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ANCHOR BANCORP WISCONSIN INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(Unaudited)
         
  September 30,   March 31,  
  2008   2008  
  (In Thousands, Except Share Data)  
Assets         
Cash  $ 79,962  $ 102,622 
Interest-bearing deposits   17,263   155,121 
       

Cash and cash equivalents   97,225   257,743 
Investment securities available for sale   112,778   87,036 
Mortgage-related securities available for sale   273,766   269,370 
Mortgage-related securities held to maturity (fair value of $55 and $60, respectively)   55   59 
Loans, less allowance for loan losses of $64,614 at September 30, 2008 and $38,285 at March 31, 2008:         

Held for sale   4,099   9,669 
Held for investment   4,069,369   4,202,833 

Foreclosed properties and repossessed assets, net   29,712   8,247 
Real estate held for development and sale   60,439   59,002 
Office properties and equipment   47,053   47,916 
Federal Home Loan Bank stock—at cost   54,829   54,829 
Accrued interest and other assets   106,568   80,478 
Goodwill   72,181   72,375 
       

Total assets  $ 4,928,074  $ 5,149,557 
  

 
  

 
 

Liabilities and Stockholders’ Equity         
Deposits         

Non-interest bearing  $ 306,130  $ 280,897 
Interest bearing   3,043,205   3,259,097 

       

Total deposits   3,349,335   3,539,994 
Short-term borrowings   296,508   232,289 
Long-term borrowings   914,054   974,472 
Other liabilities   44,647   51,605 
       

Total liabilities   4,604,544   4,798,360 
       

Commitments and contingent liabilities (Note 11)         
Minority interest in real estate partnerships   6,029   6,081 
       

Preferred stock, $.10 par value, 5,000,000 shares authorized, none outstanding   —   — 
Common stock, $.10 par value, 100,000,000 shares authorized, 25,363,339 shares issued, 21,517,724 and

21,348,170 shares outstanding, respectively   2,536   2,536 
Additional paid-in capital   72,288   72,300 
Retained earnings   348,443   374,593 
Accumulated other comprehensive income (loss)   (3,784)   1,864 
Treasury stock (3,845,615 and 4,015,169 shares, respectively), at cost   (96,562)   (100,930)
Deferred compensation obligation   (5,420)   (5,247)
       

Total stockholders’ equity   317,501   345,116 
       

Total liabilities, minority interest and stockholders’ equity  $ 4,928,074  $ 5,149,557 
  

 
  

 
 

See accompanying Notes to Unaudited Consolidated Financial Statements.
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ANCHOR BANCORP WISCONSIN INC. AND SUBSIDIARIES
Consolidated Statements of Income

(Unaudited)
                 
  Three Months Ended   Six Months Ended  
  September 30,   September 30,  
  2008   2007   2008   2007  
  (In Thousands, Except Per Share Data)  
Interest income:                 
Loans  $ 59,450  $ 69,714  $125,161  $137,745 
Mortgage-related securities   3,687   3,028   7,355   6,034 
Investment securities and Federal Home Loan Bank stock   780   1,345   1,581   2,560 
Interest-bearing deposits   71   636   399   1,031 
             

Total interest income   63,988   74,723   134,496   147,370 
Interest expense:                 
Deposits   23,898   31,424   50,740   62,870 
Short-term borrowings   2,352   8,474   4,095   15,132 
Long-term borrowings   7,784   3,241   16,286   6,767 
             

Total interest expense   34,034   43,139   71,121   84,769 
             

Net interest income   29,954   31,584   63,375   62,601 
Provision for loan losses   46,964   2,095   56,364   4,366 
             

Net interest income (loss) after provision for loan losses   (17,010)   29,489   7,011   58,235 
Non-interest income:                 
Real estate investment partnership revenue   —   2,428   —   7,154 
Loan servicing income   1,414   1,375   2,614   2,855 
Credit enhancement income   479   424   896   845 
Service charges on deposits   4,134   3,148   7,993   6,239 
Investment and insurance commissions   1,073   1,058   2,254   2,040 
Net gain on sale of loans   808   814   3,051   2,401 
Net gain (loss) on sale or impairment of investments and mortgage-related

securities   (1,902)   3   (1,902)   15 
Other revenue from real estate partnership operations   1,032   992   2,505   2,215 
Other   1,209   696   2,645   1,814 
             

Total non-interest income   8,247   10,938   20,056   25,578 
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ANCHOR BANCORP WISCONSIN INC. AND SUBSIDIARIES
Consolidated Statements of Income (Cont’d)

(Unaudited)
                 
  Three Months Ended   Six Months Ended  
  September 30,   September 30,  
  2008   2007   2008   2007  
  (In Thousands, Except Per Share Data)  
Non-interest expense:                 
Compensation  $ 14,665  $ 11,301  $ 27,972  $ 22,571 
Real estate investment partnership cost of sales   —   2,669   —   7,009 
Occupancy   2,557   1,937   4,973   3,874 
Furniture and equipment   2,067   1,543   4,193   3,024 
Data processing   1,823   1,520   3,635   3,007 
Marketing   741   1,086   1,327   2,170 
Other expenses from real estate partnership operations   1,724   1,797   3,915   3,882 
Net expense (income) — REO operations   1,952   227   2,141   429 
Other   4,638   3,248   8,802   6,249 
             

Total non-interest expense   30,167   25,328   56,958   52,215 
             

Minority interest in loss of consolidated real estate partnerships   (13)   (203)   (52)   (278)
             

Income (loss) before income taxes   (38,917)   15,302   (29,839)   31,876 
Income taxes   (15,618)   6,028   (12,052)   12,716 
             

Net income (loss)  $(23,299)  $ 9,274  $(17,787)  $ 19,160 
  

 
  

 
  

 
  

 
 

                 
Comprehensive income (loss)  $(24,048)  $ 11,415  $(23,435)  $ 19,409 
  

 
  

 
  

 
  

 
 

Earnings per share:                 
Basic  $ (1.11)  $ 0.44  $ (0.85)  $ 0.91 
Diluted   (1.11)   0.44   (0.85)   0.91 

Dividends declared per share   0.10   0.18   0.28   0.35 

See accompanying Notes to Unaudited Consolidated Financial Statements.
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ANCHOR BANCORP WISCONSIN INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(Unaudited)
         
  Six Months Ended September 30,  
  2008   2007  
  (In Thousands)  
Operating Activities         

Net income (Loss)  $ (17,787)  $ 19,160 
Adjustments to reconcile net income to net cash provided by operating activities:         
Provision for loan losses   56,364   4,366 
Provision for depreciation and amortization   2,631   2,067 
Cash paid due to origination of loans held for sale   (268,929)   (209,170)
Cash received due to sale of loans held for sale   277,550   210,642 
Net gain on sales of loans   (3,051)   (2,401)
Net loss (gain) on sale or impairment of investments and mortgage related securities   1,902   (15)
Decrease (increase) in accrued interest receivable   3,881   (1,940)
(Increase) decrease in other assets   (29,777)   (5,991)
(Decrease) increase in accrued interest payable   (9,735)   2,084 
Decrease in other payable   (4,660)   122 
Other   6,526   (3,361)

       

Net cash provided by operating activities   14,915   15,563 
         
Investing Activities         

Proceeds from sales of investment securities available for sale   23,690   9,867 
Proceeds from maturities of investment securities   —   56,507 
Purchase of investment securities available for sale   (52,744)   (113,979)
Purchase of mortgage-related securities available for sale   (42,602)   (25,106)
Principal collected on mortgage-related securities   30,865   30,749 
FHLB Stock Redemption   —   — 
FHLB Stock Purchase   —   (6,040)
Net decrease (increase) in loans held for investment   45,569   (73,332)
Purchases of office properties and equipment   (1,721)   (1,652)
Sales of office properties and equipment   79   39 
Proceeds from sale of foreclosed properties   6,621   — 
Investment in real estate held for development and sale   (1,605)   2,072 

       

Net cash provided by (used in) investing activities   8,152   (120,875)
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ANCHOR BANCORP WISCONSIN INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows (Cont’d)

(Unaudited)
         
  Six Months Ended September 30,  
  2008   2007  
  (In Thousands)  
Financing Activities         
(Decrease) increase in deposit accounts  $ (193,814)  $ 170,160 
Increase in advance payments by borrowers for taxes and insurance   10,592   11,569 
Increase in short-term borrowings   64,235   107,175 
Proceeds from long-term borrowings   107,082   7,297 
Repayment of long-term borrowings   (167,500)   (101,319)
Treasury stock purchased   —   (5,740)
Exercise of stock options   1,485   996 
Cash received from employee stock purchase plan   238   (8)
Tax benefit from stock related compensation   (12)   766 
Payments of cash dividends to stockholders   (5,891)   (7,092)
       

Net cash provided by (used in) financing activities   (183,585)   183,804 
       

Net decrease in cash and cash equivalents   (160,518)   (32,019)
Cash and cash equivalents at beginning of period   257,743   152,544 
       

Cash and cash equivalents at end of period  $ 97,225  $ 120,525 
  

 
  

 
 

         
Supplementary cash flow information:         
Cash paid or credited to accounts:         

Interest on deposits and borrowings  $ 80,856  $ 73,029 
Income taxes   9,155   17,890 

         
Non-cash transactions:         
Transfer of loans to foreclosed properties   28,480   — 

See accompanying Notes to Unaudited Consolidated Financial Statements
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ANCHOR BANCORP WISCONSIN INC.
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Principles of Consolidation

The unaudited consolidated financial statements include the accounts and results of operations of Anchor BanCorp Wisconsin Inc. (the
“Corporation”) and its wholly-owned subsidiaries, AnchorBank fsb (the “Bank”) and Investment Directions, Inc. (“IDI”). The Bank’s accounts and
results of operations include its wholly-owned subsidiaries ADPC Corporation (“ADPC”) and Anchor Investment Corporation (“AIC”). Significant
inter-company balances and transactions have been eliminated. The Corporation also consolidates certain variable interest entities (joint ventures
and other 50% or less owned partnerships) to which the Corporation is the primary beneficiary pursuant to Financial Accounting Standards Board
(FASB) Interpretation No. 46R, “Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51” (“FIN
46R”).

Note 2 — Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with U.S. generally accepted accounting
principles (“GAAP”) and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the
information and footnotes required by GAAP for complete financial statements. In the opinion of management, all adjustments (consisting of normal
recurring accruals) necessary for a fair presentation of the unaudited consolidated financial statements have been included.

In preparing the unaudited consolidated financial statements in conformity with GAAP, management is required to make estimates and assumptions
that affect the amounts reported in the unaudited consolidated financial statements and accompanying notes. Actual results could differ from those
estimates. Material estimates that are particularly susceptible to significant change in the near term relate to the determination of the allowance for
loan losses, the valuation of foreclosed real estate and deferred tax assets, and the fair value of financial instruments. The results of operations and
other data for the three-month and six-month period ended September 30, 2008 are not necessarily indicative of results that may be expected for the
fiscal year ending March 31, 2009. The unaudited consolidated financial statements presented herein should be read in conjunction with the audited
consolidated financial statements and related notes thereto included in the Corporation’s Annual Report for the year ended March 31, 2008.

The Corporation’s investment in real estate held for investment and sale includes 50% owned real estate partnerships which are considered
variable interest entities (“VIE’s”) and therefore subject to the requirements of FIN 46R. FIN 46R requires the consolidation of entities in which an
enterprise absorbs a majority of the entity’s expected losses, receives a majority of the entity’s expected residual returns, or both, as a result of
ownership, contractual or other financial interests in the entity.

Real estate investment partnership revenue is presented in non-interest income and represents revenue recognized upon the closing of sales of
developed lots and homes to independent third parties. Real estate investment partnership cost of sales is included in non-interest expense and
represents the costs of such closed sales. Other revenue and other expenses from real estate operations are also included in non-interest income and
non-interest expense, respectively.

Minority interest in real estate partnerships represents the equity interests of development partners in the real estate investment partnerships. The
development partners’ share of income is reflected as minority interest in income of real estate partnership operations.

Certain prior period accounts have been reclassified to conform to the current period presentations. The reclassifications had no impact on prior
year’s net income or stockholders’ equity.
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Note 3 — Business Combination

On January 2, 2008, the Corporation acquired 100% of the outstanding common stock of S&C Bank (“S&C”), headquartered in New Richmond,
Wisconsin for $106.0 million cash. The transaction generated approximately $52.2 million in goodwill and $5.5 million in intangible assets subject
to amortization. At the date of acquisition, S&C became a wholly-owned subsidiary of the Corporation and on February 8, 2008, S&C was merged
into the Corporation. On February 15, 2008, the Corporation sold three branches of S&C that were located in Minnesota.

The business combination was accounted for under the purchase method of accounting. Accordingly, the results of operations of the acquired
company have been included in the Corporation’s results of operations since the date of acquisition. Under this method of accounting, the purchase
price is allocated to the respective assets acquired and liabilities assumed based on their estimated fair values, net of applicable income tax effects.
The excess cost over fair value of net assets acquired is recorded as goodwill.

Unaudited Pro Forma Condensed Combined Financial Information

The following unaudited pro forma condensed combined financial information presents the results of operations of the Corporation had the merger
been completed as of the beginning of the period indicated (in thousands, except share and per share data).
         
  Three Months   Six Months  
  Ended September 30,  Ended September 30, 
  2007   2007  
Net interest income after provision for loan losses  $ 33,778  $ 66,883 
Non-interest income   12,097   28,042 
Non-interest expense   29,073   59,785 
Minority interest in loss of real estate partnership operations   (203)   (278)
       

Income before taxes   17,005   35,418 
Income taxes   6,625   13,903 
       

Net income  $ 10,380  $ 21,515 
  

 
  

 
 

         
Per common share information         
Earnings   0.50   1.02 
Diluted earnings   0.49   1.02 
         
Average common shares issued and outstanding   20,879,592   21,001,210 
Average diluted common shares outstanding   21,000,576   21,159,568 

Note 4 — Stock-Based Compensation

The Corporation has stock compensation plans under which shares of common stock are reserved for the grant of incentive and non-incentive stock
options and restricted stock or restricted stock units to directors, officers and employees. The date the options are first exercisable is determined
when granted by a committee of the Board of Directors of the Corporation. The options expire no later than ten years from the grant date.

At September 30, 2008, an aggregate of 860,171 shares were available for future grants, including up to 300,000 shares that may be awarded in the
form of restricted stock or restricted stock units which are not subject to the
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achievement of a performance target or targets. A summary of stock option activity is provided in the following table:
         
  Six Months Ended September 30, 2008  
      Weighted  
      Average  
  Options   Price  
   

Outstanding at beginning of period   752,397  $ 20.43 
Granted   —   — 
Exercised   (96,870)   15.34 
Forfeited   (114,357)   19.83 
       

Outstanding at end of period   541,170  $ 21.47 
  

 
  

 
 

         
Options exercisable at September 30, 2008   541,170  $ 21.47 
  

 
  

 
 

The following table represents outstanding stock options and exercisable stock options at their respective ranges of exercise prices at September 30,
2008:
                     
  Options Outstanding  Exercisable Options
      Weighted-         
      Average         
      Remaining  Weighted-      Weighted-
      Contractual  Average      Average

Range of Exercise Prices  Shares  Life (Years)  Exercise Price  Shares  Exercise Price
 

$15.06 – $18.81   189,830   2.25  $ 15.77   189,830  $ 15.77 
$22.07 – $23.77   275,250   4.26   23.05   275,250   23.05 
$28.50 – $31.95   76,090   6.44   29.99   76,090   29.99 
                     

   541,170   3.86   21.47   541,170   21.47 
 

 
  

 
 

   
 

   
 

 

 

 
 

   

The aggregate intrinsic value of options outstanding and exercisable at September 30, 2008 was zero.

