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MESSAGE TO SHAREHOLDERS

Dear Shareholders,

The past vear has provided us substantial challenges with the execution of our business plan. Flat and inverted yield
curves, additional governmental regulatory requirements, local cconomic downturns and a contraction of residential
lending are just a few. And yet, throughout the entire year our team has focused on increasing the clieat base and
managing the human and financial resources. We continue to believe we have an opportunity to build an outstanding

community-focused bank for businesses and consumers.

The results are in, and in spite of significant external challenges, 2006 was a phenomenal year for growth. Your wam
has increased the balance sheet by 36% and net interest income by the same 36%. Our balance shect at year-end
2006 was $63 million greater than the year ended 2005, We tumed the corner on profitability at the bank level in May
2006 and have had a profitable botiom line every month since May. Our noainterest expense decreased during this

time of growth, due to our stewardship of managing costs.

Here arc some of the highlights since 2003, when we modified our business plan to include business banking:

* “Total assets more than doubled o $236 million at year-end 2006.
* Loans necarly tripled and rotaled $185 million at year-cnd 2006
= Deposits more than doubled and totaled $168 million at year-end 2006,

e Net interest income nearly doubled and totaled $6.8 million.
During 2006, we increased total assets by 36%, increased loans by 49% and increased deposits by 31%.

The growth was the result of our clients discovering the banking difference we offer, as well as our ability to deliver

the difference with our people, products and processes.

In my message to you in 2005, I stated that “systemic, sustainable and profitable growth will be our focus for 2006.”

We helieve that our efforts and focus have and will provide us with opportunities for growth,

Sustained customer and asset growth continues to be our focus as we become a highly profitable bank, not just a
profitable one. Additionally, we will not merely grow for growth’s sake, but we will continue to use our years of

experience 1o monitor both credit quality and operational risks,

We are a diversified provider of financial services focused on businessces and individuals who demand great service
and access to creative, experienced decision makers who provide alternatives and great value. This is the formula for

our growth.

Systemic, sustainable and profitable growth will be our continued focus for 2007. Our promise of creating value for
our customers, the communities we serve and for our shareholders also continues. We will accomplish these goals by

utilizing our values and strong business ethics and will continue our tasks through executing with a sense of urgency.

We look forward to the coming year and the opportunity to huild on the accomplishments of 2006. We are growing

and becoming stronger. Thank you for your support.

«w&a& Adsl o

Mark S. Allio

Chairman, President and CEO ? ﬂﬁ‘ﬂtl‘ﬂﬂ Fﬂd@l’ml COK"pOT"ﬁUOﬂ bage 3
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

SELECTED FINANCIAL AND OTHER DATA

The information in the following tables should be read in conjunction with our Consolidated Financial Statements,
the related Notes and Management's Discussion and Analysis of Financial Condition and Results of Operations as
contained in this report.

SELECTED FINANCIAL CONDITION DATA:
(DOLLARS IN THOUSANDS) AT DECEMBER 31,

2006 2005 2004 2003 2002

Total assets $236,028 $173,021 $171,005  $107,011 $ 110,551
Cash and cash equivalents 5,403 2,972 32,675 8,936 12,861
Securities available for sale 29,326 30,872 13,508 27,126 1,439
Securities held to maturity - - - - 17,822
Loans held for sale 2,000 2,419 1,888 106 -
Loans, net 184,695 124,026 108,149 58,024 62,565
Allowance for loan losses 2,109 1,495 978 415 361
Nonperforming assets 297 800 18 934 783
Foreclosed assets = - 132 193 2
Goodwill < - 1,749 - -
Other intangible assets e - 299 - -
Deposits 167,591 127,588 101,624
FHLB advances 32,520 22,995 41,170
Other borrowings - - 2,249
Subordinated debentures 5,155 5,155 5,155
Total shareholders’ equity 29,085 16,081 19,507

SUMMARY OF OPERATIONS:
(DOLLARS IN THOUSANDS) FOR THE YEAR ENDED DECEMBER 31,

2006 2005 2004 2003

Total interest income $ 13,654 $ 8,691 6,144 5,435
Total interest expense 6,889 3,723 2,149 3,521

Net interest income 6,765 4,968 3,995 1,914
Provision for loan losses ‘ 820 674 646 102

Net interest income after provision for loan losses 5,945 4,294 3,349 1,812

Noninterest income:
Net gain (loss) on sale of securities (5) - (55) 42 16

Other - 828 866 592 714 549
Total noninterest income ‘ 823 866 537 756 565
Impairment loss on goodwill and intangibles ‘ - 1.966 - - -
Noninterest expense 6,849 6,861 6,420 5,930 3,164
Income (loss) before income taxes T (3,667) (2,534) (3,362) 987
Income tax expense (benefit) it (44): (377) (872) (988) 313
Net income (loss) $0(GD 0 $ (3290 8 (16620 § (2374 § 674

(See footnotes on next page)
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SELECTED FINANCIAL RATIOS AND OTHER DATA:
AT OR FOR THE YEAR ENDED DECEMBER 31,

2006~ 2005 2004 2003 2002

Performance Ratios: @07 i .

Return on average assets (0.02%) (2.02%) (1.23%) (2.19%) 0.58%
Return on average equity H012%) - (17.71%) (8.60%)  (12.34%) 3.76%
Average yield on interest-earning assets® 6.84%. 5.87% 5.03% 5.62% 6.98%
Average rate paid on interest-bearing liabilities T 4.00% 2.75% 1.93% 2.63% 3.63%
Average interest rate spread ¥ 2.84% 3.12% 3.10% 2.99% 3.35%
Net interest margin, fully taxable equivalent®"® - .3.39% 3.35% 3.27% 3.28% 3.56%
Interest-earning assets to interest-bearing liabilities 115:83% - 109.46% 109.82% 113.38% 106.09%
Efficiency ratio® $0.20% 151.30% 139.96% 225.65% 76.17%
Noninterest expense o average assets i3.20% 5.43% 4.74% 5.47% 2.74%
Dividend payout ratio ' i n/m n/m n/m 83.7%
Capital Ratios:® ‘

Equity to total assets at end of period 12:32% . 9.29% 11.41% 18.56% 15.90%
Average equity to average assets C13.89% 11.43% 14.26% 17.76% 15.54%
Tangible capital ratio® 9'80% £.90% 8.10% 13.90% 18.90%
Core capital ratic® S 9.80% 6.90% 8.10% 13.90% 18.90%
Risk-based capital ratio® 1260% © 10.10% 12.20%  21.60% 38.60%
Asset Quality Ratios: ® :

Nonperforming loans to total loans® L D6% 0.64% 0.26% 1.28% 1.25%
Nonperforming assets to total assets® L 0.13%. ' 0.46% 0.24% 0.87% 0.71%
Allowance for loan losses to total loans S 143% 1.19% 0.90% 0.71% 0.57%
Allowance for loan losses to nonperforming loans® 710.10% 186.88% 341.96% 56.01% 46.22%
Net charge-offs to average loans S03% 0.14% 0.10% 0.08% 0.05%
Per Share Data: : g

Basic earnings (10ss) per share 8 0n 5(149) 5082  $(1.3D $0.44
Diluted earnings (loss) per share R (XA (1.49) (0.82) (1.31) 0.43
Dividends declared 0.36. 0.36 0.36 0.36 0.36
Tangible book value per share at end of period k 640 7.17 7.99 9.81 10.68

(1) Loans, net reprasents gross loans receivable net of the allowance for loan losses, loems in process and deferved loan origination fees,
(2) Asset quality ratios and caprital ratios are end-of-frriod rattos. All other ratios are based on average monthly balances during the indicared perfocds.
(3) Calewlations of yield are presented on @ taxable equivaleny basts using the federal income lax rave of 34%.
(4) Ube average interest rate spread represews the difference between the weighted avevape yield on average interest-carning assets and the welghted average cost
of wverage interest-beartng liabilities,
(5) The net tnterest Margin represents NEE INLercst income ds a percent of averdge interest-earning assers.
(6) The gfficiency ralio equals noninterest expense divided by net interest income plus noninterest income (excluding gains or losses on securities Transdcrions).
(7) Nonperforming loans consist of nonaccrual loans and other loans 90 duys or more past e,
(%) Nomperforming assets consist of nonperforining loans, otber repossessed dssels and REQ.
(9) Regulatory capital rarios of CrBank.
(10) Calculated exchuding the §1.3 million penalty on prepayment of FHLE advances in 2003.
(11} Performance ratios for the yedr ended December 31, 2005 were significantly affecred by the pre-tax $2.0 million impatrment loss on goodwill and inlangibles,
Following dre performance ratios excluding this charge:

Keturn on aoerage assets (0.86%)
Return an auerage equity (7.2790)
Efficiency ratio 117.60%
Ratio of noninterest exprense to auerdge assels 4.20%
Reconciliation of GAAP ner loss o loss excluding the impairment loss on goodwill and intangibles:
GANP net lass £ (3,290)
Impairment loss on goodwill and intangibles, net of tax 1,893
Loss excluding impairment loss on goodwill and intangibles  $ (1,397)
Dituted loss per share F (0630
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FORWARD-LOOKING STATEMENTS

This Annual Report contains “forward-looking statements”
which may be identificd by the use of such words as
“may,” “believe,” “expect,” “anticipate,” “should,” “plan,”
“estimate,” “predict,” “continue” and “potential” or the

” o«

negative of these terms or other comparable terminology.

Examples of forward-looking statements include, but
are not limited to, estimates with respect to our financial
condition, results of operations and business that are
subject to various factors which could cause actual
results to differ materially from these estimates, These
factors include, but are not limited to (i) general and
local economic conditions, (ii) changes in interest rates,
deposit flows, demand for mortgages and other loans,
real estate values and competition, (iii) changes in
accounting principles, policies or guidelines, (iv)
changes in legislation or regulation and (v) other

GENERAL

Central Federal Corporation is a savings and loan
holding company incorporated in Delaware in 1998,
Substantially all of our business is the opcration of
our principal subsidiary, CliBank, a federally chartered
savings association formed in Ohio in 1892.

CFBank is a community-oriented financial institution
offering a variety of financial services to meet the needs
of the communities we serve, Our client-centric method
of operation emphasizes personalized service, clients’
access to decision makers, solution-driven lending and
quick execution, efficient use of technology und the
convenience of remote deposit, telephone banking,
corporate: cash management and online internet banking,
We attract deposits from the gencral public and use

the deposits, together with borrowings and other funds,
primarily to originate commercial and commercial real
estate loans, single-family and muld-family residential
mortgage loans and home equity lines of credit.

CENTRAL FEDERAL CORPORATION 2006
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economic, competitive, governmental, regulatory and
technologieal factors affecting our operations, pricing,
products and services.

Any or all of our forward-looking statements in this
Annual Report and in any other public statements we
make may turn out to be wrong. They can be affected
by inaccurale assumptions we might make or by known
or unknown risks and uncertainties. Conscquently, no
forward-looking statement can be guaranteed and we
caution readers not to place undue reliance on any such
forward-looking statements. We undertake no obligation
o publicly release revisions to any forward-looking
statermnents to reflect events or circumstances after the
date of such statements,

Our principal market area for loans and deposits includes
the following Ohio counties: Summit County through
our office in Fairlawn, Ohio; Franklin County through
our office in Columbus, Ohio; and Columbiana County
through our offices in Calcutta and Wellsville, Ohio,

We have a residential mortgage origination office in
Akron, Ohio. W originate commercial and conventional
real estate loans and business loans throughout Ohio.

Management’s discussion and analysis represents a
review of our consolidated financial condition and
results of operations. This review should be read in
conjunction with our consolidated financial statements
and related notes.

REPORT




MANAGEMENT STRATEGY

We achieved profitability in the 2nd quarter of 2006

for the first time since implementing our new strategic
plan in 2003, We continued to successfully execute our
plan based on commercial, commercial real estate and
multi-family loan growth through processes focused on
customers and cfficient operations. Qur stock offering

in January 2006 provided $14.6 million in net procceds,
which allowed us 1o expand our lending limit and
provided additional capital for growth, We have transi-
tioned from a retail savings and loan association to @
growth-oriented community bank while retaining our
flexible thrifi charter, We are a diversified provider of
financial products focused on businesses and individuals
who demand great service and access to decision-makers
who provide alternatives and create value.

OQur strategy to increase growth and profitability,
initiated in 2003, has the following components:

* Management — We believe a substantial segment of
the market is eager w do business with experienced
hankers, such as ours, who are willing and able to
provide personal service and prompt decisions.

* Growth Markets — Along with our expansion into
Columbus and Fairlawn, Ohio in 2003, we shifted
our focus to the more profitable commercial and
commercial real estate loan markets, In September
20006, we announced the future relocation of our
Columbus regional office to Worthington. The new
high traffic, high visibility location will provide as
with access to 4 market which has approximately
$1 billion in retail deposits and a larger group of
commercial and retail customers. Relocation is
expected to occur in the 2nd quarter of 2007,

» Custoiner Servpice — We have differentiated ourselves
from the competition by providing personalized
service and access to creative, experienced decision
makers, Qur goal is to meet the individual
financial needs and objectives of each customer.

» Asset Quality —~ We¢ have been careful to maintain
our historically excellent asset quality and plan
continue to expand our loan portfolio through
conservative underwriting practices.

Total assets increased $63.0 million or 36.4% in 2000,
including $54.1 million or 74.7% growth in commercial,
commercial real estate and multi-family loans, the focus
of our growth plan. We were able to significantly increase
assets and revenues without an increase in normal,
recurring noninterest expense. Noninterest expense totaled
$6,849,000 in 2006 and $6,861,000 in 2005.

As a result of growth in assets, particularly commercial,
commercial real estate and mult-family loans, gross
interest income Increased 57.19% in 2006, The flat and
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inverted vield curve which existed for much of 2006
put negative pressure on funding costs, and interest
expense increased 85.0% in 2006, The result was a
36.2% increase in net interest income in 2006, Continued
downward pressure on margins is expected in the
current interest rate environment, and as a result,
management of the net interest murgin will continue

to be a challenge.

