as follows: 

Fair Value 

December 31, 2012: 

Impaired loans $ 11,675,532 

Other real estate 

owned 2,624,163 

s 14,299,695 

December 31,2011: 

Impaired loans $12,948,188 

Other real estate 

owned 811,498 

$ 13,759,686 

Fair Value Measurements Using 

Quoted Prices 
in Active 

Markets for 

Identical 

Assets/ 

Liabilities 

(Level I) 

s 

$ 

$ 

$ 

Significant 

Other Significant 

Observable Unobservable 

Inputs Inputs 

(Level 2) (Level3) 

s S 1 I ,675,532 

2,624,163 

s s 14,299,695 

$ S 12,948, I 88 

81!,498 

$ s 13,759,686 

The following represent impairment charges recognized during the period. 

Gain/( Loss) 

$ (966,272) 

$ (966,272) 

s (836,205) 

(150,000) 

$ (986,?05) 

Impaired loans that were considered collateral dependent had a carrying amount of $13,173,035 and 
$14,210,908 with a valuation allowance of $1,497,503 and $1,262,720 as of December 31, 2012 and 
201 l, respectively. Collateral dependent impaired loans were adjusted to the fair value, less costs to 
sell, of the underlying collateral securing these loans resulting in certain losses. The losses are not 
recorded directly as an adjustment to current earnings, but rather as a component in determining the 

allowance for loan losses. 

Other real estate owned, which are valued using the fair value less costs to sell, had a carrying amount of 
$2,694,163 and $1,071,339 with a valuation allowance of $70,000 and $259,841 as of December 31, 
2012 and 2011, respectively. Other real estate owned and repossessed assets were adjusted to the fair 
value, less costs to sell, resulting in certain losses. The losses are recorded directly as an adjustment to 

current earnings. 
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EDGEBROOK BAN CORP, INC. AND SUBSIDIARY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

14. Fair Value Measurements (Cont.) 

Other Real Estate Owned (cont.) -

The valuation techniques and significant unobservable inputs used to measure non-recurring Level 3 fair 
value measurements at December 3 I, 2012 were as follows: 

Fair Valuation Significant Range of!nputs 

Value Methodolo!Q' Unobservable lnEut (Weighted Average) 

Impaired loans $ 11,675,532 Sales Comparison Approach Discount on market value 0%- 45% ( 12.6%) 

and selling costs 

Other real estate owned 2,624,163 Sales Comparison Approach Discount on market value 0%- 8% (3.4%) 

and se)Jing costs 

15. Subsequent Events 

The Company evaluated its December 31,2012 consolidated financial statements for subsequent events 

through October 15,2013, the date the consolidated f;inancial statement were available to be issued. The 
Company is riot aware of any subsequent events that would require recognition in its consolidated 
financial statements. 
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Results: A list of branchH for your hokling company: EDGE&ROOK BANCORP, INC. (3341469) of CHICAGO, ll. 

The d1ta are as of 12/31/2012. Data reflects Information that was received and processed through 02/24/2013. 

Reconcnlat!qn and VeriftcaUon Steps 

1. In ttle Data Action column of each branch row, t'flter one or more of the actions specffled below, 

2. If r~ u lred , enter the date In the Effectl11e Date column. 

~ 
OK: If the br11nch Information Is corrK.t, enter 'OK' In the O..ta Action column. 

Chan&e: If the branch Information Is Incorrect or Incomplete, revise the data, enter 'Ch<~nae ' In the Data Action column and the date when this Information first became 11alfd In the Effective Date column. 
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Note: 
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Report Item 3: Securities holders 

(1)(a)(b)(c) and (2)(a)(b)(c) 

(1 )(a) 

Bernard. W. Glavin, Jr. 

& Suzanne Glavin 

Glenview, IL 

Anthony J. Rose 

Independence, OH 

(1 )(b) 
Country of Citizenship 

or Incorporation 

USA 

Form FR Y-6 

Legal Title of Bank Holding Company 

Fiscal Year Ending December 31, 2012 

(1)(c) 

Number' and Percentage of 

Each Class of Voting 

Securities 

5,472,422- 3(.97%; 
. Common Stock . :, 

, 
1 '125,000- 7.80% 

Common Stock 

(2)(a) 

N/A 
-r: -• 

. ,; 

(2)(b) 

Country of Citizenship 

or Incorporation 

N/A 

. --~ 

(2)(c) 

Number and Percentage of 

Each Class of Voting 

Securities 

,N/A 

N/A N/A 
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Report Item 4; Ins ders · '· · : ., · .. 

(1),(2),(3)(a)(b){t), nd (4)(a)(b)(c)'': 

(1) 
Name, 

City, State, Country 

Bernard W. Glavin, Jr. 

Glenview, IL 

Suzanne Glavin 

Glenview, IL 

Anthony J, Rase 

Indepen-dence; OH 

John B. Ptak 

Streamoood, IL 

Russel! W. Holmquist, Jr. 

Park Ridge, IL 

(2) 
Principal Occupation 

if other then with Bank 
Holding Coinpany 

NIA 

Interior Designer 

Retired 

NIA 

Owner, Russell W. 

Holmquist Insurance Agency 

Form FR Y-6 

Legal Title of Bank. Holding Company 

Fiscal Year Ending December 31, 2012 

(3)(a) (3)(b) (3)(c) 

Title & Position with Title & Position with Title & Position with 
Bank Holding Company Bank Subsidiaries Other Businesses 

Chairman & President Chief Executive Officer NIA 
of the Company; of the Bank 
Chairman of the Board 

Secretary of the Company NIA Part Owner 

Director of the Comp~ny NIA Retired 

Treasurer & Executive Vice Director & Vice NIA 
President & Director of President of the Bank 

the Company 

Director of the Company Director of the Bank President of Russell W. 

Holmquist Insurance 

Agency 

(4)(a) (4)(b) 
Percentage of Voting Percentage of Voting 

Shares in Bank Shares in Bank 
Holding Company Subsidiaries 

37.97% ·NfA 

See above NIA 
(Joint with B. Glavin Jr.) 

7.80% NIA 

0,17% NIA 

0.12% NIA 

C:\Userslg1jxa03\AppData\Locai\Microsoft\Windows\Temporary Internet Files\Content.Outlook\JCCH99HH\Ownership Percentage (2) 

.• , 

·, 

(4)(c) .. 
List Names of Other 

( 

' Coinpanies if 25% or 
more. of voting 

securities is held 

None 

The North Shore Nest 
50% 

None 

None 

Rus.SelrHolmquist 

Insurance Agency 

{100%). 
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