A summary of restricted stock grants is provided in the following table:
         
  Six Months Ended September 30, 2008  
      Weighted  
      Average  
  Options   Price  
   

Balance at beginning of period   78,800  $ 26.32 
Restricted stock granted   22,500   7.32 
Restricted stock vested   (2,500)   31.95 
Restricted stock forfeited   —   — 
       

Balance at end of period   98,800  $ 21.85 
  

 
  

 
 

The restricted stock granted during the period has a vesting period ranging from 12 to 36 months based on employment at the time of vesting.
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Note 5 — Loans Receivable

Loans receivable held for investment consist of the following (in thousands):
         
  September 30,  March 31,  
  2008   2008  
   

First mortgage loans:         
Single-family residential  $ 879,591  $ 893,001 
Multi-family residential   663,003   694,423 
Commercial real estate   1,025,330   1,088,004 
Construction   354,003   402,395 
Land   283,391   306,363 

       

   3,205,318   3,384,186 
Second mortgage loans   369,192   356,009 
Education loans   318,076   275,850 
Commercial business loans and leases   258,455   277,312 
Credit card and other consumer loans   89,376   95,149 
       

   4,240,417   4,388,506 
         
Contras to loans:         

Undisbursed loan proceeds*   (101,186)   (141,219)
Allowance for loan losses   (64,614)   (38,285)
Unearned loan fees   (5,220)   (6,075)
Net discount on loans purchased   (10)   (11)
Unearned interest   (18)   (83)

       

   (171,048)   (185,673)
       

  $ 4,069,369  $4,202,833 
  

 
  

 
 

 

*  Undisbursed loan proceeds are funds to be disbursed upon an authorized draw request.

A summary of the activity in the allowance for loan losses follows:
                 
  Three Months Ended September 30,   Six Months Ended September 30,  
  2008   2007   2008   2007  
  (Dollars In Thousands)   (Dollars In Thousands)  
Allowance at beginning of period  $ 40,265  $ 22,220  $ 38,285  $ 20,517 
Provision   46,964   2,095   56,364   4,366 
Charge-offs   (23,556)   (2,457)   (30,982)   (3,116)
Recoveries   941   144   947   235 
             

Allowance at end of period  $ 64,614  $ 22,002  $ 64,614  $ 22,002 
  

 
  

 
  

 
  

 
 

At September 30, 2008, the Corporation has identified $155.0 million of loans as impaired. A loan is identified as impaired when, according to
FAS 114, based on current information and events, it is probable that a creditor will be unable to collect all amounts due according to the
contractual terms of the loan agreement. A summary of the details regarding impaired loans follows:
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  At September 30,  At March 31,  
  2008   2008   2007   2006  
      (In Thousands)  
Impaired loans with valuation reserve required  $ 50,298  $ 52,866  $ 2,130  $ 6,381 
                 
Impaired loans without a specific reserve   104,744   51,192   45,718   9,107 
             

                 
Total impaired loans   155,042   104,058   47,848   15,488 

                 
Less:                 

Specific valuation allowance   (16,915)   (17,639)   (517)   (3,111)
             

                 
  $ 138,127  $ 86,419  $ 47,331  $ 12,377 
  

 
  

 
  

 
  

 
 

                 
Average impaired loans, net  $ 91,174  $ 61,931  $ 24,620  $ 9,010 
                 
Interest income recognized on impaired loans  $ 805  $ 107  $ 44  $ 208 
                 
Interest income recognized on a cash basis on impaired loans  $ 805  $ 107  $ 44  $ 208 
                 
Loans on nonaccrual status  $ 139,350  $101,241  $ 47,040  $ 13,529 
                 
Loans past due ninety days or more and still accruing  $ —  $ —  $ —  $ — 
                 
Performing troubled debt restructurings  $ 400  $ 400  $ 400  $ — 

Note 6 — Goodwill and Other Intangible Assets

The Corporation’s carrying value of goodwill was $72.2 million at September 30, 2008 and $72.4 million at March 31, 2008. The goodwill was
assigned to the community banking segment. The total goodwill amount is not deductible for tax purposes.

The Corporation has other intangible assets consisting of core deposit intangibles with a remaining weighted average amortization period of
approximately nine years. The core deposit premium had a carrying amount and a value net of accumulated amortization of $5.0 million and
$5.4 million at September 30, 2008 and March 31, 2008, respectively.

The following table presents the changes in the carrying amount of core deposit intangibles, gross carrying amount, accumulated amortization and net
book value as of September 30, 2008 and March 31, 2008.
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  September 30,  March 31, 
  2008   2008  
  (In Thousands)  
Balance at beginning of period  $ 5,359  $ — 
Other intangibles from business combination   —   5,517 
Amortization expense   (317)   (158)
       

Balance at end of period  $ 5,042  $ 5,359 
  

 
  

 
 

         
Gross carrying amount  $ 5,517  $ 5,517 
Accumulated amortization   (475)   (158)
       

Net book value  $ 5,042  $ 5,359 
  

 
  

 
 

Mortgage servicing rights (MSRs) are recorded when loans are sold to third-parties with servicing of those loans retained. In addition, MSRs are
recorded when acquiring or assuming an obligation to service a financial (loan) asset that does not relate to a financial asset that is owned. The
servicing asset is initially measured at fair value. The Corporation has defined two classes of MSRs to be accounted for under FAS 156,
“Accounting for Servicing of Financial Assets — an amendment of FASB Statement No. 140” (“FAS 156”) — residential (one to four family) and
large multi-family/commercial real estate serviced for private investors.

The first class, residential MSRs, which are servicing rights on one to four family mortgage loans sold to public agencies and servicing assets
related to the FHLB MPF program. The Corporation obtains a servicing asset when we deliver loans “as an agent” to the FHLB of Chicago under its
MPF program. Initial fair value of the servicing right is calculated by a discounted cash flow model based on market participant assumptions at the
time of sale. In addition, this class includes servicing assets purchased from other banks for residential loans at an agreed upon purchase price
which becomes the initial fair value. The Corporation assesses this class for impairment using current market value assumptions at each reporting
period.

The other class of mortgage servicing rights is for large multi-family/commercial real estate loans partially sold to private investors. The initial fair
value is calculated by a discounted cash flow model based on market participant assumptions at the time of origination.

Critical assumptions used in our discounted cash flow model include mortgage prepayment speeds, discount rates, costs to service and ancillary
income. Variations in our assumptions could materially affect the estimated fair values. Changes to our assumptions are made when current trends
and market data indicate that new trends have developed. Current market value assumptions based on loan product types — fixed rate, adjustable
rate and balloon loans — include discount rates in the range of 9 to 20 percent and national prepayment speeds. Many of these assumptions are
subjective and require a high level of management judgment. MSR valuation assumptions are reviewed and approved by management on a quarterly
basis.

Prepayment speeds may be affected by economic factors such as home price appreciation or depreciation, market interest rates, the availability of
other credit products to our borrowers and customer payment patterns. Prepayment speeds include the impact of all borrower prepayments,
including full payoffs, additional principal payments and the impact of loans paid off due to foreclosure liquidations. As market interest rates
decline, prepayment speeds will generally increase as customers refinance existing mortgages under more favorable interest rate terms. As
prepayment speeds increase, anticipated cash flows will generally decline resulting in a potential reduction, or impairment, to the fair value of the
capitalized MSRs. Alternatively, an increase in market interest rates may cause a decrease in prepayment speeds and therefore and an increase in
fair value of MSRs. Annually, external data is obtained to test the values and assumptions that are used in the initial valuations for the discounted
cash flow model.

The Corporation has chosen to use the amortization method to measure each class of separately recognized servicing assets. Under the amortization
method, the Corporation amortizes servicing assets in proportion to and
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over the period of net servicing income. Income generated as the result of new servicing assets is reported as net gain on sale of loans and the
amortization of servicing assets is reported as a reduction to loan servicing income in the Corporation’s consolidated statements of income.
Ancillary income is recorded in other non-interest income.

Information regarding the Corporation’s mortgage servicing rights follows:
         
  Residential  Other  
  (In Thousands)  
Mortgage servicing rights as of March 31, 2007  $ 6,364  $ 1,047 
Acquired servicing rights of S & C Bank at market value   1,632   — 
Additions   5,822   629 
Amortization   (1,985)   (333)
Reclassification   (135)   135 
       

Mortgage servicing rights before valuation allowance at end of period   11,698   1,478 
Valuation allowance   —   — 
       

Net mortgage servicing rights as of March 31, 2008  $ 11,698  $ 1,478 
  

 
  

 
 

Fair market value at the end of the period  $ 13,764  $ 2,040 
Key assumptions:         

Weighted average discount   11.04%  20.12%
Weighted average prepayment speed assumption   16.82%  13.15%

         
Mortgage servicing rights as of March 31, 2008  $ 11,698  $ 1,478 
Additions   2,943   82 
Amortization   (1,208)   (171)
       

Mortgage servicing rights before valuation allowance at end of period   13,433   1,389 
Valuation allowance   —   — 
       

Net mortgage servicing rights as of September 30, 2008  $ 13,433  $ 1,389 
  

 
  

 
 

Fair market value at the end of the period  $ 16,552  $ 2,042 
Key assumptions:         

Weighted average discount   12.84%  9.73%
Weighted average prepayment speed assumption   12.08%  11.75%

The projections of amortization expense for mortgage servicing rights and the core deposit premium set forth below are based on asset balances and
the interest rate environment as of September 30, 2008. Future amortization expense may be significantly different depending upon changes in the
mortgage servicing portfolio, mortgage interest rates and market conditions.
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  Residential   Other   Core     
  Mortgage   Mortgage   Deposit     
  Servicing Rights  Servicing Rights  Premium   Total  
      (In Thousands)      
Quarter ended September 30, 2008 (actual)  $ 526  $ 69  $ 158  $ 753 

  
 

 
 

 

 
 

 

 
 

 

 

 
Estimate for the year ended March 31,                 

2009  $ 2,416  $ 342  $ 634  $ 3,392 
2010   2,416   342   634   3,392 
2011   2,416   342   634   3,392 
2012   2,416   342   634   3,392 

Thereafter   3,769   21   2,506   6,296 
             

  $ 13,433  $ 1,389  $ 5,042  $ 19,864 
  

 

 
 

 

 
 

 

 
 

 

 

Note 7 — Recent Accounting Pronouncements

On December 4, 2007, the FASB issued FASB Statement 141R, Business Combinations (“SFAS 141R”). SFAS 141R will significantly change the
accounting for business combinations. Under Statement 141R, an acquiring entity will be required to recognize all the assets acquired and liabilities
assumed in a transaction at the acquisition-date fair value with limited exceptions. SFAS 141R will change the accounting treatment for certain
specific items, including:

 •  acquisition costs will be generally expensed as incurred;
 

 •  noncontrolling interests (formerly known as “minority interests”) will be valued at fair value at the acquisition date;
 

 •  acquired contingent liabilities will be recorded at fair value at the acquisition date and subsequently measured at either the higher of such
amount or the amount determined under existing guidance for non-acquired contingencies;

 

 •  the acquirer shall not recognize a separate valuation allowance as of the acquisition date for assets acquired in a business that are
measured at their acquisition-date fair value;

 

 •  restructuring costs associated with a business combination will be generally expensed subsequent to the acquisition date; and
 

 •  changes in deferred tax asset valuation allowances and income tax uncertainties after the acquisition date generally will affect income tax
expense.

SFAS 141R also includes a substantial number of new disclosure requirements. SFAS 141R applies prospectively to business combinations for
which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2008. Earlier adoption
is prohibited. Management is currently evaluating the provisions of SFAS 141R and its potential effect on the Corporation’s financial statements.

On December 4, 2007, the FASB issued FASB Statement No. 160, Noncontrolling Interests in Consolidated Financial Statements — An
Amendment of ARB No. 51(“SFAS 160”). SFAS 160 establishes new accounting and reporting standards for the noncontrolling interest in a
subsidiary and for the deconsolidation of a subsidiary. Specifically, this statement requires the recognition of a noncontrolling interest (minority
interest) as equity in the consolidated financial statements and separate from the parent’s equity. The amount of net income attributable to the
noncontrolling interest will be included in consolidated net income on the face of the income statement. SFAS 160 clarifies that changes in a
parent’s ownership interest in a subsidiary that do not result in deconsolidation are equity transactions if the parent retains its controlling financial
interest. In addition, this statement requires that a parent recognize a gain or loss in net income when a subsidiary is deconsolidated. Such gain or
loss will be measured using the fair value of the noncontrolling equity investment on the deconsolidation date. SFAS 160 also includes expanded
disclosure requirements regarding the interests of the parent and its noncontrolling interest. SFAS 160 is
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effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008. Earlier adoption is prohibited.
Management is currently evaluating the provisions of SFAS 160 and its potential effect on the Corporation’s financial statements.

Effective April 1, 2008, we adopted the provisions of SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities —
Including an amendment of FASB Statement No. 115” (“SFAS 159”). SFAS 159 permits the Corporation to choose to measure eligible items at fair
value at specified election dates. Unrealized gains and losses on items for which the fair value measurement option has been elected are reported in
earnings at each subsequent reporting date. The fair value option (i) may be applied instrument by instrument, with certain exceptions, thus the
Corporation may record identical financial assets and liabilities at fair value or by another measurement basis permitted under generally accepted
accounting principals, (ii) is irrevocable (unless a new election date occurs) and (iii) is applied only to entire instruments and not to portions of
instruments. The Corporation has not elected the fair value option for any financial assets or liabilities. Adoption of SFAS 159 on April 1, 2008 did
not have a significant impact on the Corporation’s financial statements.

Note 8 — Stockholders’ Equity

During the three months ended September 30, 2008, no options for shares of common stock were exercised. During the six months ended
September 30, 2008, options for 96,870 shares of common stock were exercised at a weighted average price of $15.34 per share for a total of
$1.5 million. Treasury shares were issued in exchange for the options using the last-in-first-out method. The cost of the treasury shares issued in
excess of the option price paid of $1.1 million was charged to retained earnings. During the quarter ended September 30, 2008, the Corporation
issued 36,765 shares of treasury stock to the Corporation’s retirement and benefit plans. The weighted-average cost of these shares was $7.49 per
share or $275,000 in the aggregate. The $730,000 excess of the cost over the market price of the treasury shares was charged to retained earnings.
During the quarter ended September 30, 2008, the Corporation did not acquire any shares of its common stock as a result of purchases in the open
market. See Part II, Item 2. On August 15, 2008, the Corporation paid a cash dividend of $0.10 per share, amounting to $2.1 million, in the
aggregate.

Unrealized gains or losses on the Corporation’s available-for-sale securities are included in other comprehensive income. During the quarters
ended September 30, 2008 and 2007, total comprehensive income (loss) amounted to $(24.0) million and $11.4 million, respectively. For the six
months ended September 30, 2008 and 2007, comprehensive income (loss) was $(23.4) and $19.4 million, respectively.

Upon adoption of Financial Accounting Standard 123(R) on April 1, 2007, the accounting for restricted stock was changed to prospectively
recognize the unearned deferred compensation. The unearned portion was previously shown as a reduction of equity.