Profitability has been impacted by expenses associated
with additons 10 management and staff necessary 10
support growth and by operating expenses associated
with expansion into new markets. The staff and expansion
expensas were essential to our focus on business and
{inancial services, but required the support of a larger
asset base and increased revenues in order to increase
profitability. Provisions for loan losses resulting from
increased commercial, commercial real estate and multi-
family residential lending negatively affect profitability.
Current projections indicate that improved performance
is significantly dependent on our ability to continue

to grow. While we recognize that we have many
well-established competitors in our new markets, we
believe that we will continue to be able to achieve
signiticant growth in these markets.

Qur net income (loss) is dependent primarily on net
interest income, which is the difference berween the
interest income eamed on loans and securities and the
cost of funds, consisting of interest paid on deposits
and borrowed funds. Net interest income is affected by
regulatory, cconomic and competitive factors that jnflu-
ence interest rates, loan demand and deposit flows. Net
income is also affected by, among other things, loan fec
income, provisions for loan losses, service charges, gains
on loan sales, operating expenses, and franchise and
income taxes. Operating expenses principally consist

of employee compensation and benefits, occupancy,
and other general and administrative expenscs, Results
of operations are significantly affected by general
economic and competitive conditions, particularly
changes in market interest rates, government policies,
and actions of regulatory authorities, Future changes

in applicable laws, regulations or government policies
may also materially impact our performance.

We are not aware of any market or institutional trends,
other events, or uncertainties that are expected to
have a materdal effect on liquidity, capital resources

or operations. We are not aware of any current recom-
mendations by regulators which would have a material
effect if implemented.
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FINANCIAL CONDITION

General, Asscts totaled $236.0 million at December 31,
2006, an increase of $63.0 million or 36.4% from $173.0
million at December 31, 2005. The increase was attribut-
able o growth in the loan portfolio, which was funded
with proceeds from the stock offering, deposit growth
and Federal Home Loan Bank (FHLB) acdvances.

Loans. Nel loans totaled $184.7 million at December 31,
2006, an increase of $60.7 million or 48.9% compared to
$124.0 million at December 31, 2005, The increase was
driven by growth in commercial, commercial real estate
and multi-family loans, the integral focus of our strategic
growth plan, which totaled $126.6 million at December
31, 2006 and increased $54.1 million or 74.7% compared
to $72.5 million at December 31, 2005, Consumer

loans totaled $30.2 million at December 31, 2006 and
increased $706,000 or 2.4% compared to $29.5 million at
December 31, 2005, due w0 the purchase of $5.1 million
in auto loans offset by repayments on home equity
lines of credit. Mortgage loans totaled $30.2 million at
December 31, 2006 and increased $6.6 million or 27.9%
compared to $23.6 million at December 31, 2005.

Premises and equipment. Premises and equipment
totaled $4.1 million at December 31, 2006, an increase
of $1.2 million compared to $2.9 million at December
31, 2005 due to construction costs related to the new
Worthington office.

Deposits. Deposits totaled $167.6 million at December 31,
2006, an increasc of $40.0 million or 31.4% compared

to $127.6 million at December 31, 2005, The increase

in deposits was due to growth of $28.8 million in
certificate of deposit accounts, $12.8 million in money
market accounts and $3.6 million in noninterest bearing
deposits offset by a decline of $2.3 million in interest
bearing checking accounts and $2.9 million in traditional
savings account balances. Growth in certificate of deposit
accounts included $17.4 million in brokered deposits.
During the last six months of 2006, we issucd $9.7
mijllion in callable brokered certificates of deposit which
will assist with asset/liability management should we sce

CENTRAL FEDERAL CORPORATION 2006
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a downward shift in the short end of the yield curve
and which also will lock in longer term funding should
rates increase. We expect to continue to usc brokered
deposits as a source of funding depending on market
conditions, pricing and funding necds. Growth in nonin-
terest bearing deposits reflected increased commercial
customer relationships.

Federal Home Loan Bank advances, F11LB advances
totaled $32.5 million at December 31, 2000, an increase
of $9.5 million or 41.4% compared to $23.0 million at
December 31, 2005. These borrowings were used to
fund loan growth.

Subordinated debentures. Subordinated debentures
totaled $5.2 million at year-cnd 2006 and 2005, These
debentures were issued in 2003 in exchange for the
proceeds of a $5.0 million trust preferred sccurities
offering issued by a trust formed by the Company.
The proceeds of the offering are available to provide
capital for CFBank to support growth.

Sharebolders’ equity. Shareholders’ equity totaled $29.1
million at December 31, 2006, an increase of $13.0
million or 80.9% compared to $16.1 million at December
31, 2005 as a result of proceeds from the stock offering
less dividends and the net loss for 2006,

Office of Thrift Supervision (OTS) regulations require
savings institutions to maintain certain minimum levels
of regulatory capital. Additionally, the regulations establish
a framework for the classification of savings institutions
into five categories: well-capitalized, adequately capital-
ized, undercapitalized, significantly undercapitalized
and critically undercapitalized. Generally, an institution
is considered well-capitalized if it has a core (Tier 1)
capital ratio of at least 5.0% (based on adjusted total
assets); a core (Tier 1) risk-based capital ratio of a

least 6.0%; and a total risk-based capital ratio of at
least 10.0%. CFBank had capital ratios above the
well-capitalized levels at year-end 2006 and 2005.

REFOQORIT




COMPARISON OF RESULTS OF OPERATIONS FOR 2006 AND 2005

General. Operations resulted in a net loss of $37,000 or
$.01 per diluted share in 2006, an improvement of $3.3
million compared to 4 net loss of $3.3 million or $1.49
per diluted share in 2005. The Joss in 2005 included
$1.9 million or $.86 per diluted share impairment loss
on goodwill and intangibles described in the “Critical
Accounting Policies” scction of this Annual Report.
Performance improved $1,360,000 to a loss of ($37,000)
or ($.01) per diluted share in 2006 compared to a loss
of ($1,397,000) or ($.63) per diluted share in 2005, not
including the impairment loss, due to a 36.2% increase
in net interest income resulting from substantial loan
growth during 2006.

Net interest income. Net interest income is a significant
component of net income, and consists of the difference
between interest income generated on interest-earning
assets and interest expense incurred on interest-bearing
liabilities. Net interest income is primarily affected by
the volumes, interest rates and composition of interest-
carning asscts and interest-bearing liabilities. The tables
titled “Average Balances, Interest Rates and Yields” and
“Rute/Volume Analysis of Net Tnterest Income” provide
important information on factors impacting net interest
income and should be read in conjunction with this
discussion of net interest income.

Net interest margin increased to 3.39% during 2006 com-
pared to 3.35% during 2005 largely due o employment
of the additional capital raised in our public offering and
increased viclds on CFBank’s adjustable rate assets tied
to prime and other short-term market indices, primarily
commercial loans and home equity lines of credit. Net
interest margin declined from 3.56% the 1st quarter of
2006 to 3.20% in the 4th quarter of 2006 as higher
short-term market interest rates and « flat to inverted
yield curve negatively impacted the cost of funding,

Tnterest income increased $5.0 million or 57.1% to

$13.7 million in 2006, compared to $8.7 million in 2005,
primarily due to increased income on loans and sccurities.
fnterest income on loans increased $4.5 million, or 61.8%
in 2006 to $11.8 million compared to $7.3 million in
2005, due to growth in average loan balances and higher
yields on loans. Average loan balances increased $48.4
miltion and totaled $164.2 million in 2006 compared to
$115.8 million in 2005 due to commercial, commercial
real estate and multi-family mortgage loan growth.
Average loan yields increased 89 basis points (bp)

to 7.19% in 2006 compared to 6.30% in 2005 due to
increascd short-term market interest rates in 2006

and an increase in the yield on new loans originated.
The increase in short-term market interest rates also
increased viclds on variable rate loans in our portfolio,
such as home cquity lines of credit, which are tied to
the prime rate, and commercial, commercial real estate
and multi-family mortgage loans, a significant portion
of which are adjustable rate loans. Interest income on
seeuritics increased $488,000 or 43.5% and totaled $1.6
million in 2006 compared to $1.1 million in 2005 due to

CENTRAL
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an increase in the average balance and yield on sceuritics.
The average balance of sccuritics increased $5.6 million
and totaled $31.0 million in 2006 compared to $25.4
million in 2005. The increase was due 1o a securitization
of single-family residential mortgage loans held in our
portfolio with an outstanding principal balance of $18.6
million. The sccuritization, in which we retained the
securities, occurred in a transaction with Freddie Mac

in the second quarter of 2005, The yield on securities
increased 71 bp and totaled 5.16% in 2006 compared

10 4.45% in 2005 primarily due to the mortgage Joan
securitization, which added higher vielding assets 1o

the securitics portfolio, and due to current year purchases
at higher vyields. The average balance of interest-earning
assets increased $31.2 million, and the average yield

of interest-earning assets increased 97 bp during 2006,

Tnterest expense increased $3.2 million or 85.0% to $6.9
million in 2006 compared to $3.7 million in 2005 due

to increased expense on both deposits and borrowings.
Interest expense on deposits increased $2.5 million or
87.0% to $5.3 million from $2.8 million in 2005 due

to increases in both the average balance and cost of
deposits. Average deposit balances increased $28.5
million to $139.1 million in 2006 from $110.6 million

in 2005 primarily due to growth in certificate of deposit
accounts and money market accounts. The average

cost of deposits increased 125 bp to 3.80% in 2006 from
2.55% in 2005 due to higher short-term market interest
rates and a flat to inverted vield curve in 20006, Interest
expense on FHLB advances and other borrowings,
including subordinated debentures, increased $710,000 or
70.0% to $1.6 million in 2006 from $899,000 in 2005 due
to an increase in both the average balance and cost of
borrowings. The average balance of FHLB advances and
other borrowings increased $8.3 million 16 $33.2 million
in 2006 from $24.9 million in 2005 as FHLB advances
were used to fund loan growth. The average cost of
FHLB advances and other borrowings increased 123 bp
to 4.85% in 2006 from 3.62% in 2005 primarily due to
increased short-term interest rates in 2000 which
negatively aflected both the cost of short-term FHLB
advances and subordinated debentures. The average
balance of interest-hearing liabilitics increased $36.8
million and the average cost of intercst-bearing liabilities
increased 125 bp in 2006.

Provision for loan losses. Management analyzes the
adequacy of the allowance for loan losses regularly
through reviews of the performance of the loan
portlolio giving consideration to economic conditions,
changes in interest rates and the effect of such changes
on real estate values, and changes in the composition

of the loan portfolio. The allowance for loan losses is
established through a provision for loan losses based on
management’s evaluation of the risk in its loan portfolio,
The evaluation includes a review of all Joans for which
full collectibility may not be reasonably assured and
considers, among other factors, the estimated fair

value of the underlying collateral, economic conditions,

CORFORATION 2006 ANNUAL REPORT
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COMPARISON OF RESULTS OF OPERATIONS FOR 2006 AND 2005 (CONTINUED)

historical loan loss experience, changes in the size and
growth of the loan portfolio and additional faciors that
warrant recognition in providing for an adequate loan
logs allowance. Future additions to the allowance for
loan losses will be dependent on these factors.

Based on management's review, the provision for loan
losses increased by $146,000 (o a total of $820,000 in
2006, from $674,000 in 2005, due to commercial, com-
mercial real estate and multi-family loan growth in 20006.
At December 31, 2006, the allowance for commercial,
commercial real estate and multi-family mortgage loans
totaled $1.9 million, an increasce of $629,000 or 47.7%
from $1.3 million at December 31, 2005, as these loan
types increased from 57.7% of the loan portfolio at
year-end 2005 to 67.7% at year-end 2006, Commercial,
commercial real estate and multi-family loans tend to be
larger balance, higher risk loans than other loans made
by CFBank, and 92.3% of the allowance was allocated
to the higher risk loan types at December 31, 2006.

At December 31, 20006, the allowance for loan losses
represented 1.13% of total loans compared to 1.19%

4t December 31, 2005.

Nonperforming loans, all of which are nonaccrual loans,
totaled $297,000 at December 31, 2006, a decreasc of
$503,000 compared to $800,000 at December 31, 2005,
‘The decline in nonaccrual loans was due 1o acquisition
of properties through the foreclosure process. Al
December 31, 20006, 0.2% of total loans were nonacerual
loans compared to 0.6% at December 31, 2005. Consistent
with all prior periods since we began our expansion
into business lending, there were no nonperforming
commercial loans at December 31, 2006. More than
97% of the nonaccrual loan balances were secured

by single-family homes in our primary market arca.
Management believes the allowance for loan losses

is adequate to absorb probable incurred credit losses

in the loan portfolio at December 31, 2006; however,
future additions to the allowance may be nccessary
based on changes in economic conditions and the
factors discussed previously.

We continue to provide appropriate reserves for loan
losses in response to growth in commercial, commercial
real estate and multi-family loans. Periods of rapid Joan
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growth will tend to show lower profitability levels than
other periods due to the up-front provision recorded
when loans are originated. However, management
believes that prudent continued expansion of the loan
portfolio will enhance long-term profitability.

Noninterest income. Noninterest income totaled $823,000
in 2006 and was $43,000 or 5.0% lower than 2005 due

to a decline in gains on loan sales in 20006, partially offset
by additional service charges and other income. Net gain
on sales of loans declined 30.5% and 1otaled $326,000

in 2006 as mortgage loan production was negatively
impacted by changes in staffing and processes in the
mortgage division, Mortgage loan originations and sales
totaled $44.0 million in 2006 compared to $55.4 million
in 2005. Significant future increases in market mortgage
interest rates may reduce the volume of loan originations,
sules and resultant gains,

Noninterest expense. Nonintercst cxpense totaled
$6,849,000 in 2006, comparable 10 $6,861,000 in 2003,
not including the impairment loss in 2005, Management
continues to leverage growth with existing resources
and there was no increase in noninterest expense to
support the 36.4% balance sheet growth achieved in 2006,

Noninterest expense 1o average assels (not including
the impairment loss in 2005) improved 0 3.20% in 2006
from 4.20% in 2005, and the efficiency ratio improved
o 90.20% in 2006 from 117.60% in 2005. The positive
movement in these ratios resulted from control of
noninterest expense, growth in the balance shect, and
increased net interest income. We anticipate favorable
trends in these measures of cost and efficiency as we
continue to ¢xecute our growth strategy.

Income taxes. The income tax bencfit in 2006 totaled
$44,000 and was less than the benefil in 2005 due 10 a
lower pretax loss in 2006 and a non-cash non-recurring
federal income tax charge of $344,000 related to
redemption of FHLB stock in 2005, (See “Comparison of
Results of Operations for 2005 and 2004 — Incomg taxes.”)
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COMPARISON OF RESULTS OF OPERATIONS FOR 2005 AND 2004

General. Opcrations resulted in a net loss of $3.3 million
or $1.49 per diluted share in 2005, an increase of $1.6
million compared to a net loss of $1.7 million or $.82 per
diluted share in 2004 primarily due to the impairment loss
and federal income tax on the FHLB stock redemption
offset by increased net interest income resulting from

our growth strategy.

Net interest income. Net interest income increased 24.4%
and totaled $5.0 million in 2005 compared to $4.0 million
in 2004. The improvement in net interest income was
due to growth in assets, primarily commercial, commercial
real cstate and multi-family mortgage loans, and home
cquity lines of credit.

Interest income increased $2.6 million or 41.5% to

$8.7 million in 2003, compared to $6.1 million in 2004,
primarily due (o increased income on loans and securities
offset by a decline in income from short-term cash
investments. Interest income on loans increased $2.4
million, or 50.3% in 2005 to $7.3 million compared to
$4.9 million in 2004, due to growth in average loan
balances and higher yields on loans. Average loan balances
increased $33.9 million and totaled $115.8 million in
2005 compared to $81.9 million in 2004 primarily due

1o comumercial, commercial real estate and multi-family
mortgage loan growth. Average loan yields increased 37
bp to 6.309 in 2005 compared to 5.93% in 2004 due to
an increase in shortterm market interest rates in 2003
and growth in commercial, commercial real estate and
multi-family mortgage loans, and home equity lines of
credit, which are primarily adjustable rate loans and
comprised 76.7% of the loan portfolio in 2005 compared
o 53.7% in 2004. Intercst income on securilies increased
$351,000 or 45.6% and totaled $1.1 million in 2005
compared to $770,000 in 2004 duc to an increase in

the average balance and yield on securities. The average
balance of securities increased $5.8 million and totaled
$25.4 million in 2005 compared to $19.6 million in 2004
due to the securitization transaction discussed previously,
The vield on securities increased 44 bp and totaled
4.45% In 2005 compared to 4.01% in 2004 primarily due
to the mongage loan securitization which added higher
yielding assets to the securities portfolio. Interest income
on federal funds sold and other earning assets declined
$279,000 and totaled $88,000 in 2005 compared to
$367,000 in 2004 due to a decline in the average balance
partially offsct by an increase in yield on these asscts.
The average balance of other earning assets decreased
$13.9 million and totaled $3.4 million in 2005 compared
1o $17.3 million in 2004, which included an arbitage
rransaction in which $30.0 million in overnight investments
were purchased at a positive spread to the FHLB advances
used to fund the investment. As short-term interest rates
increased and the spread between the investment and
horrowing declined, the investments were liquidated

and cash was used to repay the advances during the

first quarter of 2005. The yicld on other earning assets
increased 49 bp to 2.61% in 2005 from 2.12% in 2004 as

CENTRAL

FEDERAL

short-term market interest rates increased during 2005,
The average balance of interest-earning assets increased
$25.8 million and the average yield of intcrest-earning
assets increased 84 bp during 2005.

Interest expense increased $1.6 million or 73.2% to $3.7
million in 2005 compared to $2.1 million in 2004 due

to increased interest expense on both deposits and
borrowings. Interest expense on deposits increased $1.4
million or 96.7% to $2.8 million from $1.4 million in 2004
due to increases in both the average balance and cost

of deposits. Average deposit balances increased $30.3
million to $110.6 million in 2005 from $80.3 million in
2004 primarily due to growth in certificate of deposit
accounts, The average cost of deposits increased 76 bp
to 2.55% in 2005 from 1.79% in 2004 due to higher
market interest rates in 2005, Interest expense on FHILB
advances and other borrowings, including subordinated
debentures, increased $186,000 or 26.1% to $899,000

in 2005 from $713,000 in 2004 duc to an increase in the
average cosl, offset by a decline in the average balance
of borrowings. The average cost of FHLB advances and
other borrowings increased 134 bp to 3.62% in 2005 from
2.28% in 2004 primarily duc increascd shott-term interest
rates in 2005, which negatively affected both the cost of
short-term 'HLB advances and subordinated debentures.
The average balance of FHLB advances and other
borrowings decreased $6.4 million to $24.9 million in
2005 from $31.3 million in 2004 as short-term borrowings
were repaid when the arbitrage transaction described
previously was unwound in the first quarter of 2005.

The average balance of interest-bearing liabilities increased
$23.9 million, and the average cost of interest-bearing
liabilities increased 82 bp in 2005,

Net interest margin increased 8 bp from 3.27% in 2004 to
3.35% in 2005.

Proviston for loan losses. The provision for loan losses

is based on management’s regular review of the loan
portfolio as described in detail previously. Based on this
review, the provision for loan losses totaled $674,000

in 2005 compared o $646,000 in 2004. At December 31,
2005, the allowance for commercial, commercial rcal
estate and multi-family mortgage loans otaled $1.3
million, an increase of $456,000 or 52.9% from $862,000
at December 31, 2004 as these loan types increased from
48.3% of the loan portfolio at year-end 2004 to 57.7% at
year-end 2003. At December 31, 2005, 88.2% of the
allowance was allocated to these loan types, as they tend
to be larger halance, higher risk louns. The allowance for
loan losses represented 1.19% of total loans at December
31, 2005, compared to 0.90% at December 31, 2004,
Nonperforming loans, all of which were nonacerual
loans, totaled $800,000 at December 31, 2005, an increase
of $514,000 compared to $286,000 at December 31, 2004
representing an increase in single-family mortgage loan
delinquencies. At December 31, 2005, 0.6% of total loans
were nonaccrual loans compared to 0.3% at December 31,
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COMPARISON OF RESULTS OF OPERATIONS FOR 2005 AND 2004 (CONTINUED)

2004. All of the nonaccrual loan balances were secured
by single-family homes in our primary market area.

Noninterest income. Noninterest income increased
$329,000 or 61.3% to $866,000 in 2005 compared (o
$537,000 in 2004 due to an increase in net gains on
loan sales. Mortgage loan originations and sales increased
and net gains on sales totaled $469,000 in 2005, an
increase of $247,000 from $222,000 in 2004 due to a full
year of originations by the mortgage division acquired
in October 2004.

Noninterest expense. Noninterest expense included an
impairment loss of $2.0 million described in the “Critical
Accounting Policies” section of this Annual Report.
Noninterest expense, excluding the impairment loss,
totaled $6.9 million in 2005, an increase of $441,000

or 6.9% compared to $6.4 million in 2004 primarily due
1o a full year of operating costs related to the mortgage
division which totaled $831,000 in 2005 compared to
$144,000 in 2004. Noninterest expense in 2005 also included
$68,000 in professional fees related to implementation of
the internal control provisions of Section 404 of the

CENTRAL FEDERAL CORPORATION 2006
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Sarbanes-Oxley Act of 2002, which will be applicable
to us beginning in 2007, Noninterest expense in 2004

to a reverse stock split abandoned by the Board in early
2003 and $166,000 in cxpenses related to employee
severance and post-retirement life insurance benefits
associated with bank owned life insurance.

Income taxes, The income tax benefit in 2005 totaled
$377,000 and included a non-cash non-recurring federal
income tax charge of $344,000 related to redemption

of $1.3 million in FHLB stock which resulted in a $1.0
million gain for tax purposes and utilized a portion

of our net operating loss carryforward. The redemption
resulted in no gain for book purposes but did result in
the recognition of federal income tax ¢xpense associated
with FHLB stock dividends received from 1978 through
1997 which reduced the basis of the shares redeemed
for which no deferred tax liability had been established.
The goodwill impairment loss recognized in 2005 was
not deductible for tax purposes,
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The following table presents for the periods indicated the total dollar amount of fully taxable equivalent interest
income from average interest-earning assets and the resultant yields, as well as the interest expense on average
interest-bearing liabilities, expressed in both dollars and rates.

AVERAGE BALANCES, INTEREST RATES AND YIELDS

(DOLLARS IN THOUSANDS) FOR THE YEARS ENDED DECEMBER 31,
2008 2005 2004
I
AVERAGE INTEREST -~ AVERAGE AVERAGE INTEREST AVERAGE AVERAGE INTERES T AVERAGE
OUTSTANDING * - EARNED! IECD/ QUTSTANDING EARNED/ YELDY OUTSTANDING EARNED/ YIELDY
BALANCE PAID  RATE BALANCE PAID RATE BALANCE PAID RATE

T I T
Interast-earning assets: !
Securitigs @ $ 30,991 $.1,608 5.16% $ 25404 | % 1121 4.45% | § 19,605 $ 780 | A01%
Loans and loans held for sate® 164,204 11,805 | 7:18% 115,757 7,295 6.30% 81,900 4,855 | 5.93%
Other earning assets 1,610 821 5.09% 3,368 88 2.61% 17,329 367 | 2.12%
FHLB stock 2,723 158+ 5.80% 3751 187 4.99% 3,694 152 | 411%
—————————————— ———p——

Total interest-earning assets 199,528 13,654 | 6.84% 148,280 8,691 5.87% 122,528 6,154 | 5.03%
Noninterest-earning assets 14,233 14,272 13,034

Total assets [ $213,761 | ’ ‘ $ 162,552 $ 135,562
Interest-bearing liabilities: e ;
Deposits $ 139,056 5,280' 3.80% | $ 110,601 2,824 2.55% | § 80,305 1,436 | 1.79%
FHLB advances and other )
borrowings 33,201 1,609 1 4.85% 24,860 899 362% 31,265 713 | 2.28%

Total interest-bearing liabilities 172,257 6,889. | 4.00% l_- 135,461 3,723 2.75% 111,570 2,149 T‘I.QB%
Noninterest-bearing liabilities 11,802 8,518 4,658

Total liabiliies 184,059 ' 143979 | T 116,228
Equity . 29,702 18,573 19,334

Total liabilities and equity $213,761 T $162552 | $ 135,562
Net interest-earning assets $ 27,271 $ 12,819 $ 10,958
Net interest income/
interest rate spread § 6,765 | 2.84% $ 4,968 | 3.12% $4,005 | 3.10%
Net interest margin ‘ 3.39% 3.35% 3.27%
Average interest-earning assets to
average interest-bearing liabilites | 115.83% ' 109.46% L 109.82% J |

(1) Averdge balance is computed using the carrping value of securities.

Average yield is compted using the historical amortized cost average balance for auailable for sale securities.
(2) Average yields and interest ecrned are stated on Sully taxable equivalent basis,
(3) Ralance is ner of deferred Ioan origination fees, undisbursed proceeds of construction foans exned inchides nonperforming loans.
CENTRAL FEDCRAL CORPORATION 2G06 ANNUAL REPORT ' page 13
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The following table presents the dollar amount of changes in intercst income and interest expense for major compo-
nents of interest-earning assets and interest-bearing liabilities. It distinguishes between the increase and decrease related
to changes in balances and/or changes in interest rates. For cach category of interest-carning assets and interest-bearing
liabilities, information is provided on changes attributable to (i) changes in volume (i.e., changes in volume multiplied
by the prior rate) and (ii) changes in rate (i.e., changes in rate multiplied by prior volume). For purposes of this table,
changes attributable to both rate and volume which cannaot be segregated have been allocated proportionately to the
change dve to volume and the change due to rate.

RATE/VOLUME ANALYSIES OF NET INTEREST INCOME
(DOLLARS IN THOUSANDS)

YEAR ENDED DECEMBER 31, 2006 YEAR ENDED DECEMBER 31, 2005
COMPARED TO YEAR ENDED DECEMBER 31, 2005 COMPARED TO YEAR ENDED DECEMEER 31, 2004
INCREASE (DECREASE). DUE TO INCREASE (DECREASE) DUE TO
RATE VOLUME NET RATE VOLUME NET
Interest-earning assets;
Securities ™ $ 206 $ 282 § 488 $ 92 $ 249 $ 3N
Loans and loans held for sale 1,135 3,375 4,510 322 2,18 2,440
Other earning assets 56 {62) (&) 70 (349) (279)
FHLB stock 28 (57) (29) 33 2 35
Total interest-earning assets 1,425 3,538 4,963 517 2,020 2,537
Interest-bearing liabilities:
Deposits 1,607 849 2,456 737 651 1,388
FHLB advances and other borrowings 357 353 710 354 . (168) 186
Total interest-bearing liabilities 1,964 1,202 3,166 1,091 483 1,574
Net change in net interest income % (539) $2,336 $1,797 $(574) $1,537 $ 963

(1) Securities amownts are presented on a fully taxable equivalent basis.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk is the risk of loss from adverse changes in
market prices and interest rates. We have not engaged

in and, accordingly, have no risk related to trading
accounts, commoditics, or foreign exchange. Qur
hedging policy allows hedging activities, such as interest
rate swaps, up to 10% of total assets. Disclosures about
our hedging activities are set forth in Note 17 to our
consolidated financial statements. Market risk arises
primarily from interest rate risk inherent in our lending
and deposit gathering activities and the issuance of
debentures. The measurement of market risk associated
with financial instruments is meaningful only when

all related and offsetting on- and off-balance sheet
transactions are aggregated, and the resulting net positions
are identified. Disclosures about the fair value of financial
instruments are set forth in Note 19 to our consolidated
financial statements.