Note 9 — Earnings Per Share

Basic earnings per share for the three and six months ended September 30, 2008 and 2007 have been determined by dividing net income for the
respective periods by the weighted average number of shares of common stock outstanding. Diluted earnings per share is computed by dividing net
income by the weighted average number of common shares outstanding plus the effect of dilutive securities. The effects of dilutive securities are
computed using the treasury stock method.
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  Three Months Ended September 30,  
  2008   2007  
   

Numerator:         
Net income  $ (23,298,383)  $ 9,274,128 

       

Numerator for basic and diluted earnings per share—income available to common stockholders  $ (23,298,383)  $ 9,274,128 
         
Denominator:         

Denominator for basic earnings per share—weighted-average shares   20,985,181   20,879,592 
Effect of dilutive securities:         

Employee stock options   —   120,984 
Management Recognition Plans   —   — 

       

Denominator for diluted earnings per share—adjusted weighted-average shares and assumed
conversions   20,985,181   21,000,576 

  
 

  
 

 

Basic earnings per share  $ (1.11)  $ 0.44 
  

 
  

 
 

Diluted earnings per share  $ (1.11)  $ 0.44 
  

 
  

 
 

         
  Six Months Ended September 30,  
  2008   2007  
   

Numerator:         
Net income  $(17,786,870)  $19,159,761 

       

Numerator for basic and diluted earnings per share—income available to common stockholders  $(17,786,870)  $19,159,761 
         
Denominator:         

Denominator for basic earnings per share—weighted-average shares   20,956,822   21,001,210 
Effect of dilutive securities:         

         
Employee stock options   —   158,358 
Management Recognition Plans   —   — 

       

Denominator for diluted earnings per share—adjusted weighted-average shares and assumed
conversions   20,956,822   21,159,568 

  
 
  

 
 

Basic earnings per share  $ (0.85)  $ 0.91 
  

 
  

 
 

Diluted earnings per share  $ (0.85)  $ 0.91 
  

 
  

 
 

At September 30, 2008, approximately 550,000 stock options and restricted stock grants were excluded from the calculation of diluted earnings per
share because they were anti-dilutive.
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Note 10 — Segment Information

The Corporation provides a full range of banking services, as well as real estate investments through its two consolidated subsidiaries. The
Corporation manages its business with a primary focus on each subsidiary. Thus, the Corporation has identified two reportable operating segments.
The Corporation has not aggregated any operating segments.

Community Banking: This segment is the main basis of operation for the Corporation and includes the branch network and other deposit support
services; origination, sales and servicing of one-to-four family loans; origination of multifamily, commercial real estate and business loans;
origination of a variety of consumer loans; and sales of alternative financial investments such as tax deferred annuities.

Real Estate Investments: The Corporation’s non-banking subsidiary, IDI, and its subsidiary, NIDI, invest in limited partnerships in real estate
developments. Such developments include recreational residential developments and industrial developments (such as office parks).

Net loss from the real estate investment segment decreased $64,000 to a net loss of $591,000 and increased $3,000 to a net loss of $1.2 million for
the three and six months ended September 30, 2008, respectively, as compared to a net loss of $655,000 and $1.2 million for the same respective
periods in 2007. The decreased loss for the three-month period was due to a $2.7 million decrease in real estate investment partnership cost of
sales, a $73,000 decrease in other expenses from real estate operations as well as a $40,000 increase in other revenue from real estate operations
which were offset in part by a $2.4 million decrease in partnership sales, for the three months ended September 30, 2008 as compared to the same
respective period in the prior year. For the six-month period, there was a decrease of $7.2 million in partnership sales as well as an increase of
$32,000 in other expenses from real estate operations, which were offset in part by a $7.0 million decrease in real estate investment cost of sales. In
addition, other revenue from real estate operations increased $290,000 for the six months ending September 30, 2008. The decrease in sales was
due to the slowing of housing sales in the California market, which is reflective of the national trend. The partnerships currently have approximately
43 single family housing units and approximately 100 individual lots for sale. Management continues to evaluate options to mitigate the holding
costs of the housing units and individual lots.

The following represents reconciliations of reportable segment revenues, profit or loss and assets to the Corporation’s consolidated totals for the
three and six months ended September 30, 2008 and 2007, respectively.
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  Three Months Ended September 30, 2008  
  (In Thousands)  
              Consolidated  
  Real Estate   Community   Intersegment  Financial  
  Investments  Banking   Eliminations   Statements  
Interest income  $ 34  $ 64,267  $ (313)  $ 63,988 
Interest expense   291   34,056   (313)   34,034 
             

Net interest income (loss)   (257)   30,211   —   29,954 
Provision for loan losses   —   46,964   —   46,964 
             

Net interest loss after provision for loan losses   (257)   (16,753)   —   (17,010)
Real estate investment partnership revenue   —   —   —   — 
Other revenue from real estate operations   1,032   —   —   1,032 
Other income   —   7,245   (30)   7,215 
Real estate investment partnership cost of sales   —   —   —   — 
Other expense from real estate partnership operations   (1,754)   —   30   (1,724)
Minority interest in loss of real estate partnerships   13   —   —   13 
Other expense   —   (28,443)   —   (28,443)
             

Loss before income taxes   (966)   (37,951)   —   (38,917)
Income tax benefit   (375)   (15,243)   —   (15,618)
             

Net loss  $ (591)  $ (22,708)  $ —  $ (23,299)
  

 
  

 
  

 
  

 
 

 
Total assets at end of period  $ 71,390  $4,856,684  $ —  $4,928,074 
Goodwill  $ —  $ 72,181  $ —  $ 72,181 
                 
  Three Months Ended September 30, 2007  
  (In Thousands)  
              Consolidated  
  Real Estate   Community   Intersegment  Financial  
  Investments  Banking   Eliminations   Statements  
Interest income  $ 106  $ 75,133  $ (516)  $ 74,723 
Interest expense   464   43,191   (516)   43,139 
             

Net interest income (loss)   (358)   31,942   —   31,584 
Provision for loan losses   —   2,095   —   2,095 
             

Net interest income (loss) after provision for loan losses   (358)   29,847   —   29,489 
Real estate investment partnership revenue   2,428   —   —   2,428 
Other revenue from real estate operations   992   —   —   992 
Other income   —   7,548   (30)   7,518 
Real estate investment partnership cost of sales   (2,669)   —   —   (2,669)
Other expense from real estate partnership operations   (1,827)   —   30   (1,797)
Minority interest in loss of real estate partnerships   203   —   —   203 
Other expense   —   (20,862)   —   (20,862)
             

Income (loss) before income taxes   (1,231)   16,533   —   15,302 
Income tax expense (benefit)   (576)   6,604   —   6,028 
             

Net income (loss)  $ (655)  $ 9,929  $ —  $ 9,274 
  

 
  

 
  

 
  

 
 

                 
Total assets at end of period  $ 71,333  $4,540,193  $ —  $4,611,526 
Goodwill  $ —  $ 19,956  $ —  $ 19,956 
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  Six Months Ended September 30, 2008  
  (In Thousands)  
              Consolidated  
  Real Estate   Community   Intersegment  Financial  
  Investments  Banking   Eliminations   Statements  
Interest income  $ 61  $ 135,087  $ (652)  $ 134,496 
Interest expense   602   71,171   (652)   71,121 
             

Net interest income (loss)   (541)   63,916   —   63,375 
Provision for loan losses   —   56,364   —   56,364 
             

Net interest income (loss) after provision for loan losses   (541)   7,552   —   7,011 
Real estate investment partnership revenue   —   —   —   — 
Other revenue from real estate operations   2,505   —   —   2,505 
Other income   —   17,610   (59)   17,551 
Real estate investment partnership cost of sales   —   —   —   — 
Other expense from real estate partnership operations   (3,974)   —   59   (3,915)
Minority interest in loss of real estate partnerships   52   —   —   52 
Other expense   —   (53,043)   —   (53,043)
             

Income (loss) before income taxes   (1,958)   (27,881)   —   (29,839)
Income tax (benefit) expense   (739)   (11,313)   —   (12,052)
             

Net income (loss)  $ (1,219)  $ (16,568)  $ —  $ (17,787)
  

 
  

 
  

 
  

 
 

 
Total assets at end of period  $ 71,390  $4,856,684  $ —  $4,928,074 
Goodwill  $ —  $ 72,181  $ —  $ 72,181 
                 
  Six Months Ended September 30, 2007  
  (In Thousands)  
              Consolidated  
  Real Estate   Community   Intersegment  Financial  
  Investments  Banking   Eliminations   Statements  
Interest income  $ 191  $ 148,191  $ (1,012)  $ 147,370 
Interest expense   912   84,869   (1,012)   84,769 
             

Net interest income (loss)   (721)   63,322   —   62,601 
Provision for loan losses   —   4,366   —   4,366 
             

Net interest income (loss) after provision for loan losses   (721)   58,956   —   58,235 
Real estate investment partnership revenue   7,154   —   —   7,154 
Other revenue from real estate operations   2,215   —   —   2,215 
Other income   —   16,269   (60)   16,209 
Real estate investment partnership cost of sales   (7,009)   —   —   (7,009)
Other expense from real estate partnership operations   (3,942)   —   60   (3,882)
Minority interest in loss of real estate partnerships   278   —   —   278 
Other expense   —   (41,324)   —   (41,324)
             

Income (loss) before income taxes   (2,025)   33,901   —   31,876 
Income tax expense (benefit)   (809)   13,525   —   12,716 
             

Net income (loss)  $ (1,216)  $ 20,376  $ —  $ 19,160 
  

 
  

 
  

 
  

 
 

 
Total assets at end of period  $ 71,333  $4,540,193  $ —  $4,611,526 
Goodwill  $ —  $ 19,956  $ —  $ 19,956 
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Note 11 — Commitments and Contingent Liabilities

The Corporation is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing needs of its
customers. These financial instruments include commitments to extend credit and financial guarantees which involve, to varying degrees, elements of
credit and interest rate risk in excess of the amount recognized in the consolidated balance sheets. The contract amounts of those instruments reflect
the extent of involvement and exposure to credit loss the Corporation has in particular classes of financial instruments. The Corporation uses the
same credit policies in making commitments and conditional obligations as it does for on-balance-sheet instruments. Since many of the commitments
are expected to expire without being drawn upon, the total committed amounts do not necessarily represent future cash requirements.

Financial instruments whose contract amounts represent credit risk are as follows (in thousands):
         
  September 30,  March 31,
  2008  2008
Commitments to extend credit:  $ 75,825  $119,224 
Unused lines of credit:         

Home equity   147,423   136,458 
Credit cards   39,969   40,368 
Commercial   125,623   128,505 

Letters of credit   32,702   47,218 
Credit enhancement under the Federal Home Loan Bank of Chicago Mortgage Partnership Finance

Program   24,484   23,698 
Real estate investment segment borrowing guarantees unfunded   2,095   3,277 

Commitments to extend credit and unused lines of credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Letters of credit commit the Corporation to make payments on behalf of customers when certain specified future events
occur. Commitments and letters of credit generally have fixed expiration dates or other termination clauses and may require payment of a fee. As
some such commitments expire without being drawn upon or funded by the Federal Home Loan Bank of Chicago (“FHLB”) under the Mortgage
Partnership Finance Program, the total commitment amounts do not necessarily represent future cash requirements. The Corporation evaluates each
customer’s creditworthiness on a case-by-case basis. With the exception of credit card lines of credit, the Corporation generally extends credit only
on a secured basis. Collateral obtained varies, but consists primarily of single-family residences and income-producing commercial properties.
Fixed-rate loan commitments expose the Corporation to a certain amount of interest rate risk if market rates of interest substantially increase during
the commitment period.

The real estate investment segment borrowing guarantees unfunded represent the Corporation’s commitment through its IDI subsidiary to guarantee
the borrowings of the related real estate investment partnerships up to a total of $31.5 million, which are included in the consolidated financial
statements. For additional information, see “Guarantees” in Item 2- Management’s Discussion and Analysis of Financial Condition and Results of
Operations.

Except for the above-noted commitments to originate and/or sell mortgage loans in the normal course of business, the Corporation and the Bank have
not undertaken the use of off-balance-sheet derivative financial instruments for any purpose.

In the ordinary course of business, there are legal proceedings against the Corporation and its subsidiaries. Management considers that the aggregate
liabilities, if any, resulting from such actions would not have a material, adverse effect on the financial position of the Corporation.
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Note 12 — Fair Value of Financial Instruments

Effective April 1, 2008, the Corporation partially adopted SFAS 157, Fair Value Measurements, (“SFAS 157”), which defines fair value,
establishes a framework for measuring fair value and expands disclosures about fair value measurements. SFAS 157 applies only to fair value
measurements already required or permitted by other accounting standards and does not impose requirements for additional fair value measures.
SFAS 157 was issued to increase consistency and comparability in reporting fair values. In February 2008, the Financial Accounting Standards
Board issued Staff Position No. FAS 157-2, or FSP 157-2, which delays the effective date of SFAS 157 for certain nonfinancial assets and
nonfinancial liabilities, to fiscal years beginning after November 15, 2008, and interim periods within those fiscal years. The delay is intended to
allow additional time to consider the effect of various implementation issues that have arisen, or that may arise, from the application of SFAS 157.
The Corporation has elected to apply the deferral provisions in FSP 157-2 and therefore has only partially applied the provisions of SFAS 157. The
Corporation’s partial adoption of SFAS 157 did not have a material impact on the Corporation’s financial condition or results of operations.

As defined in SFAS 157, fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. In determining the fair value, the Corporation uses various methods including market, income
and cost approaches. Based on these approaches, the Corporation often utilizes certain assumptions that market participants would use in pricing the
asset or liability, including assumptions about risk and the risks inherent in the inputs to the valuation technique. These inputs can be readily
observable, market corroborated or generally unobservable inputs. The Corporation uses valuation techniques that maximize the use of observable
inputs and minimize the use of unobservable inputs. Based on observability of the inputs used in the valuation techniques, the Corporation is
required to provide the following information according to the fair value hierarchy. The fair value hierarchy ranks the quality and reliability of the
information used to determine fair values. Financial assets and liabilities carried at fair value are classified and disclosed in one of the following
three categories:

 •  Level 1: Valuations for assets and liabilities traded in active exchange markets. Valuations are obtained from readily available pricing
sources for market transactions involving identical assets or liabilities.

 

 •  Level 2: Valuations for assets and liabilities traded in less active dealer or broker markets. Valuations are obtained from third party
pricing services for identical or similar assets or liabilities.

 

 •  Level 3: Valuations for assets and liabilities that are derived from other valuation methodologies, including option pricing models,
discounted cash flow models and similar techniques, and not based on market exchange, dealer or broker traded transactions. Level 3
valuations incorporate certain assumptions and projections in determining the fair value assigned to such assets.

The Corporation has not adopted the provisions of SFAS 157 with respect to certain nonfinancial assets, such as other real estate owned. The
Corporation will fully adopt SFAS 157 with respect to such items effective April 1, 2009. The Corporation does not believe that such adoption will
have a material impact on the consolidated financial statements, but will result in additional disclosures related to the fair value of nonfinancial
assets.

The Corporation has identified available-for-sale securities, loans held for sale and impaired loans with allocated reserves under SFAS 114 as
those items requiring disclosure under SFAS 157. Management has concluded that servicing rights are not material for further consideration in
relation to SFAS 157 disclosures.

Fair Value on a Recurring Basis

The table below presents the balance of securities available-for-sale at September 30, 2008, which are measured at fair value on a recurring basis
(in thousands):
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  Fair Value Measurements Using
      Quoted Prices     
      in Active  Significant Other  Significant
      Markets for  Observable  Unobservable
      Identical Assets  Inputs  Inputs
  Total  (Level 1)  (Level 2)  (Level 3)
Investment securities available for sale  $112,778  $ 1,597  $ 111,181  $ — 
Mortgage-related securities available for sale   273,766   —   —   273,766 

Securities available-for-sale consist mainly of AAA rated US Government agency securities, with the majority having maturity dates of five years or
less. The Corporation measures securities available-for-sale at fair value on a recurring basis; thus, there was no transition adjustment upon
adoption of SFAS 157. The fair value of the Corporation’s securities available-for-sale are determined using Level 1 and Level 2 inputs, which are
derived from readily available pricing sources and third-party pricing services for identical or comparable instruments, respectively.

The following is a reconciliation of assets measured at fair value on a recurring basis using significant unobservable inputs (level 3) (in thousands):
     
  Mortgage-Related Securities 
  Available for Sale  
Balance at beginning of quarter  $ — 
     

Total gains (losses) (realized/unrealized)     
Included in earnings   213 
Included in other comprehensive income   (1,037)

Purchases   18,434 
Principal repayments   (13,886)
Transfers in and/or out of level 3   270,042 

    

     
Balance at end of quarter  $ 273,766 
  

 
 

A pricing service was used to value our investment securities and mortgage-related securities as of September 30, 2008. Mortgage-related
securities were transferred to a level 3 during the quarter ended September 30, 2008 due to the fact that they were in an illiquid (i.e. inactive)
market.