Management actively monitors and manages interest

rate risk. The primary objective in managing interest rate
risk is to limit, within established guidelines, the adverse
impact of changes in interest rates on our net interest
income and capital. We measure the effect of interest
rate changes on CFBank’s net portfolio value (NPV),
which is the difference between the estimated market
value of its assets and liabilities under different interest
rate scenarios. Changes in NPV are measured using
instantaneous changes in interest rates, rather than linear
changes in rates over a4 period of time. At December 31,
2006, CFBank’s NPV ratios, using interest rate shocks
ranging from a 300 bp rise in rates to a 200 bp decline
in rates are shown in the following table. All values arc
within the acceptable range established by CFBank’s
Board of Directors.

CENTRAL

FEDELRAL

NET PORTFOLIO VALUE (CFBANK ONLY)

BASIS POINT CHANGE IN RATES NPV RATIO
+300 - 11.52%

+200 12.11%

+100 12.75%

0 13.34%

-100 13.82%

-200 14,18%

In evaluating CFBank’s exposure to interest rate risk,
certain shortcomings inherent in the method of analysis
presented in the foregoing table must be considered.
For example, although certain asscts and liabilities may
have similar maturities or periods 1o which they reprice,
they may react in different degrees to changes in market
interest rates. In addition, the interest rates on certain
types of assels and liabilities may fluctuate in advance

of changes in markel interest rates, while interest rates
on other types may lag behind changes in market rates.
Furthermore, in the event of a change in interest rates,
prepayments and early withdrawal levels would likely
deviate significantly from those assumed in calculating
the table. Finally, the ability of many borrowers to service
their debt may decrease when interest rates rise. Therefore,
the actual effect of changing interest rates may differ
materially from that presented in the foregoing table,

Our interest rate risk position has improved as a result

of management’s strategic decisions to scll substantially
all fixed-rate single-family mortgage loan originations
rather than retain long-term, low fixed-rate loans in
portfolio and to increase commercial, commercial real
estate and multi-family loans and home equity lines

of ¢redit, which, in many cases, have adjustable interest
rates. In 2006, we issued $9.7 million in callable brokered
certificates of deposit which will assist with asset/liability
management should we see a downward shift in the
short end of the yield curve and which also will lock in
longer term funding should rates increase. Our interest
rate risk position also improved as a result of the securiti-
zation of mortgage loans in 2005, which increased liquidity
of the mortgages.

CORPORAIION 2006 ANNUALI REPORT
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LIQUIDITY AND CAPITAL RESOURCES

In gencral terms, liquidity is a measurement of ability
10 meet cash needs. The primary objective in liquidity
management is to maintain the ability to meet loan
commitments and to repay deposits and other liabilities
in accordance with their terms without an adverse impact
on current or future earnings. Principle sources of funds
are deposits; amortization and prepayments of loans;
maturities, sales and principal receipts of scecurities
available for sale; borrowings; and operations, While
maturities and scheduled amortization of loans are
predictable sources of funds, deposit flows and loan
prepayments are greatly influenced by gencral interest
rates, cconomic conditions and competition.

CFBank is required by regulation to maintain sufficient
liquidity to ensurc its safe and sound operation. Thus,
adequate liquidity may vary depending on the bank's
overall asset/liability structure, market conditions, the
activitics of competitors and the requirements of its own
deposit and loan customers. Management believes that
CPBank’s liquidity is sufficient.

Liquidity management is both a daily and long-term
responsibility of management, We adjust our investments
in liqquid assets, primarily cash, short-term investments
and other assets that are widely traded in the secondary
market, based on our asscssment of expected loan
demand, cxpected deposit flows, yiclds available on

IMPACT OF INFLATION

The financial statements and related data presented
hercin have been prepared in accordance with generally
accepted accounting principles, which presently require
us to measure financial position and results of operations
primarily in terms of historical dollars. Changes in the
relative value of money due to inflation are generally not
considered. Tn our opinjon, changes in interest rates affect
our financial condition to 4 far greater degree than change
in the inflation rate. While interest rates are generally
influenced by changes in the inflation rate, they do

not move concurrently. Rather, interest rate volatility

CRITICAL ACCOUNTING POLICIES

We follow financial accounting and reporting policies
that are in accordance with U. 8. gencrally accepted
accounting principles and conform to general practices
wilhin the banking industry. These policies are presented
in Note 1 to our audited consolidated financial statements.
Some of these accounting policics are considered to

be critical accounting policies, which are those policies
that require management’s most difficult, subjective

or complex judgments, often as a result of the necd

to make estimates about the effect of matters that are
inherently uncertain. Application of assumptions different
than those used by management could result in material

CENTRAL FLDERAL CORPORATION 2006

interest-carning deposits and sccurities and the objective

of our assel/liability management program. In addition to
liquid assets, we have other sources of liquidity available
including, but not limited to, access to advances from the
FHLB, use of brokered deposits and the ability to obtain

deposits by offering above-market interest rates,

CFBank rclies primarily on competitive rates, customer
service, and relationships with customers to retain deposits.
Bused on our historical experience with deposit retention
and current retention strategies, we believe that, although
it is not possible to predict future terms and conditions
upon renewal, a significant portion of such deposits will
remain with the bank.

At December 31, 2006, CFBank exceeded all of its
regulatory capital requirements to be considered well-
capitalized. Tier 1 capital level was $22.9 million, or
9.8% of adjusted total ussets, which exceeds the required
level of $11.7 million, or 5.0%. Tier 1 risk-based capital
level was $22.9 million, or 11.5% of risk-weighted assets,
which exceeds the required level of $11.9 million, or
6.0%. Risk-bascd capital was $25.0 million, or 12.6% of
risk-weighted asscts, which cxceeds the required level
of $20.0 million, or 10.0%. In January 2006, the holding
company contributed $10.4 million in additional capital
1o CFBank.

is based on changes in the expected rate of inflation,
as well as changes in monetary and fiscal policy. A
financial institution’s ability to be rclatively unaffected
by changes in interest rates is a good indicator of its
ability to perform in a volatile economic environment.
in an effort to protect performance from the cffects
of interest rate volatility, we review interest rate risk
frequently and take the steps necessary to minimize
any detrimental effects on profitability.

changes in our financial position or results of operations.
We believe that the judgments, estimates and assumptions
used in the preparation of the consolidated financial
staternents are appropriate given the factual circumstances
at the time.

We have identificd accounting polices that are critical
accounting policies, and an understanding of these policies
is necessary to understand our financial statements.

One critical accounting policy relates to determining the
adequacy of the allowance for loan losses. CFBank's
Allowance for Loan Losses Policy provides a thorough,
disciplined and consistently applied process that incorpo-
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CRITICAL ACCOUNTING POLICIES (CONTINUED)

rates management’s current judgments about the credit
quality of the loan portfolio into determination of the
allowance for loan losses in accordance with generally
accepted accounting principles and supervisory guidance.
Management estimates the appropriate allowance balance
by evaluating past loan loss experience, the nature and
volume of the portfolio, information about specific bor-
rower situations, estimated value of collateral, economic
conditions, and other factors. We belicve that an adequate
allowance for loan Josses has been established. Additional
information regarding this policy is included in the previous
sections captioned “Provision for Loan Losses” and in Notes
1 and 3 10 our audited consolidated financial statements,

Another critical accounting policy relates to valuation
of the deferred tax asset for net operating losscs. Net
operating losses lotaling $2.2 million, $2.7 million and
$431,000 cxpire in 2023, 2024 and 2025, respectively.
No valuation allowance has been recorded against the
deferred tax asset for net operating losses because the
benefit is more likely than not to be realized. As we
continue our stralegy to expand into business financial
services and focus on growth, the resullant increase in
interest-carning assets is expected Lo increase profitability.
Additional information is included in Notes 1 and 13 o
our audited consolidated financial statements.

MARKET PRICES AND DIVIDENDS DECLARED

A third critical accounting policy relates to the valuation
of goodwill and the assessment of impairment. Goodwill
is not subject to amortization and is tested for impairment
annually or more frequently if events or changes in
circumstances indicate that the asset might be impaired.
Goodwill totaling $1.7 million resulted from the acquisition
of RJO Financial Services, Inc., dba Reserve Mortgage
Services, Inc, (Reserve) in 2004 and represented the excess
of the purchase price over the fair value of acquired
tangible assets and liabilitics and identifiable intangible
assets. Management determined that volumes would

not achieve a sufficient level to support the recorded
goodwill. We expected Reserve’s performance to be
aceretive to earnings, but lower than projected loan
origination and sales volumes resulted in losses. As a
result, we recorded a non-cash after-tax impairment loss
of $1.9 million or $.86 per diluted share in the quarter
ended September 30, 2005 to write off the $1.7 million
value of goodwill and $217,000 in other intangible assets
related to the acquisition. The decision to recognize the
impairment loss was in accordance with SFAS No. 142,
“Goodwill and Other Intangible Assels,” which requires
recognition of an impairment loss when the carrying
amount of the asset is not recoverable and its carrying
amount exceeds its fair value, Additional information is
included in Notes 1, 7 and 20 to our audited consolidated
tinancial statements.

‘The common stock of Central Federal Corporation trades on the Nasdag® Capital Market under the symbol “CFBK.”
As of December 31, 2006, there were 4,543,002 shares of common stock outstanding and 562 shareholders, cxcluding
persons or entities holding stock in nominee or street name through various brokerage firms.

The following table shows the quartetly reported high and low trade prices of the common stock and cash dividends

per share declared during 2000 and 2005.

HIGH LOW " DIVIDENDS. -

2006 e
First quarter $.5.8.10 $:77.25 il g Q.097:
Second quarter 827 710 0 0,09
Third quarter 8.50 7:79 D09
Fourth quarter 8.33 7:01 L0000
2005
First quarter $13.72 $ 1015 $ 0.09
Second quarter 10.99 9.53 0.09
Third quarter 10.49 8.07 0.09
Fourth quarter 9.45 7.07 0.09
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FINANCIAL STATEMENTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

%\Crowem

Crowe Chizek and Company LLC
Member Horwath International

The Board of Directors and Sharcholders
Central Federal Corporation
Fairlawn, Ohio

We have audited the accompanying consolidated balance sheets of Central Federal Corporation as of December 31,
2006 and 2005 and the related consolidated statements of operations, comprehensive loss, changes in sharcholders’
equity and cash flows for each of the three years in the period ended December 31, 2006. These financial stalements
are the responsibility of the Company’s management. Our responsihility is to express an opinion on these financial

statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit 1o obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial

statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Central Federal Corporation as of December 31, 2006 and 2005 and the results of its operations
and its cash flows for cach of the three years in the period ended December 31, 2006, in conformity with 1.8,

generally accepted accounting principles.

Crowe Chizek and Company LLC

Cleveland, Ohio
March 15, 2007
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CONSOLIDATED BALANCE SHEETS

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA) DECEMBER 31
o 2005
Assets TR T :
Cash and cash equivalents ‘ L 5‘4()3 IR : $ 2,972
Securities available for sale L \29,326‘: e 30,872
Loans held for sale S = ‘:2‘,000‘ e 2,419
Loans, net of allowance of $2,109 and $1,495 o9Baggs 124,026
Federal Home Loan Bank stock e 2,656
Loan servicing rights 5 20¥E 250
Premises and equipment, net Co41080 L 2,934
Bank owned life insurance 3646 : i 3,531
Deferred tax asset ‘ UR0AR “ 1,978
Accrued interest receivable and other assets 1,795+ ST 1,383

- §.236,028 7 o $ 173,021

Liabilities and shareholders’ equity

Deposits ‘ o

Non-interest bearing $ 4,14 L $ 7,509

Interest bearing 156,47? o ‘ 120,079
* Total deposits 167,591 127,588
Federal Home Loan Bank advances i32,5200 0 i 22,995
Advances by borrowers for taxes and insurance 337 113
Accrued interest payable and other liabilities : 154000 0 ‘ 1,089
Subordinated debentures B85 i 5,155
" Total liabilities T 208943 156,940

Shareholders’ equity
Preferred stock, 1,000,000 shares authorized; :
none issued . L -
Common stack, $.01 par value; 6,000,000 shares : ‘

authorized; 2006 - 4,612,195 shares issued, ‘ ‘ :
2005 - 2,312,195 shares issued : L ABY . 23

Additional paid-in capital 720k 12,787
Retained earnings 2:643" e 4,315
Accumulated other comprehensive income (loss) | (25) L 28
Unearned stock based incentive plan shares L e o “’ (289)
Treasury stock, at cost (2006 - 68,533 shares, : R o i
2005 - 68,533 shares) T8 (783)
Total shareholders’ equity 29:085: 16,081
§ 236028 o § 173,021
’ (See accompanying notes.)
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CONSOLIDATED STATEMENTS OF OPERATIONS

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA) YEARS ENDED DECEMBER 31
2006 2005 2004

Interest and dividend income :
Loans, including fees R S e 1o LT $ 7.295 $ 4,855

Securities ’ 1,600 1,121 770
Federal Home Loan Bank stock dividends 158 187 152
Federal funds sold and other 82 88 367
13,654 : 8,691 6,144
Interest expense
Deposits 5.280 2,824 1,436
Federal Home Loan Bank advances and other debt 1,193 578 488
Subordinated debentures 416 i 321 225
6,889 ‘ 3,723 2,149
Net interest income 6,765 4,968 3,995
Provision for loan losses ‘ ol 820 674 646
Net interest income after provision for loan losses 5,945 4,294 3,349
Noninterest income L ‘
Service charges on deposit accounts 232 195 141
Net gains on sales of loans 326 469 222
Loan servicing fees, net 59 16 62
Net gains (losses) on sales of securities ‘ (5) - (55)
Earnings on bank owned life insurance ‘ 115 ‘ 130 145
Other - 96 56 2
’82‘3‘ ; 866 537
Noninterest expense ‘
Salaries and employee benefits 3,788 3,568 3,454
Occupancy and equipment : A7 462 327
Data processing 492 0 495 431
Franchise taxes 7 233 196
Professional fees 428 595 424
Director fees 14950 170 169
Postage, printing and supplies 155 161 167
Advertising and promotion : g5 138 171
Telephone ‘ 10900 122 91
Loan expenses ‘ Cqor 32 48
Foreclosed assets, net RTRE 8, 18 57
Depreciation 506, 415 355
Amortization of intangibles s SR 82 21
Impairment loss on goodwill and intangibles - 1,966 -
Other 376 370 509
6,849 8,827 6,420
Loss before income taxes @an o (3,667) (2,534)
Income tax benefit 44) (377) (872)
Net loss ) {37) $ (3,290) $ (1,662)
Loss per share: ‘
Basic $..40.01) $ (1.49) $ (0.82)
Diluted g 0.01) $ (1.49 $ (0.82)

(See accompanying notes.)
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA) YEARS ENDED DECEMBER 31

2006 ‘ 2005 2004
Net loss e $(3,290) $ (1,662)
Change in net unrealized gain (loss) on securities Ss o Vi
available for sale : . (8%) (580) (267)
Less: Reclassification adjustment for gains and : :
(losses) later recognized in net income w o (B) - (55)
Net unrealized loss 480) (580) (212)
Initial unrealized gain on mortgage-backed L ‘
securities received in securitization R 530 -
Tax effect : 27 17 72
Other comprehensive loss R ) (33) (140)
Comprehensive loss —hoad $ 80y $(3,323) $ (1,802)

(See accompanying notes.)
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CONSOLIDATED STATEMENTS OF CHANGES 1IN SHAREHOLDERS' EQUITY

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA)

owen | o | e | omel | i | e | o
INCOME (LOSS} SHARES EQUITY
Balance at January 1, 2004 $ 23|%$11,845|%$10997 | § 2011$ (357)|%$(2,853) |$ 19,856
Comprehensive loss:
Net loss (1,662) (1,662)
Other comprehensive loss (140) (140)
Total comprehensive loss (1,802)
Issuance of stock based
incentive plan shares (20,703 shares) 237 (237) -
Release of 21,278 stock based incentive plan shares 243 243
Stock options exercised (44,900 shares) (90) 502 412
Tax benefits from stock options exercised 43 48
Purchase of 25,000 shares of treasury stock (319) (319)
Issuance of 127,077 shares of treasury stock
in acquisition 389 1,428 1,817
Cash dividends declared ($.36 per share) (748) (748)
Balance at Decernber 31, 2004 23 12,519 8,497 61 (351) | (1,242) | 19,507
Comprehensive loss:
Net loss (3,290) (3,290)
Other comprehensive loss (33) (33)
Total comprehensive l0ss (3,323)
issuance of stock based incentive plan shares (17,675 shares) 178 (178) -
Release of 20,447 stock based incentive plan shares 240 240
Tax benefits from stock based incentive plan shares released 34 34
Stock options exercised (40,138 shares) 2 (B6) 459 375
Tax benefits from stock options exercised 54 54
Cash dividends declared ($.36 per share) (806) (806)
Balance at December 31, 2005 23 12,787 4,315 28 (289) (783) | 16,081
Reclassification of unearned, stock based incentive
plan shares upon adoption of SFAS 123R, Share Based
Payment on January 1, 2006 (289) 289 -
Comprehensive loss: : s
Net loss ; (37) {37)
Other comprehensive loss g ‘ (53) ‘ {(53)
Total comprehensive loss : : ; (90)
Issuance of common stock in. public offering, ‘ ‘
net of offering costs of $1,542 (2,300,000 shares) 23| 14535 14,558
Release of 14,556 stock based incentive plan. shares 166 166
Tax benefits from dividends'on unvested stock based ‘
incentive plan shares 5 5
Cash dividends declared ($.36 per share) ‘ (1,635) ' (1,635)
Balance at Decemnber 31, 2006 § 46| $27,2041%. 2,643 $ - @5) (% = 1§ (783)-] $29,085

(Sve accompanying notes.)
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA) YEARS ENDED DECEMBER 31
2006 2005 2004

Cash flows from operating activities )
Net loss $ (37) $  (3,290) $ (1,662)

Adjustments to reconcite net loss to net cash
provided by operating activities:

Pravision for loan losses 820 674 646
Valuation (gain) loss on mortgage servicing rights (17) 4 (36)
Depreciation 506 415 355
Amortization (accretion), net (102) 42 184
Impairment loss on goodwill and intangibles - 1,966 -
Net realized (gain) loss on sales of securities 5 - 55
Originations of loans held for sale (44,033) (55,356) (22,825)
Proceeds from sale of loans held for sale 44,778 55,294 22,564
Net gain on sale of loans (326) (469) (222)
Loss (gain) on disposal of premises and equip (38) 3 (3
Loss {gain) on sale of foreclosed assets (1%) 9 13
FHLB stock dividend (157 (186) (152)
Stock based incentive plan expense 166 240 243
Net change in:
Bank owned life insurance (115) (130) (145)
Deferred tax assets ' (39) (470) (589)
Accrued interest receivable and other assets (406) (240) 86
Accrued interest payable and other liabilities 245 107 (42)
Net cash from operating activities 1,235 (1,387) (1,530)

Cash flows from investing activities

Net decrease in interest bearing deposits - - 1,587

Available-for-sale securities:
Sales 4,395 1,435 15,191
Maturities, prepayments and calls 5,193 4,580 5,114
Purchases (8,025) (5.037) (7,081)
Loan originations and payments, net (48,644) (26,158) (45,900)
Loans purchased (12,976) (8,778) (5,574}
Proceeds from redemption of FHLB stock - 1,308 -
Additions to premises and equipment (1,678) (662) (1,027)
Proceeds from the sale of premises and equipment 39 - 5
Proceeds from the sale of foreclosed assets 233 104 765
Net cash used in acquisition - - (236)
Net cash from investing activities (61,463) (33,208) (37,156)

(continued on next page.)
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CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA) YEARS ENDED DECEMBER 31
2006 ‘ 2005 2004

Cash flows from financing activities

Net change in deposits o iggigt 25,950 28,266

Net change in short-term borrowings from the : \ ‘

Federal Home Loan Bank and other 8,525 (18,424) 22,417

Proceeds from Federal Home Loan Bank -

advances and other debt ‘ 5,000 - 12,270

Repayments on Federal Home Loan Bank g

advances and other debt R (4,000) (2,000) -

Net change in advances by borrowers for ‘

taxes and insurance ‘ 24 (208) 114

Cash dividends paid (14295 (801) (735)

Proceeds from exercise of stock options - 375 412

Proceeds from issuance of common stock

in public offering ; 14,558 - -

Repurchase of common stock e - (319)
Net cash from financing activities 62,659 4,892 62,425

Net change in cash and cash equivalents ‘ 2431 (29,703) 23,739

Beginning cash and cash equivalents 2,972 32,675 8,936

Ending cash and cash equivalents $ 5403 § 2972 $ 32,675

Supplemental cash flow information:
Interest paid $ 6741, $ 3,657 $ 2,178

Income taxes paid - - .

Supplemental noncash disclosures:
Transfers from loans to repossessed assets $o0218 $ - $ 716
Securitization of single-family residential mortgage loans .7 ‘ - 18,497 -

Acquisition of Reserve Mortgage Services, Inc.
through issuance of common stock - - 1,787

(See accompanying notes.)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations and Principles of Consolidation:
The consolidated financial statements include Central
Federal Corporation, its wholly-owned subsidiaries,
CFBank and Ghent Road, Inc., and Reserve Mortgage
Services, Inc. (Reserve), a wholly-owned subsidiary of
CFBank from October 22, 2004 through May 12, 2005
at which time it was merged into CFBank, together
referred to as “the Company”. Ghent Road, Inc. was
formed in 2006 and owns property. Intercompany
transactions and balances are climinated in consolidation.

‘The Company provides financial services through its
offices in Fairtawn, Columbus, Wellsville and Calcutta,
Ohio and a residential mortgage loan origination office
in Akron, Ohio. Its primary deposit products are
checking, savings, and term certificate accounts, and

its primary lending products are residential mortgage,
commercial, and installment loans. Substantially all loans
are secured by specific items of collateral including
business assets, consumer assets, and commercial and
residential real estate. Commercial loans are expected to
be repaid from cash flow from operations of businesscs.
There are no significant concentrations of loans to any
one industry or customer. However, the customers’ ability
to repay their loans is dependent on the real estate

and general economic conditions in the areas.

Use of Estimates: To prepare financial statements in
conformity with U.S. generally accepted accounting
principles, management makes estimates and assump-
tions based on available information. These estimates
and assumptions affect the amounts reported in the
financial statements and the disclosures provided,

and actual results could differ. The allowance for loan
losses, loan servicing rights and fair values of financial
instruments are particularly subject to change.

Cash Flows: Cash and cash equivalents include cash
and deposits with other financial institutions under

90 days. Net cash flows are reported for customer loan
and deposit transactions, interest-bearing deposits in
other financial institutions and borrowings with original
maturilies under 90 days.

Securities: Debt securities are classified as held to matu-
rity and carried at amortized cost when management has
the positive intent and ability to hold them to maturity.
Debt securities are classified as available for sale when
they might be sold before maturity, Equity securities
with readily determinable fair values are classified as
available for sale. Securities available for sale are carried
at fair value, with unreatized holding gains and losses
reported in other comprehensive income, nct of tax.

Interest income includes amortization of purchase pre-
mium or discount. Premiums and discounts on securities

CENTRAL

FEDERAL

are amortized on the level-yield method without antici-
pating prepayments, cxcept for mortgage-backed securities
where prepayments are anticipated. Gains and losses on
sales are recorded on the trade date and determined
using the specific identification method.

Declines in the fair value of securities below their cost
that are other than temporary are reflected as realized
losses. In estimating other-than-temporary losses,
management considers the length of time and extent
that fair value has been less than cost, the financial
condition and near term prospects of the issuer, and
the Company's ability and intent to hold the security for
a period sufficient to allow for any anticipated recovery
in fair value.

Loans Held for Sale: Mortgage loans originated and
intended for sale in the secondary market are carried at
the lower of aggregate cost or market, as determined by
outstanding commitments from investors. Net unrealized
losses, if any, are recorded as a valuation allowance and
charged to carnings.

Mortgage loans held for sale are generally sold with serv-
icing rights released. Gains and losses on sales of mortgage
loans are based on the difference between the selling price
and the carrying value of the related loan sold.

Loans: Loans that management has the intent and ability
o hold for the foresceable future or untl marturity or
payoff are reported at the principal balance outstanding,
net of unearned interest, deferred loan fees and costs,
and an allowance for loan losses. Interest income

is accrued on the unpaid principal balance. Loan
origination fees, net of certain direct origination costs,
are deferred and recognized in interest income using
the levelyield method without anticipating prepayments.

Interest income on mortgage and commercial loans is
discontinued at the time the loan is 90 days delinquent
unless the loan is well-sccured and in process of
collection. Consumer and credit card loans are typically
charged-off no later than 90 days past due. Past due
status is based on the contractual terms of the loan. In
all cases, loans are placed on nonaccrual or charged-off
at an carlier date if collection of principal or interest is
considered doubtful.

All interest accrued but not received for loans placed
on nonaccrual is reversed against interest income.
Interest received on such loans is accounted for on

the cash-basis or cost recovery method, until qualifying
for return to accrual. Loans are returned 10 accrual
status when all the principal and interest amounts
contractually due are brought current and future
payments are reasonably assured.
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Purchased Loans: The Company purchases individual
loans and groups of loans. Beginning in 2005, purchased
loans that show evidence of credil deterioration since
origination are recorded at the amount paid, such that
there is no carryover of the seller’s allowance for loan
losses, After acquisition, incurred losses are recognized
by an increase in the allowance for loan losses.

Allowance for Loan Losses: The allowance for loan Josses
is a valuation allowance for probable incurred credit
losses, Loan losses are charged against the allowance
when management believes the uncollectibility of a loan
balance is confirmed. Subsequent recoveries, if any,

are credited to the allowance. Management estimates the
allowance balance required using past loan loss experi-
ence, the nature and volume of the portfolio, information
about specific borrower situations and estimated
collateral values, economic conditions, and other factors,
Allocations of the allowance may be made for specific
loans, but the entire allowance is available for any loan
that, in management’s judgment, should be charged off.

The allowance consists of specific and general compo-
nents. The specific component relates 10 loans that are
individually classified as impuired or loans otherwise
classified as substandard or doubtful. The general
component covers non-classificd loans and is based

on historical loss experience adjusted for current factors.

A loan is impaired when full payment under the

loan terms is not expected. Commoercial, multi-family
residential and commercial real estate loans over $500
are individually evaluated for impairment. If a loan is
impaired, a portion of the allowance is allocated so

that the loan is reported, net, at the present value of
estimated future cash flows using the loan’s existing

rate or at the fair value of collateral if repayment is
expected solely from the collateral. Large groups of
smaller balance loans, such as consumer and single-family
residential real cstate loans, are collectively evaluated for
impairment, and accordingly, they arc not separately
identificd for impairment disclosures.

Servicing Rights: Servicing assets represent the allocated
value of retained scrvicing rights on loans sold. Servicing
assets are expensed in proportion to, and over the
period of, estimated net servicing revenues. Impairment
is evaluated based on the fair value of the asscts, using
groupings of the underlying loans as to intercst rates
and then, secondarily, as to loan type and investor. Fair
value is determined using prices for similar assets with
similar characteristics, when available, or based upon
discounted cash flows using market-hased assumptions.
Any impairment of a grouping is reported as a valuation
allowance, to the extent that fair value is less than the
capitalized amount for a grouping.

Transfers of Financial Assels: Translers of financial
asscts are accounted for as sales when control over the
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

assets has been surrendered. Control over transferred
assets is deemed to be surrendered when the assets
have been isolated from the Company, the transferee
obtains the right (frec of conditions that constrain it
from taking advantage of that right) to pledge or exchange
the transferred assets, and the Company does not main-
tain eftective control over the transferred assets through
an agrecment to repurchase them before their maturity.