Fair Value on a Nonrecurring Basis

Certain assets are measured at fair value on a nonrecurring basis; that is, the instruments are not measured at fair value on an ongoing basis but are
subject to fair value adjustments in certain circumstances (for example, when there is evidence of impairment). The following table presents such
assets carried on the balance sheet by caption and by level within the SFAS 157 hierarchy as of September 30, 2008 (in thousands):
                 
  Fair Value Measurements Using
      Quoted Prices     
      in Active  Significant Other  Significant
      Markets for  Observable  Unobservable
      Identical Assets  Inputs  Inputs
  Total  (Level 1)  (Level 2)  (Level 3)
Impaired loans with specific valuation allowance under SFAS

114  $39,671  $ —  $ —  $39,671 
Loans held for sale   2,320   —   2,320   — 

The specific reserves for collateral dependent impaired loans are based on the fair value of the collateral less estimated costs to sell. The fair value
of collateral was determined based on appraisals. In some cases, adjustments
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were made to the appraised values due to various factors including age of the appraisal, age of comparables included in the appraisal, and known
changes in the market and in the collateral. When significant adjustments were based on unobservable inputs, the resulting fair value measurement
has been categorized as a Level 3 measurement. Specific reserves were calculated for impaired loans with an aggregate carrying amount of
$50.3 million during the quarter ended September 30, 2008. The collateral underlying these loans had a fair value of $39.7 million, less estimated
costs to sell of $6.3 million, resulting in a specific reserve in the allowance for loan losses of $16.9 million.

Loans held for sale generally consist of the current origination of certain fixed-rate mortgage loans and certain adjustable-rate mortgage loans and
are carried at lower of cost or fair value, determined on an aggregate basis. Fees received from the borrower and direct costs to originate the loan
are deferred and recorded as an adjustment of the sales price.

Note 13 — Credit Agreement

On September 30, 2008 we entered into Amendment No. 1, or the “Amendment,” to the Amended and Restated Credit Agreement, dated as of
June 9, 2008, the “Credit Agreement,”, among Anchor BanCorp, the lenders from time to time a party thereto, and U.S. Bank National Association,
as administrative agent for such lenders, or the “Agent.” The Amendment extends the maturity date of the Credit Agreement’s total revolving loan
commitment, initial principal amount of $120.0 million, from September 30, 2008 to December 31, 2009. These borrowings are shown in the
Company’s financial statements as “short-term borrowings.”

The loan commitment is required to be reduced automatically from $120.0 million to $60.0 million on the earlier to occur of the date that the
Corporation receives net proceeds of a financing transaction from the sale of equity securities or December 30, 2008. The loan commitment will be
reduced further to $56.0 million by March 31, 2009, $54.0 million by June 30, 2009 and $53.0 million by September 30, 2009. For additional
information about the Credit Agreement, see Part II, Item 5 — Other Information — Risks Related to the Credit Agreement.

Note 14 — Subsequent Events

On October 24, 2008, the Corporation declared a $0.01 per share cash dividend on its common stock, amounting to $215,000 in the aggregate, to be
paid on November 14, 2008 to stockholders of record on November 3, 2008.
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ANCHOR BANCORP WISCONSIN INC.

ITEM 2 — MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Set forth below is management’s discussion and analysis of the consolidated financial condition and results of operations of Anchor Bancorp
Wisconsin Inc. (the “Corporation”) and its wholly-owned subsidiaries, AnchorBank fsb (the “Bank”) and Investment Directions Inc. (“IDI”), for the
three and six months ended September 30, 2008, which includes information on the Corporation’s asset/liability management strategies, sources of
liquidity and capital resources. This discussion should be read in conjunction with the unaudited consolidated financial statements and supplemental
data contained elsewhere in this report.

Executive Overview

Highlights for the second quarter ended September 30, 2008 include:

 •  Diluted earnings per share decreased to $(1.11) for the quarter ended September 30, 2008 compared to $0.44 per share for the quarter
ended September 30, 2007, primarily due to a $44.9 million increase in the provision for loan losses as well as a $4.8 million increase in
non-interest expense;

 

 •  The interest rate spread decreased to 2.59% for the quarter ended September 30, 2008 compared to 2.77% for the quarter ended
September 30, 2007;

 

 •  Loans receivable decreased $139.0 million, or 3.30%, since March 31, 2008;
 

 •  Deposits declined $190.7 million, or 5.39%, since March 31, 2008;
 

 •  Book value per share was $14.76 at September 30, 2008 compared to $16.17 at March 31, 2008 and $15.88 at September 30, 2007;
 

 •  Total non-performing assets (nonaccrual loans, loans past due more than ninety days and other real estate) increased $59.6 million, or
54.4%, to $169.1 million at September 30, 2008 from $109.5 million at March 31, 2008, and total non-accrual loans increased $38.2
million, or 37.6% to $139.4 million at September 30, 2008 from $101.2 million at March 31, 2008; and

 

 •  Real estate investment partnership revenue declined $7.2 million from $7.2 million for the six months ended September 30, 2007 to $0 for
the six months ended September 30, 2008. Real estate investment partnership cost of sales declined $7.0 million from $7.0 million to $0
during the same respective periods. These decreases were due to the decline in the number of sales at the real estate partnership level. Net
loss from the real estate investment segment remained steady at $1.2 million for the six months ended September 30, 2007 and 2008,
respectively. The partnerships currently have approximately 43 single family housing units and approximately 100 individual lots for sale.
There were no sales of partnership properties during the six months ended September 30, 2008. Management anticipates continued lower
sales activity for the remainder of the fiscal year.
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Selected quarterly data are set forth in the following tables.
                 
  Three Months Ended
(Dollars in thousands - except per share amounts)  9/30/2008  6/30/2008  3/31/2008  12/31/2007
   

Operations Data:                 
Net interest income  $ 29,954  $ 33,421  $ 35,066  $ 31,338 
Provision for loan losses   46,964   9,400   10,393   7,792 
Net gain on sale of loans   808   2,243   2,984   1,468 
Real estate investment partnership revenue   —   —   457   1,012 
Other non-interest income   7,439   9,566   10,121   9,430 
Real estate investment partnership cost of sales   —   —   548   932 
Other non-interest expense   30,167   26,791   29,249   24,180 
Minority interest in loss of real estate partnership

operations   (13)   (39)   (43)   (81)
Income (loss) before income taxes   (38,917)   9,078   8,481   10,425 
Income taxes   (15,618)   3,566   2,838   4,096 
Net income (loss)   (23,299)   5,512   5,643   6,329 

                 
Selected Financial Ratios (1):                 

Yield on earning assets   5.59%   6.05%   6.10%   6.68%
Cost of funds   3.00   3.22   3.31   4.01 
Interest rate spread   2.59   2.83   2.79   2.67 
Net interest margin   2.62   2.87   2.84   2.83 
Return on average assets   (1.89)   0.44   0.43   0.54 
Return on average equity   (27.69)   6.37   6.56   7.44 
Average equity to average assets   6.84   6.93   6.55   7.31 
Non-interest expense to average assets   2.45   2.15   2.27   2.16 

                 
Per Share:                 

Basic earnings per share  $ (1.11)  $ 0.26  $ 0.27  $ 0.30 
Diluted earnings per share   (1.11)   0.26   0.27   0.30 
Dividends per share   0.10   0.18   0.18   0.18 
Book value per share   14.76   16.00   16.17   15.98 

                 
Financial Condition:                 

Total assets  $4,928,074  $4,949,335  $5,149,557  $4,725,773 
Loans receivable, net                 

Held for sale   4,099   6,619   9,669   6,170 
Held for investment   4,069,369   4,129,075   4,202,833   3,941,891 

Deposits   3,349,335   3,406,975   3,539,994   3,145,551 
Borrowings   1,210,562   1,147,329   1,206,761   1,150,914 
Stockholders’ equity   317,501   343,599   345,116   341,084 
Allowance for loan losses   64,614   40,265   38,285   28,761 
Non-performing assets   169,062   144,137   109,488   87,002 

 

(1)  Annualized when appropriate.
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  Three Months Ended
(Dollars in thousands - except per share amounts)  9/30/2007  6/30/2007  3/31/2007  12/31/2006
   

Operations Data:                 
Net interest income  $ 31,584  $ 31,017  $ 29,834  $ 32,529 
Provision for loan losses   2,095   2,271   4,050   3,375 
Net gain on sale of loans   814   1,587   465   776 
Real estate investment partnership revenue   2,428   4,726   2,851   8,009 
Other non-interest income   7,696   8,327   8,205   7,331 
Real estate investment partnership cost of sales   2,669   4,340   3,153   7,115 
Other non-interest expense   22,659   22,547   21,410   22,443 
Minority interest in loss of real estate partnership

operations   (203)   (75)   (573)   (31)
Income before income taxes   15,302   16,574   13,315   15,743 
Income taxes   6,028   6,688   5,086   5,308 
Net income   9,274   9,886   8,229   10,435 

                 
Selected Financial Ratios (1):                 

Yield on earning assets   6.90%   6.80%   6.73%   6.81%
Cost of funds   4.13   4.05   4.08   3.92 
Interest rate spread   2.77   2.75   2.65   2.89 
Net interest margin   2.92   2.90   2.81   3.05 
Return on average assets   0.82   0.88   0.74   0.93 
Return on average equity   11.07   11.77   9.72   12.51 
Average equity to average assets   7.37   7.49   7.61   7.45 
Non-interest expense to average assets   2.23   2.40   2.21   2.64 

                 
Per Share:                 

Basic earnings per share  $ 0.44  $ 0.47  $ 0.39  $ 0.49 
Diluted earnings per share   0.44   0.46   0.38   0.48 
Dividends per share   0.18   0.17   0.17   0.17 
Book value per share   15.88   15.54   15.55   15.45 

                 
Financial Condition:                 

Total assets  $4,611,526  $4,532,758  $4,539,685  $4,505,896 
Loans receivable, net                 

Held for sale   5,403   9,062   4,474   4,470 
Held for investment   3,944,980   3,890,053   3,874,049   3,834,381 

Deposits   3,178,588   3,248,964   3,248,246   3,240,540 
Borrowings   1,039,540   891,016   900,477   841,219 
Stockholders’ equity   338,907   331,593   336,866   336,522 
Allowance for loan losses   22,002   22,220   20,517   20,031 
Non-performing assets   63,078   53,180   54,452   39,484 

 

(1)  Annualized when appropriate.
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Significant Accounting Policies

          There are a number of accounting policies that require the use of judgment. Some of the more significant policies are as follows:

 •  Declines in the fair value of held-to-maturity and available-for-sale securities below their cost that are deemed to be other than temporary
are reflected in earnings as realized losses. In estimating other-than-temporary impairment losses, management considers many factors
which include: (1) the length of time and the extent to which the fair value has been less than cost, (2) the financial condition and near-term
prospects of the issuer, and (3) the intent and ability of the Corporation to retain its investment in the issuer for a period of time sufficient to
allow for any anticipated recovery in fair value. If a security has been impaired, and the impairment is deemed other-than-temporary and
material, a write down will occur in that quarter. If a loss is deemed to be other-than-temporary, it is recognized as a realized loss in the
consolidated statement of income with the security assigned a new cost basis. Management has applied EITF 99-20, “Recognition of
Interest Income and Impairment on Purchased Beneficial Interests and Beneficial Interests That Continue to Be Held by a Transferor in
Securitized Financial Assets,” based on the security attributes at the purchase date and then does not further evaluate. All securities were of
high credit quality (ie, rated AA or above) at the purchase date and therefore, do not fall within the scope of EITF99-20.

 

 •  Statement of Financial Accounting Standards (SFAS) No. 115, Accounting for Certain Investments in Debt and Equity Securities,
requires that available-for-sale securities be carried at fair value. Management determines fair value based on quoted market prices,
identical assets in active markets or by other valuation methodologies, including option pricing models, discounted cash flow models and
similar techniques. Adjustments to the available-for-sale securities fair value impact the consolidated financial statements by increasing or
decreasing assets and stockholders’ equity, and possibly net income as discussed in the preceding paragraph.

 

 •  The allowance for loan losses is a valuation allowance for probable losses incurred in the loan portfolio. Our allowance for loan loss
methodology incorporates a variety of risk considerations in establishing an allowance for loan losses that we believe is adequate to
absorb probable losses in the existing portfolio. Such analysis addresses our historical loss experience, delinquency and charge-off trends,
collateral values, changes in non-performing loans, economic conditions, peer group experience and other considerations. This information
is then analyzed to determine “estimated loss factors” which, in turn, is assigned to each loan category. These factors also incorporate
known information about individual loans, including the borrowers’ sensitivity to interest rate movements. Changes in the factors
themselves are driven by perceived risk in pools of homogenous loans classified by collateral type, purpose and term. Management
monitors local trends to anticipate probable delinquency on a quarterly basis.

 

   The allowance for loan losses is increased by the provision for loan losses charged to expense and reduced by loans charged off, net of
recoveries. Provisions for loan losses are provided on both a specific and general basis. Specific allowances are provided for impaired
credits based on the methodologies prescribed in FASB Statement No.114. General valuation allowances are based on a portfolio
segmentation based on collateral type, purpose and risk grading, with a further evaluation of various qualitative factors noted above.

 

   We incorporate our internal loss history to establish potential risk based on collateral type securing each loan. As an additional
comparison, we examine peer group banks to determine the nature and scope of their losses. Finally, we closely examine each impaired
loan to individually assess the appropriate specific loan loss reserve for such credit.

 

   At least quarterly, we review the assumptions and formulas by which additions are made to the specific and general valuation allowances
for loan losses in an effort to refine such allowance in light of the current status of the factors described above. The total loan portfolio is
thoroughly reviewed at least quarterly for
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   satisfactory levels of general and specific reserves together with impaired loans to determine if write downs are necessary.
 

   Although we believe the levels of the allowance as of September 30, 2008 are adequate to absorb probable losses in the loan portfolio, a
continued decline in local economic conditions, a continued increase in our non-performing assets or other similar factors could result in
increasing losses that cannot be reasonably estimated at this time.

 

 •  Valuation of mortgage servicing rights. Mortgage servicing rights are established on loans that are originated and subsequently sold. A
portion of the loan’s book basis is allocated to mortgage servicing rights when a loan is sold. The fair value of mortgage servicing rights is
the present value of estimated future net cash flows from the servicing relationship using current market participant assumptions for
prepayments, servicing costs and other factors. As the loans are repaid and net servicing revenue is earned, mortgage servicing rights are
amortized into expense. Net servicing revenues are expected to exceed this amortization expense. However, if actual prepayment
experience exceeds what was originally anticipated, net servicing revenues may be less than expected and mortgage servicing rights may
be impaired. Mortgage servicing rights are carried at the lower of cost or market value.

 

 •  The Corporation evaluates goodwill for impairment on at least an annual basis pursuant to SFAS 142, Goodwill and Other Intangible
Assets. The Corporation evaluates goodwill on an annual basis unless there is reason to believe goodwill is impaired. The first step of the
impairment evaluation involves the determination of the fair value of each reporting unit to which goodwill has been assigned. Goodwill is
not impaired if the fair value of the reporting unit exceeds its carrying value. The Corporation determined that none of its goodwill was
impaired as of December 31, 2007, which is the annual review date. At September 30, 2008, the Corporation’s market capitalization was
less than the total shareholders’ equity, which is one factor that is considered when determining goodwill impairment. If current market
conditions persist, it is possible that we will have a goodwill impairment charge against earnings in the next quarter.
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RESULTS OF OPERATIONS

General. Net income for the three and six months ended September 30, 2008 decreased $32.6 million or 351.2% to a net loss of $23.3 million from
net income of $9.3 million and decreased $36.9 million or 192.8% to a net loss of $17.8 million from net income of $19.2 million as compared to
the same respective periods in the prior year. The decrease in net income for the three-month period compared to the same period last year was
largely due to an increase in provision for loan losses of $44.9 million, an increase in non-interest expense of $4.8 million, a decrease in
non-interest income of $2.7 million and a decrease in net interest income of $1.6 million, which were partially offset by a decrease in income tax
expense of $21.6 million. The decrease in net income for the six-month period compared to the same period last year was largely due to an increase
in the provision for loan losses of $52.0 million, a decrease in non-interest income of $5.5 million and an increase in non-interest expense of
$4.7 million, which were partially offset by a decrease in income tax expense of $24.8 million.