Foreclosed Assets: Assets acquired through or instead
of loan foreclosure are initially recorded at fair value
when acquired, establishing a new cost basis. If fair
value declines subsequent to foreclosure, a valuation
allowance is recorded through expense. Costs after
acquisition are expensed.

Premises and Equipment: Land is carried at cosl. Premises
and equipment are stated at cost less accumulated
depreciation. Buildings and related components are
depreciated using the straight-line method with useful
lives ranging from 3 to 40 years. Furniture, fixtures

and equipment are depreciated using the straight-line
method with useful lives ranging from 2 to 23 years.
Leaschold improvements are amortized over the lives

of the respective leases.

Federal Home Loan Bank (FHLB) stock: CFBank is a
member of the FITLB system. Members are required to
own a certain amount of stock based on the level of
borrowings and other factors, and may invest in addi-
tional amounts. FHLB stock is carried at cost, classified
as a restricted security, and periodically evaluated for
impairment based on ultimate recovery of par value.
Both cash and stock dividends are reported as income.

Bank Owned Life Insurance: The Company has purchased
life insurance policics on certain directors and employces.
Bank owned life insurance is recorded at its cash
surrender value.

Goodwill and Other Intangible Assets: Goodwill results
from business acquisitions and represents the excess

of the purchase price over the fair value of acquired
tangible asscts and liabilities and identifiable intangible
assets, Goodwill is assessed at least annually for impair-
ment, or more frequently if events or circumstances
indicate the assct might be impaired, and any such
impairment is recognized in the period jdentificd. Sec
Note 7 — Goodwill and Intangible Assets for information
regarding the impairment loss recognized in 2003,

Other intangible assets consist of a noncompete agree-
ment and prior owner intangible assets arising from
the acquisition of Reserve. They are initially measured
at fair value and then are amortized on the straight-line
method over their estimated useful lives.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Long-term Assets: Premises and equipment, other intan-
gible assets, and other long-term assets are reviewed for
impairment when events indicate their carrying amount
may not be recoverable from future undiscounted cash
flows. 1f impaired, the assets are recorded at fair value,
Sce Note 7 — Goodwill and Intangible Asscts for infor-
mation regarding the impairment loss recognized in 2005.

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

Derivatives: Derivative financial instruments are recog-
nized as assets or liabilities at fair value. The Company’s
derivatives consist mainly of interest rate swap agrec-
ments, which are used as part of its asset liability
management to help manage interest rate risk. The
Company does not use derivatives for trading purposes.

The Company’s derivative transaction is considered an
instrument with no hedging designation (“stand-alone
derivative™). Changes in the fair value of the derivatives
are reported currently in carnings, as noninterest
income.

Mortgage Banking Derivatives: From time to time,
the Company cnters into rate lock commitments in
the ordinary course of business. These derivatives are
not designated as hedges and are carried at fair value.
The net gain or loss on mortgage banking derivatives
is included in gain on sale of loans.

Stock Based Compensation: Effective January 1, 2006,
the Company adopted Statement of Financial Accounting
Standards (SFAS) No. 123(R), Share-based Payment,
using the moditied prospective transition method.
Accordingly, the Company has recorded stock-based
cmployee compensation cost using the fair value
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method starting in 2006. For 2006, adopting this stan-
dard had no effect on income before income taxes, nel
loss, basic and diluted loss per share, cash flow from
operations or cash flows from financing refated to stock
options since there were no unvested options at January
1, 2006 and no options were granted during 2006.
Future option grants will be accounted for in accordance
with 8FAS 123R.

Prior to January 1, 2006, employee compensation expense
under stock options was reported using the intrinsic value
method: therefore, no stock-based compensation cost is
reflected in net income for the years ended December 31,
2005 and 2004, as all options granted had an exercise
price cqual to or greater than the market price of the
underlying common stock at date of grant.

On June 23, 2005, the Board of Directors approved the
accelerated vesting of all unvested stock options award-
ed prior to 2005 o eligible participants under the

1999 Stock Based Tncentive Plan and the 2003 Equity
Compensation Plan. As a resubt of the acceleration,
unvested options granted in 2003 and 2004 to acquire
102,000 shares of the Company’s common stock, which
otherwise would have vested on various dates thru
January 16, 2008, became immediately cxercisable. All
other terms uand conditions applicable to options granted
under these plans, including the exercise prices and
the number of shares subject to the accelerated options,
were unchanged. No compensation expense was recog-
nized in 2005 from the accelerated vesting of the stock
options. The decision to accelerate the vesting of these
options was related to the issuance of SFAS 123R and
eliminated compensation cxpense related o these
options of approximately $115 and $33 which would
have been recognized in 2006 and 2007 in accordance
with the new accounting standard. The total expense

is reflected in the pro forma footnote disclosure below
and, as a result of the acceleration of the vesting of
these options, the Company had no unvested options

at January 1, 20006.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINVED)

The following table illustrates the effect on net income and earnings per share if expense was measured using the
fair value recognition provisions of FASB Statement No. 123, Accounting for Stock-Based Compensation, for the years

ending December 31.

2005 2004

Net loss as reported $ (3,290) $ (1,662)
Deduct: Stock-based compensation expense

determined under fair value based method 404 183
Pro forma net loss $ (3,694) $ (1,845)
Basic loss per share as reported $ (1.49) $ (0.82)
Pro forma basic loss per share (1.68) (0.91)
Diluted loss per share as reported $ (1.49) $ (0.82)
Pro forma diluted loss per share (1.68) ©0.91)

Income Taxes: Income tax expense is the total of the
current year income tax due or refundable and the change
in deferred tax assets and liabilities, Deferred tax assets
and liabilities are the expected future tax amounts for the
temporary differences between carrying amounts and tax
bases of assets and liabilities, computed using enacted tax
rates. A valuation allowance, if needed, reduces deferred
tax assets to the amount expected to be realized. Deferred
tax assels are recognized for net operating losses that
expire primarily in 2023, 2024 and 2025 because the
henefit is more likely than not to be realized.

Retirement Plans: Pension expense is the net of service
and interest cost, return on plan assets and amortization
of gains and losses not immediately recognized. Sce
Adoption of New Accounting Standards for discussion
of SFAS 158. Supplemental exccutive retirement plan
expense allocates the benefits over years of service.

Earnings Per Common Share; Basic carnings per common
share is net income divided by the weighted average
number of common shares outstanding during the
period. Stock based incentive plan shares are considered
outstanding as they are earned over the vesting period.
Diluted earnings per common share includes the dilutive
effect of stock based incentive plan shares and additional
potential common shares issuable under stock options.

Comprebensive Income (Loss): Comprehensive income
(loss) consists of net income (loss) and other comprehen-
sive income (loss). Other comprehensive income (loss)
includes unrealized gains and losses on securities available
for sale, which are also recognized as a separate compo-
nent of equity.

Loss Contingencies: Loss contingencies, including claims
and legal actions arising in the ordinary course of business,
are recorded as liabilitics when the likelihood of loss

is probable and an amount or range of loss can be
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reasonably estimated. Management does not believe
there now are such matters that will have a material effect
on the financial statements. See Note 24 — Arbitration and
Note 25 — Dispute Resolution.

Restrictions on Cash: Cash on hand or on deposit with
the Federal Reserve Bank was required to meet regulatory
reserve and clearing requirements. These balances do not
earn interest,

Dividend Restriction: Banking regulations require main-
aining certain capital levels and may limit the dividends
paid by the bank to the holding company or by the
holding company to sharcholders.

Fair Value of Financial Instruments: Yair values of
financial instruments are estimated using relevant market
information and other assumptions, as more fully disclosed
in a separate note. Fair value estimates involve uncertainties
and matters of significant judgment regarding interest
rates, credit risk, prepayments, and other factors, cspecially
in the absence of broad markets for particular items,
Changes in assumptions or in market conditions could
significantly affect the estimates.

Operating Segments: Beginning in 2005, internal financial
information is primarily reported and aggregated in two
lines of business, banking and mortgage banking. Prior
to 20035, while the chief decision-makers monitored the
revenue streams of the varous products and services, the
identifiable segments were not material and operations
were managed and financial performance was evaluated
on a Company-wide basis. Accordingly, all of the financial
service operations were considered by management to
be aggregated in one reportable operating segment.

Reclassifications: Some items in the prior year financial

statements were reclassified to conform to the current
presentation,
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Adoption of New Accounting Standares:

Financial Accounting Standards Board (FASB)

Statement No. 158;

In September 2006, the FASB issued SFAS No. 158,
Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans — an amendment of FASB
Statements No. 87, 88, 106 and 132(R). This Statement
requires an employer to recognize the overfunded or
underfunded status of a defined benefit postretirement
plan (other than a multiemployer plan) as an asset or
liability in its balance sheet, beginning with year end
2006, and to recognize changes in the funded status in
the year in which the changes occur through comprehen-
sive income beginning in 2007. Additionally, defined
benefit plan assets and obligations arc to be measured as
of the date of the employer’s fiscal year-end, starting in
2008, Adoption had no effect as the Company participates
in a multi-employer pension plan,

staff Accounting Bulletin (SAR) 108:

In September 2006, the Securitics and Exchange
Commission (SEC) released SAB No. 108, Considering the
Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements,
which is effective for fiscal years ending on or after
November 15, 2006. SAB 108 provides guidance on how
the effects of prior-year uncorrected financial statement
misstatements should be considered in quantifying a
current year misstatement. SAB 108 requires public
companies to quantify misstatements using both an
income statement (rollover) and balance sheet (iron
curtain} approach and evaluate whether either approach
results in a misstatement that, when all relevant quantita-
tive and qualitative factors are considered, is material. If
prior year errors that had been previously considered
immaterial now are considered material based on cither
approach, no restatement is required so long as manage-
ment properly applied its previous approach and all
relevant facts and circumstances were considered.
Adjustments considered immatcrial in prior years under
the method previously used, but now considered material
under the dual approach required by SAB 108, are to be
recorded upon initial adoption of SAB 108, The amount
so recorded is shown as a cumulative effect adjustment is
recorded in opening retained earnings as of January 1,
2006. The adoption of SAB 108 had no effect on the
Company’s financial statements for the year ending
December 31, 2006,

Effect of Newly Issued But Not Yet Effective Accounting
Standards:

In February 2006, the FASB issued Statement No. 155,
Accounting for Certain Hybrid Financial Instruments —
an amendment to FASB Statements No. 133 and 140.
This Statement permits fair value re-measurement for any
hybrid financial instruments, clarifies which instruments
are subject to the requirements of Statement No. 133, and
establishes a requirement to evaluate interests in securitized

financial asscts and other items, The new standard is
effective for financial assets acquired or issued after the
beginning of the entity’s first fiscal year that begins after
September 15, 2006. Management docs not expect the
adoption of this statement to have a material impact on
its consolidated financial position or results of operations.

In March 2006, the FASB issued Statement No. 156,
Accounting for Servicing of Financial Assets — an amend-
menl of FASB Statement No. 140. This Statement provides
the following: 1) revised guidance on when a servicing
asset and servicing liability should be recognized,

2) requires all separately recognized servicing assets and
servicing liabilities to be initially measured at fair value,
if practicable; 3) permits an entity to elect to measure
servicing assets and servicing liabilities at fair value each
reporting date and report changes in fair value in carnings
in the period in which the changes occur; 4) upon initial
adoption, permits 4 onetime reclassification of available-
for-sale securitics to trading securities for securities which
are identified as offsetting the entity’s exposure to changes
in the fair value of servicing asscts or liabilities that a
servicer elects to subsequently measure at fair value; and
5) requires separate presentation of servicing asscts and
servicing liabilities subsequently measured at fair value in
the statement of financial position and additional footnote
disclosures. This standard is effective as of the beginning
of an entity’s first fiscal year that begins after September
15, 2006 with the effects of initial adoption being reported
as a cumulative-effect adjustment to retained earnings.
Management does not expect the adoption of this statement
will have a material impact on its consolidated financial
position or results of operations.

In September 2006, the FASB issued Statement No. 157,
Fair Value Measurements. This Statement defines fair
value, establishes a framework for measuring fair value
and expands disclosures about fair value measurements.
This Statement establishes a fair value hierarchy about
the assumptions used to measure fair value and clarifics
assumptions about risk and the effect of a restriction

on the sale or use of an asset. The standard is effective
for fiscal years beginning after November 15, 2007, The
Company has not completed its evaluation of the impact
of the adoption of this standard.