Net Interest Income. Net interest income decreased $1.6 million or 5.2% for the three months ended September 30, 2008 and increased $774,000 or
1.2% for the six months ended September 30, 2008, respectively, as compared to the same respective periods in the prior year. Interest income
decreased $10.7 million or 14.4% for the three months ended September 30, 2008 as compared to the same period in the prior year. Interest expense
decreased $9.1 million or 21.1% for the three months ended September 30, 2008 as compared to the same period in the prior year. The net interest
margin decreased to 2.62% for the three-month period ended September 30, 2008 from 2.92% for the same period in the prior year and decreased to
2.74% for the six-month period ended September 30, 2008 from 2.91% for the same period in the prior year. The change in the net interest margin
reflects the decrease in yield on interest-earning assets from 6.90% to 5.59% during the three months ended September 30, 2007 and 2008,
respectively. The decrease in the yield on interest-earning assets is primarily the result of the reversal of interest income on nonaccrual loans as
well as the indefinite suspension of dividends on the Federal Home Loan Bank stock. The interest rate spread decreased to 2.59% from 2.77% for
the three-month period and decreased to 2.71% from 2.76% for the six-month period ended September 30, 2008 as compared to the same respective
periods in the prior year.

Interest income on loans decreased $10.3 million or 14.7% and $12.6 million or 9.1%, for the three and six months ended September 30, 2008, as
compared to the same respective periods in the prior year. These decreases were primarily attributable to a decrease of 136 basis points in the
average yield on loans to 5.76% from 7.12% for the three-month period and a decrease of 103 basis points to 6.03% from 7.06% for the six-month
period. The decrease in the yield on loans was due to the reversal of interest income on nonaccrual loans as well as a modest decline in rates on
loans. These decreases were offset by an increase in the average balance of loans, which increased $208.6 million in the three months and increased
$251.4 million in the six months ended September 30, 2008, respectively, as compared to the same periods in the prior year. The decrease in the
yield on loans for the three- and six-month period was the result of the reversal of interest income on nonaccrual loans.

Interest income on mortgage-related securities increased $659,000 or 21.8% and increased $1.3 million or 21.9% for the three- and six-month
periods ended September 30, 2008, as compared to the same respective periods in the prior year, primarily due to an increase of 41 basis points in
the average yield on mortgage-related securities to 5.43% from 5.02% for the three-month period and an increase of 43 basis points to 5.39% from
4.96% for the six-month period. The increase in yield on mortgage-related securities is due to the purchase of securities at a greater discount. There
also was an increase of $30.1 million in the three-month average balance and an increase of $29.7 million in the six-month average balance of
mortgage-related securities. Interest income on investment securities (including Federal Home Loan Bank stock) decreased $565,000 or 42.0% and
$979,000 or 38.2%, respectively, for the three- and six-month periods ended September 30, 2008 as compared to the same respective periods in the
prior year. These decreases for the three- and six-month periods were due to the indefinite suspension of dividends on the Federal Home Loan Bank
stock in the fourth quarter of 2007. Interest income on interest-bearing deposits decreased $565,000 and $632,000, respectively, for the three and
six months ended September 30, 2008 as compared to the same respective periods in 2007, primarily due to decreases in the average yields for the
three- and six-month periods.

Interest expense on deposits decreased $7.5 million or 23.9% and $12.1 million or 19.3% for the three and six months ended September 30, 2008,
respectively, as compared to the same respective periods in 2007. These decreases were primarily attributable to a decrease of 109 basis points in
the weighted average cost of deposits to
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2.83% from 3.92% and a decrease of 93 basis points in the weighted average cost of deposits to 2.97% from 3.90% for the three and six months
ended September 30, 2008, respectively, as compared to the same respective periods in the prior year, partially offset by an increase in the average
balance of deposits of $171.5 million and $195.7 million for the respective three- and six-month periods. The decrease in the cost of deposits was
due to the fact that certificates are repricing at lower rates. Interest expense on notes payable and other borrowings decreased $1.6 million or 13.5%
and $1.5 million or 6.9% during the three and six months ended September 30, 2008, as compared to the same respective periods in the prior year
due to the fact that the Federal Reserve rates have been lowered. For the three- and six-month periods ended September 30, 2008, the average
balance of notes payable increased $199.1 million and $236.4 million, respectively, as compared to the same respective period in 2007. The
weighted average cost of notes payable and other borrowings decreased 136 basis points to 3.46% from 4.82% for the three-month period and
decreased 124 basis points to 3.52% from 4.76% for the six-month period ended September 30, 2008, respectively, as compared to the same
respective period last year.

Provision for Loan Losses. Provision for loan losses increased $44.9 million or 2,141.7% for the three-month period and increased $52.0 million
or 1,191.0% for the six-month period ended September 30, 2008, as compared to the same respective periods last year. Management evaluates a
variety of qualitative and quantitative factors when determining the adequacy of the allowance for losses. Management continues to evaluate and
monitor the individual borrowers and underlying collateral as it relates to the current economic conditions. Due to recent increased charge-offs,
increases in delinquent loans and non-accrual loans (as discussed under “Asset Quality” below) and an increase in loans moved to REO
management determined that increased provisions for loan losses were appropriate to reflect the risks inherent in the various lending portfolios
during the current period. The provisions were based on management’s ongoing evaluation of asset quality and pursuant to a policy to maintain an
allowance for losses at a level which management believes is adequate to absorb probable losses on loans as of the balance sheet date.

Average Interest-Earning Assets, Average Interest-Bearing Liabilities and Interest Rate Spread. The table on the following page shows the
Corporation’s average balances, interest, average rates, net interest margin and interest rate spread for the periods indicated. The average balances
are derived from average daily balances.

30



Table of Contents

                         
  Three Months Ended September 30,  
  2008   2007  
          Average           Average  
  Average       Yield/   Average       Yield/  
  Balance   Interest   Cost (1)   Balance   Interest   Cost (1)  
  (Dollars In Thousands)  
Interest-Earning Assets                         
Mortgage loans  $3,111,614  $ 44,830   5.76% $3,027,068  $ 52,658   6.96%
Consumer loans   752,792   10,966   5.83   650,225   12,129   7.46 
Commercial business loans   260,596   3,654   5.61   239,140   4,927   8.24 
                     

Total loans receivable (2) (3)   4,125,002   59,450   5.76   3,916,433   69,714   7.12 
Mortgage-related securities (4)   271,445   3,687   5.43   241,394   3,028   5.02 
Investment securities (4)   105,206   780   2.97   94,020   1,056   4.49 
Interest-bearing deposits   20,845   71   1.36   37,592   636   6.77 
Federal Home Loan Bank stock   54,829   —   0.00   44,271   289   2.61 
                     

Total interest-earning assets   4,577,327   63,988   5.59   4,333,710   74,723   6.90 
Non-interest-earning assets   343,151           217,345         
                       

Total assets  $4,920,478          $4,551,055         
  

 
          

 
         

                         
Interest-Bearing Liabilities                         
Demand deposits  $1,064,336   2,811   1.06  $ 958,627   5,694   2.38 
Regular passbook savings   238,704   283   0.47   195,910   225   0.46 
Certificates of deposit   2,071,132   20,804   4.02   2,048,115   25,505   4.98 
                     

Total deposits   3,374,172   23,898   2.83   3,202,652   31,424   3.92 
Short-term borrowings   282,013   2,352   3.34   667,165   8,474   5.08 
Long-term borrowings   888,579   7,784   3.50   304,296   3,241   4.26 
                     

Total interest-bearing liabilities   4,544,764   34,034   3.00   4,174,113   43,139   4.13 
                       

Non-interest-bearing liabilities   39,179           41,701         
                       

Total liabilities   4,583,943           4,215,814         
Stockholders’ equity   336,535           335,241         
                       

Total liabilities and stockholders’
equity  $4,920,478          $4,551,055         

  
 

          
 

         

                         
Net interest income/interest rate

spread (5)      $ 29,954   2.59%     $ 31,584   2.77%
      

 
  

 
      

 
  

 
 

Net interest-earning assets  $ 32,563          $ 159,597         
  

 
          

 
         

Net interest margin (6)           2.62%          2.92%
          

 
          

 
 

Ratio of average interest-earning
assets to average interest-bearing
liabilities   1.01           1.04         

  
 

          
 

         

 

(1)  Annualized
 

(2)  For the purpose of these computations, non-accrual loans are included in the daily average loan amounts outstanding.
 

(3)  Interest earned on loans includes loan fees (which are not material in amount) and interest income which has been received from borrowers
whose loans were removed from non-accrual status during the period indicated.

 

(4)  Average balances of securities available-for-sale are based on amortized cost.
 

(5)  Interest rate spread represents the difference between the weighted-average yield on interest-earning assets and the weighted-average cost of
interest-bearing liabilities and is represented on a fully tax equivalent basis.

 

(6)  Net interest margin represents net interest income as a percentage of average interest-earning assets.
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  Six Months Ended September 30,  
  2008   2007  
          Average           Average  
  Average       Yield/   Average       Yield/  
  Balance   Interest   Cost (1)   Balance   Interest   Cost (1)  
  (Dollars In Thousands)  
Interest-Earning Assets                         
Mortgage loans  $3,149,094  $ 94,443   6.00% $3,021,682  $104,132   6.89%
Consumer loans   740,819   23,115   6.24   644,763   23,916   7.42 
Commercial business loans   263,421   7,603   5.77   235,489   9,697   8.24 
                     

Total loans receivable (2) (3)   4,153,334   125,161   6.03   3,901,934   137,745   7.06 
Mortgage-related securities (4)   272,768   7,355   5.39   243,074   6,034   4.96 
Investment securities (4)   97,315   1,581   3.25   85,271   1,988   4.66 
Interest-bearing deposits   41,380   399   1.93   32,156   1,031   6.41 
Federal Home Loan Bank stock   54,829   —   0.00   42,824   572   2.67 
                     

Total interest-earning assets   4,619,626   134,496   5.82   4,305,259   147,370   6.85 
Non-interest-earning assets   336,863           215,023         
                       

Total assets  $4,956,489          $4,520,282         
  

 
          

 
         

                         
Interest-Bearing Liabilities                         
Demand deposits  $1,080,116   6,070   1.12  $ 949,536   11,398   2.40 
Regular passbook savings   233,444   549   0.47   194,776   437   0.45 
Certificates of deposit   2,105,141   44,121   4.19   2,078,707   51,035   4.91 
                     

Total deposits   3,418,701   50,740   2.97   3,223,019   62,870   3.90 
Short-term borrowings   238,445   4,095   3.43   581,196   15,132   5.21 
Long-term borrowings   918,732   16,286   3.55   339,612   6,767   3.99 
                     

Total interest-bearing liabilities   4,575,878   71,121   3.11   4,143,827   84,769   4.09 
                       

Non-interest-bearing liabilities   39,740           40,206         
                       

Total liabilities   4,615,618           4,184,033         
                       

Stockholders’ equity   340,871           336,249         
                       

Total liabilities and stockholders’
equity  $4,956,489          $4,520,282         

  
 

          
 
         

                         
Net interest income/interest rate

spread (5)      $ 63,375   2.71%     $ 62,601   2.76%
      

 
  

 
      

 
  

 
 

Net interest-earning assets  $ 43,748          $ 161,432         
  

 
          

 
         

Net interest margin (6)           2.74%          2.91%
          

 
          

 
 

Ratio of average interest-earning
assets to average interest-bearing
liabilities   1.01           1.04         

  
 

          
 
         

 

(1)  Annualized
 

(2)  For the purpose of these computations, non-accrual loans are included in the daily average loan amounts outstanding.
 

(3)  Interest earned on loans includes loan fees (which are not material in amount) and interest income which has been received from borrowers
whose loans were removed from non-accrual status during the period indicated.

 

(4)  Average balances of securities available-for-sale are based on amortized cost.
 

(5)  Interest rate spread represents the difference between the weighted-average yield on interest-earning assets and the weighted-average cost of
interest-bearing liabilities and is represented on a fully tax equivalent basis.

 

(6)  Net interest margin represents net interest income as a percentage of average interest-earning assets.
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Non-Interest Income. Non-interest income decreased $2.7 million or 24.6% to $8.2 million and decreased $5.5 million or 21.6% to $20.1 million
for the three and six months ended September 30, 2008, respectively, as compared to $10.9 million and $25.6 million for the same respective
periods in 2007. The decrease for the three-month period ended September 30, 2008 was primarily due to the decrease in real estate partnership
revenue of $2.4 million as a result of no sales. In addition, net gain on sale or impairment of investment securities decreased $1.9 million as a result
of the write down of the Freddie Mac and Fannie Mae stock. These decreases were partially offset by an increase in service charges on deposits of
$986,000 and an increase in other non-interest income of $513,000 for the three-month period ended September 30, 2008, as compared to the same
respective period in the prior year. The decrease in non-interest income for the six month period ended September 30, 2008 was primarily due to
the decrease in real estate partnership revenue of $7.2 million as a result of no sales. In addition, net gain on sale of investment securities decreased
$1.9 million as a result of the write down of the Freddie Mac and Fannie Mae stock and loan servicing income decreased $241,000. These
decreases were partially offset by an increase in service charges on deposits of $1.8 million, an increase in other non-interest income of $831,000,
an increase in net gain on sale of loans of $650,000, an increase in other revenue from real estate operations of $290,000 and an increase in
investment and insurance commissions of $214,000 for the six-month period ended September 30, 2008, as compared to the same respective period
in the prior year.

Non-Interest Expense. Non-interest expense increased $4.8 million or 19.1% to $30.2 million and increased $4.7 million or 9.1% to $57.0 million
for the three and six months ended September 30, 2008, respectively, as compared to $25.3 million and $52.2 million for the same respective
periods in 2007. The increase for the three-month period was primarily due to the increase in compensation expense of $3.4 million due to the
merger of S&C in January 2008, an increase in net expense from REO operations of $1.7 million mainly due to additional write downs of REO and
an increase in other non-interest expense of $1.4 million due to an increase in legal and other professional fees. In addition, occupancy expense
increased $620,000 due to the merger of S&C, furniture and equipment expense increased $524,000 and data processing expense increased
$303,000. These increases were partially offset by a decrease in real estate partnership cost of sales of $2.7 million as a result of no sales and a
decrease in marketing expense of $345,000 for the three months ended September 30, 2008 as compared to the same period in the prior year. The
decrease for the six-month period was primarily due to the decrease of real estate investment partnership cost of sales of $7.0 million as a result of
no sales and a decrease in marketing expense of $843,000. These decreases were partially offset by an increase in compensation expense of
$5.4 million due to the merger of S&C in January 2008, an increase in other non-interest expense of $2.6 million primarily due to an increase in
legal and other professional fees, and increase in net expense from REO operations of $1.7 million primarily due to additional write downs of REO,
an increase in furniture and equipment expense of $1.2 million primarily due to increased depreciation as the result of the merger of S&C in
January 2008, an increase in occupancy expense of $1.1 million due to the merger of S&C and an increase in data processing expense of $628,000
for the six months ended September 30, 2008 as compared to the same period in the prior year.

Income Taxes. The Corporation adopted the provisions of FASB Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in Income Taxes —
an interpretation of FASB Statement No. 109” on April 1, 2007. As a result of the implementation of FIN 48, there were no adjustments in the
liability for unrecognized income tax benefits.

The Corporation recognizes interest and penalties related to uncertain tax positions in income tax expense. As of September 30, 2008, the
Corporation has not recognized any accrued interest and penalties related to uncertain tax positions.

The Corporation is subject to U.S. federal income tax as well as income tax of state jurisdictions. The tax years 2004-2007 remain open to
examination by the U.S. federal and state jurisdictions to which we are subject.