In July 2006, the FASB issued FASB Interpretation No.
48, Accounting for Uncertainty in Income Taxes— an
interpretation of FASB Statement No. 109 (FIN 48), which
prescribes a recognition threshold and measurement
attribute for a tax position taken or expected to be
taken in a tax return. FIN 48 also provides guidance
on derecognition, classification, interest and penalties,
accounting in interim periods, disclosure and transition.
FIN 48 is effective for fiscal years beginning afler
December 13, 2006. The Company has determined that
the adoption of FIN 48 will not have a material effect
on the financial statements.
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NOTE 1 - SUMMARY OF SIGNIFICARNT ACCOUNTING POLICIES (CONTINUED)

In September 2006, the FASB Emerging Issues Task
Force finalized lssue No. 06-4, Accounting for Deferred
Compensation and Postretirement Benefit Aspects of
Endorsement Split-Dollar Life Insurance Arrangements.
‘This issue requires that a liability be recorded during
the service period when a split-dollar life insurance
agreement continues after participants” employment or
retirement. The required accrued liability will be based
on either the post-employment benefit cost for the
continuing life insurance or based on the future death
benefit depending on the contractual terms of the under-
lying agreement. This issue is effective for fiscal years
beginning after December 15, 2007. The Company has
determined that the adoption of EITF 06-1 will not have
a material effect on the financial statements,

In September 20006, the FASB Emerging Issues Task Force
finalized Issue No. 06-5, Accounting for Purchases of
Life Insurance — Determining the Amount That Could

Be Realized in Accordance with FASB Technical Bulletin

CENTRAL FEDFRAL CORPORATION 2006
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No. 85-4 (Accounting for Purchases of Life Insurance).
This issue requires that a policyholder consider contractual
terms of a life insurance policy in determining the amount
that could be realized under the insurance contract. It

also requires that if the contract provides for a greater
surrender value if all individual policics in a group are
surrendered at the same time, that the surrender value
be determined based on the assumption that policies will
be surrendered on an individual basis. Lastly, the issuc
discusses whether the cash surrender value should be
discounted when the policyholder is contractually limited
in its ability to surrender a policy. This issue is effective
for fiscal years beginning after December 15, 2006. The
Company has not completed its evaluation of the impact
of the adoption of this issuc.
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NOTE 2 - SECURITIES

The fair value of available for sale securities and the related gross unrealized gains and losses recognized in
accumulated other comprehensive income (loss) were as follows:

GRASS GROSS

FAIR URREALIZED i " UNREALIZED
VALUE GAING ‘ . LOSSES
2006 ,
Federal agency 5,883 $ - PO (122)
State and municipal ol 1,979 ‘ = : (35)
Mortgage-backed 21,464 251 (132)
Total ©.$29326 . BB T e (289)
2005
Federal agency $ 5,838 $ - $  (169)
State and municipal 1,987 - (33)
Mortgage-backed 23,047 405 (161)
Total $ 30,872 $ 405 $ (363)
Sales of available for sale securitics were as follows:
2006 2005 2004
Proceeds $ 4,395 $ 1435 $ 15,191
Gross gains - - 41
Gross losses (5) - (96)

The tax (benefit) provision related to thesc net realized gains and losses was ($2) and ($19), for the years ended 2006
and 2004, respectively.
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NOTE 2 - SECURITIES (CONTINUED)

The fair value of debt securities at year-end 2006 by contractual maturity were as follows. Sccurities not due at a sin-
gle maturity date, primarily mortgage-backed securities, are shown separately.

Dug in one year or less i i
Due from one to five years i

Mortgage-backed

Total e

Securities at year-end 2006 and 2005 with a carrying amount of $10,748 and $15,689 were pledged to secure Federal
Home Loan Bank advances. Securities at year-end 2006 with a carrying amount of $350 were pledged to secure pub-
lic deposits. At year-end 2006 and 2005, there were no holdings of securitics of any one issuer, other than federal
agencies, in an amount greater than 10% of shareholders’ equity.

Securitics with unrealized losses at year-end 2006 and 2005, aggregated by investment category and length of time that
individual securities have been in a continuous unrealized loss position, are as follows:

2006 : LESS THAN'12 MONTHS g 12 MONTHS OR MORE ™1 0 momaL
DESCRIPTION OF SECURITIES i FAIR VALUE UNREALIZED 105§ FAlR VALUE UNREALIZED 15055, o ‘VAI‘,‘L‘I‘E‘“; S ‘L‘Jl‘\‘rgﬁk\uzm Loss
Federal agency L $ s :1$.5,883 o 155,883 s (122)
State and municipal ‘ - - 1,979 PSR TE LR e i )
Mortgage-backed 2,518 (8 6,876 2 e300 e (132)
Total temporarily impaired $2,518 $ (8) 14,738~ e ‘ 517;2;56 Lt § (289)
2005 LESS THAN 12 MONTHS 12 MONTHS OR MORE TOTAL
DESCRIPTION OF SECURITIES FAIR VALUE UNREALIZED LOSS FAIR VALUE UNREALIZED LOSS FAIR VALUE UNREALIZED LOSS
Federal agency $ 1,955 $ (42) $ 3,883 $ (127) $ 5,838 $ (169)
State and municipal 1,987 (33) - - 1,987 (33)
Mortgage-backed 5,953 (79) 1,907 (82) 7,860 (161)
Total temporarily impaired $ 9,895 $ (154) $ 5,790 $ (209) $15,685 $ (363)

Unrealized losses on the above federal agency and mortgage-backed securities have not been recognized in income
because the issuers of the bonds are all federal sponsored agencies and the decline in fair value is temporary and
largely due to changes in market interest rates. The fair value is expected to recover as the bonds approach their
maturity date and/or market rates decline.

Unrealized losses on state and municipal bonds have not been recognized in income because the bonds are of high
credit quality (rated AAA), management has the intent and ability to hold for the foreseeable future and the decline

in fair value is largely due to changes in interest rates. ‘The fair value is expected to recover as the bonds approach

maturity.
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NOTE 2 - LOANS

Loans at year-end were as follows:

S 006 2005
Commercia) R - £ 0oy SR $ 16,347
Real estate: L S
single-family residential : 30,200 0 23,627
Multi-family residential 47247000 30,206
Commercial 47,474 0 25,937
Consumer : 30,2460, ‘ 29,540
‘ Subtotal CTohEn0se 125,657
Less: Net deferred loan fees ey i {136)
. Allowance for loan losses = 2,109) (1,495)
Loans, net : $184,695 . $ 124,026

Real estate loans include $4,454 and $1,466 construction loans at year-end 2006 and 2005.

Activity in the allowance for loan losses was as follows:

2006 2005 2004
Beginning balance § 01495 $ 978 $ 415
Provision for loan losses , - v RUP 674 646
Loans charged-off B0 (255) (17)
Recoveties gt SUL9E T 98 34
Ending balance Cg008 $ 1,495 $ 978

Impaired loans are not material for any period presented.

Nonperforming loans were as follows:

2006 2005

Loans past due over 90 days still on accrual S S e E i 4 -
Nonaccrual loans : 297 800

Nonperforming loans include both smaller balance single-family morigage and consumer loans that are collectively
evaluated for impairment and individually classified impaired loans. There were no nonperforming commercial,
commercial real estate or multi-family loans at year-end 2006 or 2005.
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NOTE 4 - LOAN SERVICING

Loans held for sale at year end are as follows:

20060 2005
Loans held for sale ‘ $0 20000 e $ 2,419
Less: Allowance to adjust to lower of cost or market ‘ T ‘ b -
Loans held for sale, net i 2,000\ i $ 2,419

Mortgage loans serviced for others are not reported as assets. The principal balances of these loans at year end are as
follows:

2006 i 2005

Mortgage loans serviced for FHLMC $.30,923 | $ 37,790

Custodial escrow balances maintained in connection with serviced loans were $438 and $482 at year-end 2006
and 2005.

Activity for capitalized mortgage scrvicing rights and the related valuation allowance follows:

2006 2005 2004
Servicing rights, net of valuation

allowance;

Beginning of period $° 250 $ 208 $ 221
Additions - 120 3
Amortized to expense k (66) (74) (52)
Provision for loss in fair value SRR ) 4) 36
End of period ‘ $ 201 $ 250 $ 208
Valuation allowance:

Beginning of period $ 24 $ 20 $ 56
Additions expensed R ‘ 4 -
Reductions credited to expense 17) ; - ' (36)
End of period B 7 $ 24 $ 20

The fair value of capitalized mortgage servicing rights was $306 and $314 at year-end 2006 and 2005. Fair value was
determined using a 10% discount rate and prepayment speeds ranging from 143% to 960%, depending on the stratifi-
cation of the specific right.

The weighted average amortization period is 4.3 years. Estimated amortization expense for cach of the next five years:

2006 1 §053
2007 ‘ et “ 52‘
2008 Sl s
2009 R s
2010 o ‘:‘ i
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NOTE 5 - SECURITIZATION

On June 30, 2005, the Company securitized single-family
residential mortgage loans with an outstanding principal
balance of $18.6 million, formerly held in its portfolio,
with Treddie Mac. After the transaction, the Company
continued to hold the securities and service the loans.
The Company receives annual servicing fees of 0.25
percent of the outstanding balance and recorded a
servicing asset related to this transaction of $120. Since
the Company cannot de-securitize the securities to get
back the loans, the securitization is not considered a sale
or transfer under SFAS No. 140, Accounting for Transfers
and Servicing of Financial Assets and Extinguishments

NOTE 6 - PREMISES AND EQUIPMENT

Year-end premiscs and equipment were as follows:

of Liabilities, but an exchange of loans for securitics
under SFAS No. 134, Accounting for Morigage-Backed
Secuirities Retained after the Securitization of Morigage
Loans Held for Sale by a Mortgage Banking Enterprise
and SFAS No. 115, Accounting for Certain Invesiments in
Debl and Equity Securities because the Company received
the beneficial interest in the loans it transferred to Freddie
Mac. As such, the mortgage-backed securitics were
recorded at the cost of the loans and were classified as
“available for sale” with a $530,000 initial unrealized gain
reported in other comprehensive income.

2006 2005
Land and land improvements $ 1,282 $ 127
Buildings 1,880 1,880
Furniture, fixtures and equipment 2,691 2,514
Leasehold improvements 487 484
Construction in process 338 -
6,678 5,005
Less: accumulated depreciation (2,573). (2,071)
$ 4,105 $ 2934

The Company leases certain office properties. Rent expense was $348, $351, and $209 for 2006, 2005 and 2004. Rent
commitments under noncancelable operating leases were as follows, before considering renewal options that generally

are prescnt,

2007 $ 217
2008 191
2009 193
2010 154
2011 157
Thereafter 364
Total $. 1,276

The Company is a one-third owner of a limited liability company that owns and manages the office building at

2923 Smith Road, Fairlawn, Ohio 44333 where the Company's headquarters and CFBank’s Faitlawn office are located.
The Company entered into a 10 year lease with the limited liability company in March 2004 that calls for monthly
payments of $11, increasing 2% annually for the life of the lease through March 2014. Total rent expense under this
operating lease, including common area maintenance costs per the lease agreement, was $183, $171 and $114 in 2000,

2005 and 2004,

The former President of Reserve is a 100% owner of a company that owns and manages the office building at 1730
Akron-Peninsula Road, Akron, Ohio 44313 where CFBank’s mortgage services office is located. Leasc agreements arc
for 5 year lerms expiring at various times from May 2007 through December 2009, and call for monthly rental payments
of $7, increasing 3% annually for the lives of the respective leases. Total rent expense was $80, $86 and $8 in 2006,

2005 and 2004,

CENTRAL
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NOTE 7 - GOODWILL AND INTANGIBLE ASSETS

Goodwill

Goodwill was related to the October 2004 acquisition of
Reserve Mortgage Services, Inc., the Company's mortgage
services division. ‘The acquisition of Reserve was expected
to be immediately accretive to earnings however the
mortgage services operation experienced losses rather
than the expected profils, Management determined that
the division would not achieve a sufficient level of
performance to support the recorded goodwill and, as a
result, a goodwill impairment loss of $1,749 was recorded
in 2005. The fair value of the morlgage services segment
was estimated using the expected present value of future
cash flows in determining the impairment loss.

NOTE 8 - DEPOSITS

Time deposits of $100 or more were $44,591 and
$25,802 at yeur-cnd 2006 and 2005,

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

CENIRAL FEDFRAL CORPORATION
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Acquired Intangible Assets

In association with the goodwill impairment loss, it was
determined that the carrying amount of other intangible
assets related to the Reserve acquisition was not recover-
able and exceeded the fair value. An impairment loss of
$217, the unamortized balance of other intangible asscts,
was recorded in 2003, Aggregate amortization expense
was $82 and $21 for 2005 and 2004.

2007 L $77,332
2008 6,800
2000 i 4,245
2010 2162
2011 6,420
$96,959

Time deposits included $30,454 and $13,024 in brokered
deposits at year-end 2006 and 2005.
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NOTE 9 - FEDERAL HOME LOAN BANK ADVANCES

Al year-end, advances from the Federal Home Loan Bank were as follows:

2006 2005

Maturity January 2007 at 5.18% floating rate $ 21,250 - $ -
Maturity January 2006 at 4.33% floating rate - 12,725
Maturities March 2007 thru June 2009, fixed at rates
from 2.44% to0 5.60%, averaging 4.16% 11,270 ' -
Maturities March 2006 thru September 2008, fixed at
rates from 2.03% to 3.41%, averaging 2.91% - 10,270

Total $:32,520 $22,995

The fixed rate advances are duc in full at their maturity date, with a penalty if prepaid. Floating rate advances at
year-end 2006 ¢an be prepaid at any time with no penalty.

The advances were collateralized as follows:

2006 2005
First mortgage loans under a blanket lien arrangement ‘ $30,422 $ 23,308
Second mortgages . 679 783
Multi-family mortgage loans 12,580 o 8,885
Home equity lines of credit 10,495 9,109
Commercial real estate loans 35.028 18,014
Securities 10,748 15,689
Total $99,952 § 75,788

Based on this collateral and the Company’s holdings of FHLB stock, the Company is eligible to borrow up to $51,406
at year-end 2006.

Payment information
Required payments over the next five years are:

2007 | $ 25,520
2008 2,000
2009 5,000

Total $32,520

CENTRAL FFDERAL CORPORATION 2006 ANNUAL REPOR

page 37




page 38

NOTE 10 - OTHER BORROWINGS

The Company obtained « $5,000 line of credit with a
commercial bank in 2006. Interest on the linc is at the

NOTE 11 - SUBORDINATED DEBENTURES

In December 2003, Central Federal Capital Trust I, a trust
formed by the Company, closed a pooled private offering
of 5,000 trust preferrcd securities with a liquidation
amount of $1 per security. The Company issued $5,155
of subordinated debentures to the trust in exchange for
ownership of all of the common security of the trust and
the procecds of the preferred securities sold by the trust,
In accordance with FASB Interpretation 46R, the trust is
not consolidated with the Company’s financial state-
ments, but rather the subordinated debentures are shown
as a liability. The Company’s investment in the common
stock of the trust was $155 and is included in other assets.