Income tax expense decreased $21.6 million or 359.1% and $24.8 million or 194.8% during the three and six months ended September 30, 2008, as
compared to the same respective periods in 2007. This decrease was due to a decrease in income before income taxes. The effective tax rate was
40.1% and 40.4% for the three- and six-month periods ended September 30, 2008, respectively, as compared to 39.4% and 39.9% for the same
respective periods last year.
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FINANCIAL CONDITION

During the six months ended September 30, 2008, the Corporation’s assets decreased by $221.5 million from $5.15 billion at March 31, 2008 to
$4.93 billion at September 30, 2008. The majority of this decrease was attributable to a $160.5 million decrease in cash and cash equivalents, a
$139.0 million decrease in loans receivable, which were partially offset by an increase of $26.1 million in accrued interest and other assets as well
as an increase of $25.7 million in investment securities.

Total loans (including loans held for sale) decreased $139.0 million during the six months ended September 30, 2008. Activity for the period
consisted of (i) originations and purchases of $754.2 million, (ii) sales of one to four family loans to the Federal Home Loan Bank of $274.5 million
and (iii) principal repayments and other adjustments (the majority of which are undisbursed loan proceeds) of $618.7 million.

Mortgage-related securities (both available for sale and held to maturity) increased $4.4 million during the six months ended September 30, 2008 as
a result of purchases of $42.6 million, which were partially offset by principal repayments and market value adjustments of $38.2 million in this
period. Mortgage-related securities consisted of $132.5 million of mortgage-backed securities and $141.4 million of corporate collateralized
mortgage obligations (“CMOs”) and real estate mortgage investment conduits (“REMICs”) issued by government agencies at September 30, 2008.

Management believes that the Corporation’s CMOs and REMICs have limited credit risk. The investments do have interest rate risk due to, among
other things, actual prepayments being more or less than those predicted at the time of purchase. All the Corporation’s CMO’s and REMICs are
rated AA or above. The Corporation invests only in short-term tranches in order to limit the reinvestment risk associated with greater than
anticipated prepayments, as well as changes in value resulting from changes in interest rates.

A collateralized debt obligation (“CDO’s”) is a type of asset-backed security and structured credit product which gains exposure to the credit of a
portfolio of fixed-income assets and divides the credit risk among different tranches. The investment portfolio of the Corporation does not contain
any CDO’s.

Investment securities increased $25.7 million during the six months ended September 30, 2008 as a result of purchases of $52.7 million of such
securities, which were partially offset by sales and maturities of $27.0 million of U.S. Government and agency securities.

Federal Home Loan Bank (“FHLB”) stock remained constant during the six months ended September 30, 2008.

Real estate held for development and sale increased $1.4 million to $60.4 million at September 30, 2008 from $59.0 million at March 31, 2008 due
to activity at the real estate partnership entities.

Accrued interest and other assets increased $26.1 million to $106.6 million at September 30, 2008 from $80.5 million at March 31, 2008 due to the
reversal of accrued taxes for the loss during the period.

Total liabilities decreased $193.8 million during the six months ended September 30, 2008. This decrease was largely due to a $190.7 million
decrease in deposits and a $7.0 million decrease in other liabilities which were partially offset by a $3.8 million increase in borrowings. Brokered
deposits have been used in the past and may be used in the future as the need for funds requires them. Brokered deposits totaled $247.1 million at
September 30, 2008 and $220.3 million at March 31, 2008, and generally mature within one to five years.

Stockholders’ equity decreased $27.6 million during the six months ended September 30, 2008 as a net result of (i) comprehensive loss of
$23.4 million, (ii) payment of cash dividends of $5.9 million and (iii) benefit plan shares earned and related tax adjustments totaling $12,000. These
decreases were partially offset by (i) stock options exercised of $1.5 million (with the excess of the cost of treasury shares over the option price
($1.1 million) charged to retained earnings) and (ii) the issuance of shares for management and benefit plans of $238,000.
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ASSET QUALITY

Non-performing assets increased $59.6 million to $169.1 million at September 30, 2008 from $109.5 million at March 31, 2008 and increased as a
percentage of total assets to 3.43% from 2.13% at such dates, respectively.

Non-performing assets are summarized as follows at the dates indicated:
                 
  At September 30,  At March 31,  
  2008   2008   2007   2006  
      (Dollars In Thousands)      
Non-accrual loans:                 

Single-family residential  $ 12,760  $ 21,200  $ 13,038  $ 2,856 
Multi-family residential   23,685   18,393   17,289   4,214 
Commercial real estate   33,530   29,204   12,030   3,398 
Construction and land   43,409   14,888   1,696   — 
Consumer   3,579   2,258   705   548 
Commercial business   22,387   15,298   2,283   2,513 

             

Total non-accrual loans   139,350   101,241   47,041   13,529 
Foreclosed properties and repossessed assets, net   29,712   8,247   7,411   2,192 
             

Total non-performing assets  $ 169,062  $109,488  $ 54,452  $ 15,721 
  

 
  

 
  

 
  

 
 

                 
Performing troubled debt restructurings  $ 400  $ 400  $ 400  $ — 
  

 
  

 
  

 
  

 
 

                 
Total non-accrual loans to total loans(1)   3.29%  2.31%  1.16%  0.35%
Total non-performing assets to total assets   3.43   2.13   1.20   0.37 
Allowance for loan losses to total loans(1)   1.52   0.87   0.50   0.41 
Allowance for loan losses to total non-accrual loans   46.37   37.82   43.62   115.09 
Allowance for loan and foreclosure losses to total non-performing

assets   38.23   34.98   37.71   100.48 

 

(1)  Total loans are gross loans receivable before the reduction for loans in process, unearned interest and loan fees and the allowance for loan
losses.

Non-accrual loans increased $38.1 million during the six months ended September 30, 2008. The increase in non-accrual loans at September 30,
2008 was the result of an increase of $28.5 million in non-accrual construction and land loans and an increase of $7.1 million in non-accrual
commercial business loans and reflects the slow-down of the overall economy, including the housing market. Loans are placed on non-accrual status
when, in the judgment of management, the probability of collection of interest is deemed to be insufficient to warrant further accrual. When a loan is
placed on non-accrual status, previously accrued but unpaid interest is reversed against interest income. As a matter of policy, the Corporation does
not accrue interest on loans past due more than 90 days. At September 30, 2008, the following non-accrual loan relationships had loan balances
greater than $1.0 million and have been added since March 31, 2008:

 •  $14.1 million multi-family residential loan secured by a golf course and condominium project located in central Wisconsin (5 loans)
 

 •  $8.1 million multi-family residential loan secured by a condo project located in central Wisconsin (3 loans)
 

 •  $4.0 million commercial real estate loan secured by a retail center located in southern Wisconsin
 

 •  $9.4 million construction and land loan secured by a condominium and retail complex in southern Wisconsin
 

 •  $6.1 million construction and land loan secured by a condominium project located in central Wisconsin
 

 •  $1.2 million construction and land loan secured by vacant land near a golf course located in central Wisconsin
 

 •  $1.1 million commercial business loan secured by a commercial property located in central Wisconsin
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 •  $4.7 million commercial business loan secured by a construction company located in southern Wisconsin (2 loans)

At September 30, 2008, the following non-accrual loan relationships had loan balances greater than $1.0 million and were non-accrual at March 31,
2008:

 •  $1.3 million multi-family residential loan secured by duplexes and lots located in southern Wisconsin
 

 •  $2.7 million multi-family residential loan secured by two multi-family properties in central Wisconsin
 

 •  $1.1 million commercial real estate loan secured by a warehouse in northeast Wisconsin
 

 •  $3.0 million commercial real estate loan secured by a sports complex in southeast Wisconsin
 

 •  $3.7 million construction and land development loan secured by condominiums in southeast Wisconsin (2 loans)
 

 •  $1.9 million construction and land development loan secured by a retail development in northeast Wisconsin
 

 •  $2.0 million construction and land development loan secured by a retail center in southeast Wisconsin
 

 •  $1.2 million commercial business loan secured by a retail business located in southeast Wisconsin

Foreclosed properties and repossessed assets increased $21.5 million during the six months ended September 30, 2008. At September 30, 2008, the
following foreclosed properties and repossessed assets had loan balances greater than $1.0 million and have been added since March 31, 2008:

 •  $1.3 million property secured by a condominium project in southern Wisconsin
 

 •  $4.0 million property secured by an apartment building located in Minnesota
 

 •  $8.3 million properties secured by several single family properties throughout Wisconsin and Minnesota

At September 30, 2008, the following foreclosed property and repossessed asset had a balance greater than $1.0 million and was foreclosed
properties and repossessed assets at March 31, 2008:

 •  $3.3 million property secured by a condominium projected in southern Wisconsin

At September 30, 2008, assets that the Corporation had classified as substandard consisted of $181.7 million of loans and foreclosed properties. At
the same date, reserves on these assets in accordance with SFAS No. 114, “Accounting by Creditors for Impairment of a Loan” were $16.9 million
and $155.0 million of such assets are considered impaired. At March 31, 2008, substandard assets amounted to $143.9 million ($104.1 million of
which are considered impaired). An asset is classified as substandard when it is determined that it is inadequately protected by the current net worth
and paying capacity of the obligor or by the collateral pledged, if any, and that the Corporation will sustain some loss if the deficiencies are not
corrected. At September 30, 2008, substandard assets included thirty loans with a carrying value of greater than $1.0 million, each of which is noted
above except the following:

 •  $1.4 million loan secured by a commercial lot located in southeast Wisconsin
 

 •  $1.3 million loan secured by an office building located southern Wisconsin
 

 •  $7.9 million commercial loan secured by vacant land located in southern Wisconsin

At September 30, 2008, the Corporation had $138.1 million of impaired loans, net of a specific valuation allowances. At March 31, 2008, impaired
loans were $86.4 million, net. A loan is defined as impaired when, according to FAS 114, based on current information and events, it is probable
that a creditor will be unable to collect all amounts due according to the contractual terms of the loan agreement. A summary of the details regarding
impaired loans follows:
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  At September 30,  At March 31,  
  2008   2008   2007   2006  
      (In Thousands)  
Impaired loans with valuation reserve required  $ 50,298  $ 52,866  $ 2,130  $ 6,381 
 
Impaired loans without a specific reserve   104,744   51,192   45,718   9,107 
             

 
Total impaired loans   155,042   104,058   47,848   15,488 

 
Less:                 
 

Specific valuation allowance   (16,915)   (17,639)   (517)   (3,111)
             

 
  $ 138,127  $ 86,419  $ 47,331  $ 12,377 
  

 
  

 
  

 
  

 
 

 
Average impaired loans, net  $ 91,174  $ 61,931  $ 24,620  $ 9,010 
 
Interest income recognized on impaired loans  $ 805  $ 107  $ 44  $ 208 
 
Interest income recognized on a cash basis on impaired loans  $ 805  $ 107  $ 44  $ 208 
 
Loans on nonaccrual status  $ 139,350  $101,241  $ 47,040  $ 13,529 
 
Loans past due ninety days or more and still accruing  $ —  $ —  $ —  $ — 
 
Performing troubled debt restructurings  $ 400  $ 400  $ 400  $ — 

The following table sets forth information relating to the Corporation’s loans that were less than 90 days delinquent at the dates indicated.
                 
  At September 30,  At March 31,  
  2008   2008   2007   2006  
      (In Thousands)      
30 to 59 days  $ 54,001  $ 66,617  $ 12,776  $ 9,874 
60 to 89 days   21,774   12,928   5,414   733 
             

Total  $ 75,775  $ 79,545  $ 18,190  $ 10,607 
  

 
  

 
  

 
  

 
 

The increase in loans 60-89 days delinquent since March 31, 2008 was in part due to five borrowers with loans totaling approximately
$11.4 million ($3.0 million of which is included in the impaired loans with a specific reserve of $1.4 million) secured by commercial and multi-
family residential properties. Management continues to evaluate and monitor the individual borrowers and underlying collateral as it relates to the
current economic conditions.

The Corporation’s loan portfolio, foreclosed properties and repossessed assets are evaluated on a continuing basis to determine the necessity for
additions and recaptures to the allowance for loan losses and the related adequacy of the balance in the allowance for loan losses account. These
evaluations consider several factors, including, but not limited to, general economic conditions, loan portfolio composition, loan delinquencies,
prior loss experience, collateral value, anticipated loss of interest and management’s estimation of future losses. During the quarter ended
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September 30, 2008, management increased the qualitative factors to reflect the slow down in the economy. The evaluation of the allowance for
loan losses includes a review of known loan problems as well as inherent problems based upon historical trends and ratios. Foreclosed properties
are recorded at the lower of carrying value or fair value with charge-offs, if any, charged to the allowance for loan losses prior to transfer to
foreclosed property. The fair value is primarily based on appraisals, discounted cash flow analysis (the majority of which are based on current
occupancy and lease rates) and pending offers.

A summary of the activity in the allowance for loan losses follows:
                 
  Three Months Ended   Six Months Ended  
  September 30,   September 30,  
  2008   2007   2008   2007  
      (Dollars In Thousands)      
Allowance at beginning of period  $ 40,265  $ 22,220  $ 38,285  $ 20,517 
Charge-offs:                 

Construction   (1,023)   —   (1,320)   (32)
Mortgage   (10,549)   (1,965)   (15,468)   (2,383)
Consumer   (214)   (107)   (480)   (313)
Commercial business   (11,770)   (385)   (13,714)   (388)

             

Total charge-offs   (23,556)   (2,457)   (30,982)   (3,116)
Recoveries:                 

Mortgage   590   77   590   84 
Consumer   4   8   10   22 
Commercial business   347   59   347   129 

             

Total recoveries   941   144   947   235 
             

Net (charge-offs) recoveries   (22,615)   (2,313)   (30,035)   (2,881)
Provision for loan losses   46,964   2,095   56,364   4,366 
             

Allowance at end of period  $ 64,614  $ 22,002  $ 64,614  $ 22,002 
  

 
  

 
  

 
  

 
 

                 
Net charge-offs to average loans   (2.19)%  (0.24)%  (1.45)%  (0.15)%
  

 
  

 
  

 
  

 
 

Although management believes that the September 30, 2008 allowance for loan losses is adequate based upon the current evaluation of loan
delinquencies, non-performing assets, charge-off trends, economic conditions and other factors, there can be no assurance that future adjustments to
the allowance, through increased provision for loan losses, will not be necessary, which could adversely affect the Corporation’s results of
operations. Management also continues to pursue all practical and legal methods of collection, repossession and disposal, and adheres to high
underwriting standards in the origination process in order to continue to maintain strong asset quality.
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LIQUIDITY AND CAPITAL RESOURCES

On an unconsolidated basis, the Corporation’s sources of funds include dividends from its subsidiaries, including the Bank, interest on its
investments and returns on its real estate held for sale. The Bank’s primary sources of funds are payments on loans and securities, deposits from
retail and wholesale sources, FHLB advances and other borrowings.

At September 30, 2008, the Bank had outstanding commitments to originate loans of $75.8 million and commitments to extend funds to, or on behalf
of, customers pursuant to lines and letters of credit of $345.7 million. Scheduled maturities of certificates of deposit for the Bank during the twelve
months following September 30, 2008 amounted to $1.64 billion. Scheduled maturities of borrowings during the same period totaled $333.4 million
for the Bank and $116.0 million for the Corporation. Management believes adequate resources are available to fund all commitments to the extent
required.

The Corporation participates in the Mortgage Partnership Finance Program of the Federal Home Loan Bank of Chicago (“FHLB”). Pursuant to the
credit enhancement feature of that Program, the Corporation has retained a secondary credit loss exposure in the amount of $24.5 million at
September 30, 2008 related to approximately $1.75 billion of residential mortgage loans that the Corporation has originated as agent for the FHLB.
Under the credit enhancement, the FHLB is liable for losses on loans up to one percent of the original delivered loan balances in each pool. The
Corporation is then liable for losses over and above the first position up to a contractually agreed-upon maximum amount in each pool that was
delivered to the Program. The Corporation receives a monthly fee for this credit enhancement obligation based on the outstanding loan balances.
Based on historical experience, the Corporation does not anticipate that any credit losses will be incurred under the credit enhancement obligation.

Under federal law and regulation, the Bank is required to meet certain tangible, core and risk-based capital requirements. Tangible capital generally
consists of stockholders’ equity minus certain intangible assets. Core capital generally consists of tangible capital plus qualifying intangible assets.
The risk-based capital requirements presently address credit risk related to both recorded and off-balance sheet commitments and obligations. The
OTS requirement for the core capital ratio for the Bank is currently 3.00%. The requirement is 4.00% for all but the most highly-rated financial
institutions.

Our ability to meet our short-term liquidity and capital resource requirements may be subject to our ability to obtain additional debt financing and
equity capital. We may increase our capital resources through offerings of equity securities (possibly including common shares and one or more
classes of preferred shares), commercial paper, medium-term notes, securitization transactions structured as secured financings, and senior or
subordinated notes. If selected to participate in the U.S. Department of the Treasury Capital Purchase Program, adopted under authority provided in
the Emergency Economic Stabilization Act of 2008, we will issue and sell preferred shares and warrants to the U.S,. Department of the Treasury.

Credit Agreement

On September 30, 2008 we entered into Amendment No. 1, or the “Amendment,” to the Amended and Restated Credit Agreement, dated as of
June 9, 2008, the “Credit Agreement,”, among Anchor BanCorp, the lenders from time to time a party thereto, and U.S. Bank National Association,
as administrative agent for such lenders, or the “Agent.” The Amendment extends the maturity date of the Credit Agreement’s total revolving loan
commitment, initial principal amount of $120.0 million, from September 30, 2008 to December 31, 2009. These borrowings are shown in the
Company’s financial statements as “short-term borrowings.”

The loan commitment is required to be reduced automatically from $120.0 million to $60.0 million on the earlier to occur of the date that the
Corporation receives net proceeds of a financing transaction from the sale of equity securities or December 30, 2008. The loan commitment will be
reduced further to $56.0 million by March 31, 2009, $54.0 million by June 30, 2009 and $53.0 million by September 30, 2009. For additional
information about the Credit Agreement, see Part II, Item 5 – Other Information – Risks Related to the Credit Agreement.
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The following summarizes the Bank’s capital levels and ratios and the levels and ratios required by the OTS at September 30, 2008 and March 31,
2008:
                         
                  Minimum Required
          Minimum Required  to be Well
          For Capital  Capitalized Under
  Actual  Adequacy Purposes  OTS Requirements
  Amount  Ratio  Amount  Ratio  Amount  Ratio
          (Dollars In Thousands)         
At September 30, 2008:                         
Tier 1 capital

(to adjusted tangible assets)  $333,056   6.95%  $143,802   3.00%  $239,670   5.00%
Risk-based capital

(to risk-based assets)   379,655   10.23   296,795   8.00   370,994   10.00 
Tangible capital

(to tangible assets)   333,056   6.95   71,901   1.50   N/A   N/A 
                         
At March 31, 2008:                         
Tier 1 capital

(to adjusted tangible assets)  $352,311   7.04%  $150,210   3.00%  $250,349   5.00%
Risk-based capital

(to risk-based assets)   390,596   10.14   308,273   8.00   385,341   10.00 
Tangible capital

(to tangible assets)   352,311   7.04   75,105   1.50   N/A   N/A 

The following table reconciles the Bank’s stockholders’ equity to regulatory capital at September 30, 2008 and March 31, 2008:
         
  September 30,  March 31,  
  2008   2008  
  (In Thousands)  
Stockholders’ equity of the Bank  $ 407,164  $432,382 
Less: Goodwill and intangible assets   (77,223)   (77,734)

Accumulated other comprehensive income   3,115   (2,337)
       

Tier 1 and tangible capital   333,056   352,311 
Plus: Allowable general valuation allowances   46,599   38,285 
       

Risk-based capital  $ 379,655  $390,596 
  

 
  

 
 

40



Table of Contents

GUARANTEES

Financial Interpretation No. 45 “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness to Others” (“FIN 45”) requires certain guarantees to be recorded at fair value as a liability at inception and when a loss is probable
and reasonably estimatable, as those terms are defined in FASB Statement No. 5 “Accounting for Contingencies.” The recording of the outstanding
liability in accordance with FIN 46 has not significantly affected the Corporation’s financial condition.

The Corporation’s principal real estate investment subsidiary, IDI, is required to guarantee the partnership loans of its subsidiaries for the
development of homes for sale. At September 30, 2008, IDI had guaranteed $31.5 million of loans to partnerships made by subsidiaries of IDI. At
the same date, $29.4 million of such loans were outstanding. The table below summarizes the individual subsidiaries and their respective guarantees
and outstanding loan balances.
               
        Amount   Amount  

Subsidiary  Partnership  Amount   Outstanding   Outstanding 
of IDI  Entity  Guaranteed   at 9/30/08   at 3/31/08  

(Dollars in thousands)
Oakmont  Chandler Creek  $ 15,000  $ 15,000  $ 15,000 

Davsha III  Indian Palms 147, LLC   500   448   396 
Davsha V  Villa Santa Rosa, LLC   1,000   900   722 

Davsha VII  La Vista Grande 121, LLC   15,000   13,057   12,105 
            

Total    $ 31,500  $ 29,405  $ 28,223 
 

   
 

  
 
  

 
 

IDI has real estate partnership investments within its subsidiaries for which it guarantees the above loans. These partnerships are also funded by
financing with loans guaranteed by IDI and secured by the lots and homes being developed within each of the respective partnership entities.

As a limited partner, the Corporation still has the ability to exercise significant influence over operating and financial policies. This influence is
evident in the terms of the respective partnership agreements and participation in policy-making processes. The Corporation has a 50% controlling
interest in the respective limited partnerships and therefore has significant influence over the right to approve the sale or refinancing of assets of the
respective partnerships in accordance with those partnership agreements.

As a partner with a controlling interest, the Corporation is committed to providing additional levels of funding to meet partnership operating deficits
up to an aggregate amount of $31.5 million. At September 30, 2008, the Corporation’s investment in these partnerships consisted of assets of
$49.9 million which includes cash and other assets of $3.5 million. The liabilities of these partnerships consisted of other borrowings of
$29.6 million (reported as a part of FHLB and other borrowings), other liabilities of $1.6 million (reported as a part of other liabilities) and
minority interest of $6.0 million. These amounts represent the Corporation’s maximum exposure to loss at September 30, 2008 as a result of
involvement with these limited partnerships.

The partnership agreements generally contain buy-sell provisions whereby certain partners can require the purchase or sale of ownership interests
by certain partners.
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ASSET/LIABILITY MANAGEMENT

The primary function of asset and liability management is to provide liquidity and maintain an appropriate balance between interest-earning assets
and interest-bearing liabilities within specified maturities and/or repricing dates. Interest rate risk is the imbalance between interest-earning assets
and interest-bearing liabilities at a given maturity or repricing date, and is commonly referred to as the interest rate gap (the “gap”). A positive gap
exists when there are more assets than liabilities maturing or repricing within the same time frame. A negative gap occurs when there are more
liabilities than assets maturing or repricing within the same time frame. During a period of rising interest rates, a negative gap over a particular
period would tend to adversely affect net interest income over such period, while a positive gap over a particular period would tend to result in an
increase in net interest income over such period.

The Corporation’s strategy for asset and liability management is to maintain an interest rate gap that minimizes the impact of interest rate movements
on the net interest margin. As part of this strategy, the Corporation sells substantially all new originations of long-term, fixed-rate, single-family
residential mortgage loans in the secondary market, and invests in adjustable-rate or medium-term, fixed-rate, single-family residential mortgage
loans, medium-term mortgage-related securities and consumer loans, which generally have shorter terms to maturity and higher interest rates than
single-family mortgage loans.

The Corporation also originates multi-family residential and commercial real estate loans, which generally have adjustable or floating interest rates
and/or shorter terms to maturity than conventional single-family residential loans. Long-term, fixed-rate, single-family residential mortgage loans
originated for sale in the secondary market are generally committed for sale at the time the interest rate is locked with the borrower. As such, these
loans involve little interest rate risk to the Corporation.

The calculation of a gap position requires management to make a number of assumptions as to when an asset or liability will reprice or mature.
Management believes that its assumptions approximate actual experience and considers them reasonable, although the actual amortization and
repayment of assets and liabilities may vary substantially. The Corporation’s cumulative net gap position at September 30, 2008 has not changed
materially since March 31, 2008. See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations –
Asset/Liability Management” in the Corporation’s Annual Report on Form 10-K for the year ended March 31, 2008.

REGULATORY DEVELOPMENTS

On November 2, 2006, the Federal Deposit Insurance Corporation (“FDIC”) adopted final regulations to implement the Federal Deposit Insurance
Reform Act of 2005 passed by Congress to create a stronger and more stable insurance system. The final regulations include the annual assessment
rates that became effective at the beginning of 2007. The new rates for nearly all banks vary between five and seven cents for every $100 of
domestic deposits. Applied to the Bank’s assessment base of approximately $3.2 billion, this translates to an annual deposit premium of
approximately $1.6 million to $2.3 million. Most banks, including the Bank, have not been required to pay any deposit insurance premiums since
1995. As part of the Reform Act, Congress provided credits to institutions that paid high premiums in the past to bolster the FDIC’s insurance
reserves. As a result, the majority of banks will have assessment credits to initially offset all of their premiums in 2007. The preliminary assessment
credit for the Bank was calculated at $2.7 million.

FORWARD-LOOKING STATEMENTS

This report contains certain “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended, or the “Exchange Act,” and Section 27A of the Securities Act. Any statements
about our expectations, beliefs, plans, predictions, forecasts, objectives, assumptions or future events or performance are not historical facts and
may be forward- looking. These statements are often, but not always, made through the use of words or phrases such as “anticipate,” “estimate,”
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“plans,” “projects,” “continuing,” “ongoing,” “expects,” “management believes,” “we believe,” and similar words or phrases. Accordingly, these
statements involve estimates, assumptions and uncertainties that could cause actual results to differ materially from those expressed in them. Our
actual results could differ materially from those anticipated in such forward-looking statements as a result of several factors more fully described
under the caption “Risk Factors” and elsewhere in this report as well as in our Annual Report on Form 10-K for the fiscal year ended March 31,
2008, and our Quarterly report on Form 10-Q for the fiscal quarter ended June 30, 2008. Factors that could affect actual results include but are not
limited to; (i) general market rates; (ii) changes in market interest rates and the shape of the yield curve; (iii) general economic conditions; (iv) real
estate markets; (v) legislative/regulatory changes; (vi) monetary and fiscal policies of the U.S. Department of the Treasury and the Federal Reserve
Board; (vii) changes in the quality or composition of the Bank’s loan and investment portfolios; (viii) demand for loan products; (ix) level of loan
and mortgage-backed securities repayments; (x) impact of the Emergency Economic Stabilization Act of 2008; (xi) changes in the U.S. Treasury’s
Capital Purchase Program or Anchor Bancorp’s eligibility to participate in the Capital Purchase Program; (xii) unprecedented volatility in equity,
fixed income and other market valuations; (xiii) higher-than-expected credit losses due to business losses, constraints on borrowers’ ability to repay
outstanding loans or the diminishment of the value of collateral securing such loans, capital market disruptions, changes in commercial or residential
real estate development and real estate prices or other economic factors; (xiv) substantial loss of customer deposit accounts; (xv) soundness of other
financial institutions with which the Corporation and the Bank engage in transactions; (xvi) increases in Federal Deposit Insurance Corporation
premiums due to market developments and regulatory changes; (xvii) competition; (xviii) demand for financial services in the Corporation’s
market;, and (xx) changes in accounting principles, policies or guidelines.

In addition, to the extent that we engage in acquisition transactions, such transactions may result in large one-time charges to income, may not
produce revenue enhancements or cost savings at levels or within time frames originally anticipated and may result in unforeseen integration
difficulties. These factors should be considered in evaluating the forward-looking statements, and undue reliance should not be placed on such
statements. All forward-looking statements are necessarily only estimates of future results, and there can be no assurance that actual results will not
differ materially from expectations, and, therefore, you are cautioned not to place undue reliance on such statements. Any forward-looking
statements are qualified in their entirety by reference to the factors discussed throughout this report. Further, any forward-looking statement speaks
only as of the date on which it is made, and we undertake no obligation to update any forward-looking statement to reflect events or circumstances
after the date on which the statement is made or to reflect the occurrence of unanticipated events.

The Corporation does not undertake and specifically disclaims any obligation to update any forward-looking statements to reflect occurrence of
anticipated or unanticipated events or circumstances after the date of such statements.

Item 3 Quantitative and Qualitative Disclosures About Market Risk.

The Corporation’s market rate risk has not materially changed from March 31, 2008. See Item 7A in the Corporation’s Annual Report on Form
10-K for the year ended March 31, 2008. See also “Asset/Liability Management” in Part I, Item 2 of this report.

Item 4 Controls and Procedures.

The Corporation’s management, with the participation of the Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of
the Corporation’s disclosure controls and procedures (as defined in Exchange Act Rule 13a-15(e)) as of the end of the period covered by this
report and, based on this evaluation, the Corporation’s principal executive officer and principal financial officer concluded that the disclosure
controls and procedures are operating in an effective manner with the following exception: the Company neglected to timely disclose and file the
Credit Agreement and Pledge Agreement described in the section captioned “Item 5 – Other Information” of this form 10Q. As a result,
management has initiated additional procedures to regularly identify and consider all contracts entered into by the Corporation which could be
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material contracts in order to determine on a timely basis the disclosure and filing requirements with respect to such agreements.

No change in the Corporation’s internal control over financial reporting (as defined in Exchange Act Rule 13a-15(f)) has occurred during the
Corporation’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the Corporation’s internal
control over financial reporting.
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Part II — Other Information

Item 1 Legal Proceedings.

The Corporation is involved in routine legal proceedings occurring in the ordinary course of business which, in the aggregate, are believed by
management of the Corporation to be immaterial to the financial condition and results of operations of the Corporation.

Item 1A Risk Factors.

In addition to the risk factors set forth below and the other information set forth in this report, you should carefully consider the factors discussed
in “Part I, Item 1A. Risk Factors” in our Annual Report filed on Form 10-K for the fiscal year ended March 31, 2008, and our Quarterly Report
filed on Form 10-Q for the fiscal quarter ended June 30, 2008, which could materially affect our business, financial condition or future results.

Risks Related to Our Business

Additional increases in our level of non-performing assets will have an adverse effect on our financial condition and results of
operations.

Weakening conditions in the real estate sector have adversely affected, and may continue to adversely affect, our loan portfolio. Non-performing
assets increased by $59.6 million to $169.1 million, or 3.4% of total assets, at September 30, 2008 from $109.5 million, or 2.1% of total assets,
at March 31, 2008. Comparatively, non-performing assets increased by $55.0 million to $109.5 million, or 2.1% of total assets, at March 31,
2008, from $54.5 million, or 1.2% of total assets, at March 31, 2007. If loans that are currently non-performing further deteriorate or loans that
are currently performing become non-performing, we may need to continue to increase our allowance for loan losses, which would have an
adverse impact on our financial condition and results of operations. The increased time and expense associated with the work out of
non-performing assets and potential non-performing assets also could adversely affect our operations.

Our allowance for losses on loans and leases may not be adequate to cover probable losses.

Our level of non-performing loans increased significantly in the fiscal year ended March 31, 2008 and for the six months ended September 30,
2008, relative to comparable periods for the preceding year. Our provision for loan losses increased by $11.3 million to $22.6 million for the
fiscal year ended March 31, 2008 from $11.3 million for the fiscal year ended March 31, 2007. Our provision for loan losses was $47.0 million
for the three months ended September 30, 2008 compared to $10.4 million for the three months ended March 31, 2008. Our allowance for loan
losses increased by $26.3 million to $64.6 million, or 1.5% of total loans, at September 30, 2008, from $38.3 million, or 0.9% of total loans, at
March 31, 2008. Our allowance for loan losses also increased by $17.8 million to $38.3 million, or 0.9% of total loans, at March 31, 2008 from
$20.5 million, or 0.5% of total loans at March 31, 2007. Our allowance for loan losses was 38.2% at September 30, 2008, 35.0% at March 31,
2008 and 37.7% at March 31, 2007, respectively, of non-performing assets. There can be no assurance that any future declines in real estate
market conditions and values, general economic conditions or changes in regulatory policies will not require us to increase our allowance for
loan and lease losses, which would adversely affect our results of operations.

Our real estate operations have had and may continue to have an adverse effect on our results of operations.

We conduct real estate operations through Investment Directions, Inc, a wholly owned subsidiary, which invests in various real estate
subsidiaries and partnerships and conducts real estate
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development and sales throughout California, Texas and Minnesota. As a result of weakening conditions in the real estate market and reduced
sales of its properties, we have incurred losses from the operations of its real estate subsidiaries in recent years, which are expected to continue
unless the real estate market improves. Losses from IDI’s real estate operations [decreased] by $0.5 million to $0.6 million for the three months
ended September 30, 2008 from $1.1 million for the three months ended March 31, 2008. IDI had losses of $2.3 million for the fiscal year
March 31, 2008 compared to losses of $1.7 million for the fiscal year ended March 31, 2007. We have no current plans to engage in additional
real estate investment activities through IDI and are exploring opportunities to sell or otherwise divest IDI’s current investments as soon as
practicable. Additional losses from our real estate operations would have an adverse effect on our results of operations and capital.

Risks Related to Our Credit Agreement

We are party to a credit agreement that requires us to observe certain covenants that limit our flexibility in operating our business.

We are party to an Amended and Restated Credit Agreement, dated as of June 9, 2008, by and among the Corporation, the financial institutions
from time to time party to the agreement and U.S. Bank National Association, as administrative agent for the lenders, as amended by Amendment
No. 1 to Amended and Restated Credit Agreement, dated as of September 30, 2008 (as amended, the “Credit Agreement”). The Credit Agreement
requires us to comply with affirmative and negative covenants customary for restricted indebtedness. These covenants limit our ability to, among
other things:

 •  incur additional indebtedness or issue certain preferred shares;
 

 •  pay dividends on, repurchase or make distributions in respect of our capital stock or make other restricted payments;
 

 •  make certain investments;
 

 •  sell certain assets; and
 

 •  consolidate, merge, sell or otherwise dispose of all or substantially all of the Corporation’s assets.

The amendment includes operating covenants covering, among other things, our capital ratios and non-performing asset levels. Additional
operating covenants cover the Bank’s dividend payments and set minimum net income requirements.

A breach of any of these covenants could result in a default under the Credit Agreement. Upon the occurrence of an event of default, all amounts
outstanding under Credit Agreement could become immediately due and payable and our lenders could terminate all commitments to extend
further credit. If we are unable to repay those amounts, the lenders could proceed against the collateral granted to them to secure that
indebtedness. If the lenders under the secured credit facilities accelerate the repayment of borrowings, we may not have sufficient assets to make
the payments when due.
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We must reduce the outstanding balance under the Credit Agreement to $60.0 million prior to December 30, 2008 and pay all outstanding
balances under the Credit Agreement by December 31, 2009, and failure by us to meet our payment obligations to the lenders by such
dates could have a material adverse affect on our business operations.

As of September 30, 2008, the total revolving loan commitment under the Credit Agreement was $120.0 million and aggregate borrowings under
the Credit Agreement were $116.0 million. The total revolving loan commitment will automatically reduce to $60.0 million on the earlier to
occur of the date that we receive net proceeds from the sale of equity securities or December 30, 2008. Accordingly, we must reduce our
aggregate outstanding borrowings to $60.0 million by December 30, 2008. As of the date of this prospectus supplement, we do not have sufficient
cash on hand to reduce our outstanding borrowings to $60.0 million. There can be no assurance that we will be able to raise sufficient capital to
reduce the borrowings to $60.0 million prior to December 30, 2008. In addition, the revolving loan commitment will be reduced further to
$56.0 million by March 31, 2009, $54.0 million by June 30, 2009 and $53.0 million by September 30, 2009. We may not have sufficient cash on
hand to reduce our outstanding borrowings to an amount equal to or less then the reduced revolving loan commitment prior to the date of such
reduction. Further, the reductions in the revolving loan commitment may limit our ability to fund ongoing operations.

Unless the maturity date is extended, our outstanding borrowings under our Credit Agreement are due on December 31, 2009. The Credit
Agreement does not include a commitment to refinance the remaining outstanding balance of the loans when they mature and there is no guarantee
that our lenders will renew their loans at that time. Refusal to provide us with renewals or refinancing opportunities would cause our
indebtedness to become immediately due and payable upon the contractual maturity of such indebtedness, which could result in our insolvency if
we are unable to repay the debt.

If we fail to meet our payment obligations under the Credit Agreement, such failure will constitute an event of default under the Credit
Agreement. When an event of default occurs, the agent, on behalf of the lenders, may among other remedies, (1) cease permitting us to borrow
further under the line of credit, (2) terminate any outstanding commitment and (3) seize the outstanding shares of the Bank’s capital stock held by
the Corporation which have been pledged as collateral for borrowings under the Credit Agreement. If the Agent were to take one or more of these
actions, it could have a material adverse affect on our reputation, operations and ability to continue as a going concern, and you could lose your
investment in the securities.

If we are unable to renew, replace or expand our sources of financing on acceptable terms, it may have an adverse effect on our business and
results of operations and our ability to make distributions to shareholders. Upon liquidation, holders of our debt securities and lenders with
respect to other borrowings will receive, and any holders of preferred stock that we may issue in the future may receive, a distribution of our
available assets prior to holders of our common stock. The decisions by investors and lenders to enter into equity and financing transactions with
us will depend upon a number of factors, including our historical and projected financial performance, compliance with the terms of our current
credit arrangements, industry and market trends, the availability of capital and our investors’ and lenders’ policies and rates applicable thereto,
and the relative attractiveness of alternative investment or lending opportunities.

Risks Related to Recent Market, Legislative and Regulatory Events

Unpredictable market conditions may adversely affect our customers and sources of capital, which could impair our results of operations.

Declining home prices and increasing foreclosures, unemployment and under-employment, have negatively impacted the credit performance of
real estate related loans and resulted in significant write-downs of asset values by banks and other financial institutions. These write-downs have
caused many banks to seek additional capital, to reduce or eliminate dividends, to merge with larger and stronger institutions and, in some cases,
to fail. Many lenders and institutional investors have reduced or ceased providing funding to borrowers, including to other banks, due to concerns
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about creditworthiness. This market turmoil and tightening of credit has led to an increased level of commercial and consumer delinquencies,
lack of consumer confidence, increased market volatility and widespread reduction of business activity generally. The resulting economic
pressure on consumers and lack of confidence in the financial markets has adversely affected our business, financial condition and results of
operations. Market developments may affect consumer confidence levels and may cause adverse changes in payment patterns, causing increases
in delinquencies and default rates, which may have a negative impact on our charge-offs and provision for loan losses.

Current levels of market volatility are unprecedented and may impact our ability to raise capital.

The capital and credit markets have been experiencing volatility and disruption for an extended period. Recently, the volatility and disruption has
reached unprecedented levels. In some cases, the markets have produced downward pressure on stock prices and credit availability for certain
issuers without regard to those issuers’ underlying financial strength. If current levels of market disruption and volatility continue or worsen,
there can be no assurance that we will not experience an adverse effect, which may be material, on our ability to access capital and on our
business, financial condition and results of operations.

We cannot predict the impact on us or the Bank of recently enacted legislation, in particular the Emergency Economic Stabilization Act
of 2008 and its implementing regulations, and actions by the FDIC.

The programs established or to be established under the Emergency Economic Stabilization Act of 2008 may have adverse effects upon us,
including increased regulation of our industry. Compliance with such regulation may increase our costs and limit our ability to pursue business
opportunities. Also, participation in specific programs may subject us to additional restrictions. For example, our participation in the Capital
Purchase Program will, among other things, limit (without the consent of the Department of Treasury) our ability to increase our dividend and to
repurchase our common stock for so long as any securities issued under such program remain outstanding. It will also subject us to additional
executive compensation restrictions.

Similarly, programs established by the FDIC under the systemic risk exception to the Federal Deposit Act, whether we participate or not, may
have an adverse effect on us. For example, we estimate that participation in the FDIC Temporary Liquidity Guarantee Program likely will require
the payment of an annual deposit premium of approximately $1.6 million to $2.3 million. In addition, we may be required to pay significantly
higher FDIC premiums even if we do not participate in the FDIC Temporary Liquidity Guarantee Program because market developments have
significantly depleted the insurance fund of the FDIC and reduced the ratio of reserves to insured deposits. The affects of participating or not
participating in any such programs, and the extent of our participation in such programs cannot reliably be determined at this time.

The creditworthiness of other financial institutions could adversely affect us.

Our ability to engage in routine funding transactions could be adversely affected by the actions and commercial soundness of other banks. Banks
are interrelated as a result of lending, clearing, counterparty and other relationships. As a result, defaults by, or even rumors or questions about,
one or more banks, or the banking industry generally, have led to market-wide liquidity problems and could lead to losses or defaults by us or by
other institutions. Many of the transactions engaged in by us and the Bank in the ordinary course of business expose us to credit risk in the event
of default of our counterparty or customer. In such instances, the collateral held by us may be insufficient to mitigate our losses, as we may be
unable to realize upon or liquidated at prices sufficient to recover the full amount of the exposure due us. Such losses could have a material and
adverse affect on our results of operations.
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Item 2 Unregistered Sales of Equity Securities and Use of Proceeds.

     (a) - (b) Not applicable.

     (c) The following table sets forth information with respect to any purchase made by or on behalf of the Corporation or any “affiliated purchaser,”
as defined in §240.10b-18(a)(3) under the Exchange Act, of shares of the Corporation’s Common Stock during the indicated periods.
                 
          Total Number of     
          Shares Purchased  Maximum Number of  
  Total Number  Average   as Part of Publicly  Shares that May Yet Be 
  of Shares   Price Paid   Announced Plans   Purchased Under the  

Period  Purchased   per Share   or Programs   Plans or Programs (1)  
July 1 -July 31, 2008   —  $ —   —   1,572,160 

August 1 - August 31, 2008   —   —   —   1,572,160 
September 1 - September 30, 2008   —   —   —   1,572,160 

             

Total   —  $ —   —   1,572,160 
  

 
  

 
  

 
  

 
 

 

(1)  Effective November 3, 2006, the Board of Directors extended the current share repurchase program of approximately 1.3 million shares of its
outstanding common stock in the open market for an additional year. In July 2007, the Board of Directors approved the repurchase of an
additional 5% of the Corporation’s common stock, representing approximately 1,068,000 of outstanding shares and extended all previous
share repurchase authorizations for a year. The repurchases are authorized to be made from time to time in open-market and/or negotiated
transactions as, in the opinion of management, market conditions may warrant. The repurchased shares will be held as treasury stock and will
be available for general corporate purposes. The Corporation utilizes various securities brokers as its agent for the stock repurchase program.

Item 3 Defaults upon Senior Securities.

Not applicable.

Item 4 Submission of Matters to a Vote of Security Holders.

Not applicable.

Item 5 Other Information.

Not applicable.
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Item 6 Exhibits.

The following exhibits are filed with this report:
     
 

 

Exhibit 10.1

 

Amendment No. 1 to Amended and Restated Credit Agreement, dated as of September 30, 2008, among Anchor Bancorp
Wisconsin, Inc., the financial institutions from time to time party to the agreement and U.S. Bank National Association, as
administrative agent for the lenders incorporated by reference to Exhibit 10.1 to the Corporation’s Current Report on
Form 8-K filed September 30, 2008 (File No. 000-20006).

     
 

 
Exhibit 31.1

 
Certification of Chief Executive Officer Pursuant to Rules 13a-14 and 15d-14 of the Securities Exchange Act of 1934 and
Section 302 of the Sarbanes-Oxley Act of 2002 is included herein as an exhibit to this Report.

     
 

 
Exhibit 31.2

 
Certification of Chief Financial Officer Pursuant to Rules 13a-14 and 15d-14 of the Securities Exchange Act of 1934 and
Section 302 of the Sarbanes-Oxley Act of 2002 is included as an exhibit to this Report.

     
 

 
Exhibit 32.1

 
Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350) is
included herein as an exhibit to this Report.

     
 

 
Exhibit 32.2

 
Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350) is
included herein as an exhibit to this Report.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

ANCHOR BANCORP WISCONSIN INC.
     
Date: November 10, 2008 By:  /s/ Douglas J. Timmerman   
  Douglas J. Timmerman, Chairman of the  
  Board, President and Chief Executive Officer  
     
Date: November 10, 2008 By:  /s/ Dale C. Ringgenberg   
  Dale C. Ringgenberg, Treasurer and  
  Chief Financial Officer  
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Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

Pursuant to Rules 13a-14 and 15d-14 of the Securities Exchange Act of 1934
and Section 302 of the Sarbanes-Oxley Act of 2002

I, Douglas J. Timmerman, Chairman, President and Chief Executive Officer of Anchor BanCorp Wisconsin Inc. certify that:

1.  I have reviewed this quarterly report on Form 10-Q of Anchor BanCorp Wisconsin Inc.;
 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4.  The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:

 (a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

 

 (b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles;

 

 (c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 (d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

5.  The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial reporting,
to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

 (a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 (b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

     
   
Date: November 10, 2008 /s/ Douglas J. Timmerman   
 Douglas J. Timmerman  
 Chairman, President and Chief Executive Officer  
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Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

Pursuant to Rules 13a-14 and 15d-14 of the Securities Exchange Act of 1934
and Section 302 of the Sarbanes-Oxley Act of 2002

I, Dale C. Ringgenberg, Chief Financial Officer and Treasurer of Anchor BanCorp Wisconsin Inc. certify that:

1.  I have reviewed this quarterly report on Form 10-Q of Anchor BanCorp Wisconsin Inc.;
 

2.  Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

 

3.  Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4.  The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f)) for the registrant and have:

 (a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

 

 (b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles;

 

 (c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 (d)  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

5.  The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial reporting,
to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

 (a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 (b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

     
   
Date: November 10, 2008 /s/ Dale C. Ringgenberg   
 Dale C. Ringgenberg  
 Treasurer and Chief Financial Officer  
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Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

     The undersigned executive officer of Anchor BanCorp Wisconsin Inc. (the “Registrant”) hereby certifies that the Registrant’s Form 10-Q for the
three months ended September 30, 2008 fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934 and that the
information contained therein fairly presents, in all material respects, the financial condition and results of operations of the Registrant.
     
   
 /s/ Douglas J. Timmerman   
 Douglas J. Timmerman, Chairman of the Board, President  
 and Chief Executive Officer  
 

November 10, 2008

Note: A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to Anchor BanCorp
Wisconsin Inc. and will be retained by Anchor BanCorp Wisconsin Inc. and furnished to the Securities and Exchange Commission or its staff upon
request.



EX-32.2 5 c47582exv32w2.htm EX-32.2

Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350)

     The undersigned executive officer of Anchor BanCorp Wisconsin Inc. (the “Registrant”) hereby certifies that the Registrant’s Form 10-Q for the
three months ended September 30, 2008 fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934 and that the
information contained therein fairly presents, in all material respects, the financial condition and results of operations of the Registrant.
     
 /s/ Dale C. Ringgenberg   
 Dale C. Ringgenberg, Treasurer and  
 Chief Financial Officer  

November 10, 2008

Note: A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to Anchor BanCorp
Wisconsin Inc. and will be retained by Anchor BanCorp Wisconsin Inc. and furnished to the Securities and Exchange Commission or its staff upon
request.
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