The Company may redeem the subordinated debentures,
in whole or in part, in a principal amount with integral
multiples of $1, on or after December 30, 2008 at 100%

NOTE 12 - BENEFIT PLANS

Multi-employer pension plan: The Company participates
in a multi-employer contributory trusteed pension plan.
The retirement benefits to be provided by the plan were
frozen as of June 30, 2003 und future employee partici-
pation in the plan was stopped. The plan was main-
tained for all eligible employees and the benefits were
funded as accrued. The cost of funding was charged
directly to operations. The unfunded lability at June 30,
2006 totaled $368. The Company’s contribution for the
plan years ending June 30, 2007, June 30, 2006 and June
30, 2005, totaled $127, $90 and 366.

401(k) Plan: A 401(k) benefit plan allows employee con-
tributions up 1o 90% of their compensation, which may
be matched by the Company on a discretionary basis.
There was no match in 2006, 2005 or 2004,

Salary Continuation Agreement: In 2004, the Company
initiated a nonqualified salary continuation agreement for
the Vice-Chairman of the Company. Benefits provided
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fed funds rate plus .63%. There was no outstanding
balance at year-end 2006,

of the principal amount, plus accrued and unpaid
interest, The subordinated debentures mature on
December 30, 2033. The subordinated debentures are
also redecmable in whole or in part from time to time,
upon the occurrence of specific events defined within
the trust indenture. The Company has the option to defer
interest payments on the subordinated debentures from
time to time for a period not to exceed five consceutive
years. There are no required payments on the subordi-
nated debentures over the next 5 years.

The trust preferred securities and subordinated debentures
have a variable rate of intercst, reset quarterly, equal to
the three month London Interbank Offered Rate (LIBOR)
plus 2.85%, which was 8.16% at year-end 2006.

under the plan are unfunded, and payments will be
made the by Company. Under the plan, the Company
pays him, or his beneficiary, a bencfit of $25 annually for
20 years, heginning the earlier of March 2008 or termina-
tion of his employment. The expense related to this plan
totaled $73, $68 and $38 in 2006, 2005 and 2004. The
accrual is included in accrued interest payable and other
liabilities in the consolidated balance shects and totaled
$179 and $106 at year-end 2006 and 2005.

Life Insurance Benefils: The Company cntered into
agrecments with certain employees, former employees
and directors to provide life insurance benefits which are
funded through life insurance policies purchased and
owned by the Company. The expense related to these
benefits totaled $16, $11 and $101 in 2006, 2005 and
2004. The accrual is included in accrued interest payable
and other liabilities in the consolidated balance sheets
and totaled $128 and $112 at year-end 2006 and 2005,
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NOTE 13 - INCOME TAXES

Income tax expense (benefit) was as follows.

2006 2005 2004
Current federal ¥ (5) $ 93 $  (283)
Deferred federal g (39 (470) (589)
Total $ (44) $ (377) $ (872)

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

2006 2005 2004
Federal statutory rate times
financial statement loss $ (28) $ (1,247) $  (861)
Effect of:
Bank owned life insurance income (39) (44) (49)
Goodwill impairment’ AN 595 -
FHLB stock redemption - 344 -
Other 23 (25) 38
$. .48 $ (377 $ @72
Effective tax rate -54:3% -10.3% -34.4%

In December 2005, a redemption of $1,300 in FHLB stock resulted in a $1,000 gain for tax purposes which utilized
a portion of the Company’s net operating loss carryforward. The stock redemption resulted in no gain for book
purposes but did result in the recognition of federal income tax expense of $344. The federal income tax charge
was a non-cash, non-recurring expense reflecting the tax liability associated with FHLB stock dividends received
from 1978 through 1997 which reduced the basis of the shares redeemed for which no deferred tax liability had

been established.
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NOTE 12 - INCOME TAXES (CONTINUED)

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

2006 2005
Deferred tax assets:
Allowance for Joan losses SRR & I e $ 508
Deferred loan fees 126+ 107
Post-retirement death henefits 44 38
Deferred compensation 61 36
Nonaccrual interest 14" 17
Accrued stock awards 7r 84
Net operating loss 1,830 C 2,122
Unrealized loss on securities available for sale RIS E o -
Other 30 Lo 21
2,912 2,933
Deferred tax liabilities:
Depreciation 162 Vi 299
FHLB stock dividend 547 ‘ 493
Mortgage servicing rights 68 ‘ 85
Prepaid expenses ;.36 30
Unrealized gain on securities available for sale = i 14
Other 55 34
868 955
Net deferred tax asset $ 2,044 $ 1,978

Federal income tax laws provided additional bad debt deductions through 1987, totaling $2,250. Accounting standards
do nol require a deferred tax liability to be recorded on this amount, which otherwise would tolal $765 at year-end
2006. If CFBank were liquidated or otherwise ccases to be a bank or if tax laws were to change, this amount would
be expensed.

No valuation allowance has been recorded against the deferred 1ax asset for net operating losses because the benefit

is more likely than not to be realized. Net operating losses totaling $2,244, $2,707 and $431 cxpire in 2023, 2024 and
2025, respectively.

NOTE 14 - RELATED PARTY TRANSACTIONS

Loans to principal officers, directors, and their affilistes during 2006 were as follows.

Beginning balance o o $ R
New loans Lo 1 3gh
Repayments D e
Ending balance EEA S R T b

Deposits from principal officers, directors, and their affiliates at year-end 2006 and 2005 were $1,640 and $1,808.
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NMOTE 15 - STOCK-BASED COMPENSATION

‘The Company has two share based compensation plans
as described below. Total compensation cost that has
been charged against income for those plans was $166,
$240, and $243 for 2006, 2005 and 2004. The total income
tax benefit was $36, $82, and $83.

Stock-based incentive plans (SBIP) provide for stock
option grants and restricted stock awards to directors,
officers and employees. The 1999 Stock-based Incentive
Plan was approved by shareholders on July 13, 1999,
The plan provided 193,887 shares for stock option grants
and 77,554 shares for restricted stock awards. The 2003
Equity Compensation Plan was ratified by shareholders
on April 23, 2003 and provided an aggregate of 100,000
shares for stock option grants and restricted stock
awards, including up 1o a maximum of 30,000 shares for
restricted stock awards, An amendment and restatement
of the 200% Equity Compensation Plan was approved by
stockholders on April 20, 2004 to provide an additional
100,000 shares of Company stock for stock option grants
and restricted stock awards, including up to a maximum
of 30,000 shares for restricted stock awards. A second
amendment and restatement of the 2003 Equity
Compensation Plan was approved by stockholders on
May 20, 2005 to provide an additional 100,000 shares

of Company stock for stock option grants and restricted
stock awards, including up to a maximum of 30,000
shares for restricted stock awards.

Stock Options:

The Plans permit the grant of share options to directors,
officers and employees for up to 493,887 shares of
common stock. The Company believes that such awards
hetter align the interests of its employees with those

of its shareholders. Option awards are granted with

an exercisc price equal to the market price of the
Company’s common stock at the date of grant; those
option awards gencrally have vesting periods ranging
[rom 3 to 5 years and have 10-year contractual terms.

The fair value of cach option award is estimated on

the date of grant using a closed form option valuation
(Black-Scholes) model that uses the assumptions noted
in the table below. Expected volatilitics are based on
historical volatilitics of the Company’s common stock.
The Company uses historical data to estimate option
excrcise and post-vesting termination behavior. (Employee
and management options are tracked separately.) The
expected term of options granted is based on historical
dala and represents the period of time thal options
granted are expected to be outstanding, which takes
into account that the options are not transferable. The
risk-free interest rate for the expected term of the option
is based on the 118, Treasury vield curve in effect at the
time of the grant.

The fair value of options granted was determined using the following weighted-average assumptions as of grant date.

There were no options granted in 2006,

2005 2004
Risk-free interest rate 3.85% 3.26%
Expected term (years) 6.0 6.0
Expected stock price volatility 27% 24%
Dividend yield 3.46% 2.86%
A summary of the stock option activity in the plans for 2006 follows:
2006
WEIGHTED WEIGHTED AVERAGE
SHARES AVERAGE EXERCISE REMAINING, CONTRACTUAL INTRINSIC
PRICE TERNA (YEARS) VALUE
Outstanding at beginning of year 290,872 $ 11.32 ZA. : s
Granted - -
Exercised - .
Forfeited or expired {17,600) 12.84 i
Qutstanding at end of year 273,272 % -11.23 e % -
Exercisable at end of year 273,272 $ 71123 : 6.7 $ -
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NOTE 15 - STOCK-BASED COMPENSATION (CONTINUED)

Information related o stock options during each year follows:

2006 } 2005 2004
Intrinsic value of options exercised $ - $ 157 $ 141
Cash received from option exercises - 375 413
Related tax benefit realized from
option exercises - 54 48
Weighted average fair value
of options granted - 2.27 2.53

As of December 31, 20006, there was no unrecognized compensation cost related to nonvested stock options since all
shares were vested.
Restricted Stock Awards:

The Plans permit the grant of restricted stock awards to directors, officers and employees. Compensation expense is
recognized over the vesting period of the shares based on the market value of the shares at issuc date. Shares issuable
under the plans totaled 31,450 at year-end 2006, no shares were issued in 2006 and 20,000 shares were issued in 2005,

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

2006
Shares Weighted Avérage
Grarit-Date Fair Value
Nonvested shares outstanding at beginning of year 45,827 $ 11.48
Granted - -
Vested (16,275) 11.68
Forfeited - : : -
Nonvested shares outstanding at end of year 29,552 $11.36

As of December 31, 2000, there was $110 of total unrecognized compensation cost related to nonvested shares
granted under the plans. The cost is expected to be recognized over a weighted-average period of 1.2 years. The
total fair value of shares vested during the years ended December 31, 20006, 2005 and 2004 was $123, $140 and $221.
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NOTE 16 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS

CFBank is subject to regulatory capital requirements
administered by federal banking agencies. Capital adequacy
guidelines and prompt corrective action regulations
involve quantitative measures of asscts, liabilities, and
certain off-halance-sheet items calculated under regulatory
accounting practices. Capital amounts and classifications
are also subject to qualitative judgments by regulators.
Failure to meet capital requirements can initiate regulatory
action.

Prompt corrective action regulations provide five classifi-
cations: well capitalized, adequately capitalized, under-
capitalized, significantly undercapitalized, and critically

undercapitalized, although these terms are not used

to represent overall financial condition. Tf adequately
capitalized, regulatory approval is required to accept
brokered deposits, I undercapitalized, capital distributions
are limited, as is asset growth and expansion, and capital
restoration plans are required. Al year-end 2006 and 2005,
the most recent regulalory notifications categorized
CFBank as well capitalized under the regulatory frame-
work for prompt corrective action. Tn January 2006, the
holding company contributed $10.4 million in additional
capital to CFBank. There are no conditions or events
since that notification that management believes have
changed the institution’s category.

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

TO BE WELL-CAPITALIZED UNDER
ACTUAL FOR CAPITAL ADEQUACY PURPOSES PROMPT CORRECTIVE ACTION REGULATIONS
AMOUNT RATIO AMOUNT RATIO AMOUNT RATIO

2006
Total Capital to risk

weighted assets $ 24,972 12.6% $ 15,915 8.0% $ 19,894 10.0%
Tier 1 (Core) Capital to

risk weighted assets 22,863 11.5% 7,958 4.0% 11,936 6.0%
Tier 1 (Core) Capital to

adjusted assets 22,863 9.8% 9,342 4.0% 11,678 5.0%
Tangible Capital (to

adjusted total assets) 22,863 9.8% 3,503 1.5% N/A N/A
2005
Total Capital to risk

weighted assets $ 13,212 10.1% $ 10,454 8.0% $ 13,067 10.0%
Tier 1 (Core) Capital to

risk weighted assets 11,717 9.0% 5,227 4.0% 7,840 6.0%
Tier 1 (Core) Capital to

adjusted assets 11,717 6.9% 6,811 4.0% 8514 5.0%
Tangible Capital (to

adjusted total assets) 11,717 6.9% 2,554 1.5% N/A N/A

The Qualificd Thrift Lender test requires at least 65% of
assets be maintained in housing-related finance and other
specified arcas. If this test is nol met, limits are placed
on growth, branching, new investments, FHLB advances
and dividends, or the Bank must convert to & commercial
bank charter. Management believes that this test is met.

CFBank converted from a mutual to a stock institution,
and a “liquidation account” was established at $14,300,
which was net worth reported in the conversion
prospectus, Uligible depositors who have maintained
their accounts, less annual reductions to the extent they
have reduced their deposits, would receive a distribution
from this account if CFBank liquidated. Dividends may
not reduce shareholders’ equity below the required
liquidation account balance.

CENTRAL FLDL

The holding company’s principal source of funds for
dividend payments is dividends reccived from CFBank,
Banking regulations limit the amount of dividends that
may be paid without prior approval of regulatory agencies.
Under these regulations, the amount of dividends that
may be paid in any calendar year is limited to the
current year’s net profits, combined with the retained

net profits of the preceding two years, subject to the
capital requirements described above. At year-end 2000,
no amount is available 1o pay dividends to the holding
company without prior approval from the Office of Thrift
Supervision (OTS).
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NOTE 17 -

INTEREST RATE SWAPS

The Company utilizes interest rate swap agreements as
part of its asset liability management strategy to help
manage its interest rate risk position. The notional amount
of the interest rate swaps does not represent amounts
exchanged by the parties. The amount cxchanged is deter-
mined by reference to the notional amount and the other
terms of the individual intercst rate swap agreements.

In August 20006, the Company entered into an interest
rate swap with an initial notional amount of $1,100.
‘The objective of the interest rate swap was to protect
the related fixed rate commercial real estate loan from
changes in fair value due to changes in intcrest rates,

The loan agreement contains a yield maintenance clause
which will be invoked in the event of prepayment of the
loan and is expected 1o exactly offset the unwind value
of the swap. The yield maintenance clause is an cmbedded
derivative which is bifurcated from the host loan contract
in accordance with SFAS No. 133, “Accounting for
Derivatives and Tledging Activities”, and, as such, the swap
and embedded derivative are not designated as hedges
under SFAS 133, Accordingly, both instruments are carried
at fair value and changes in fair value are reported in
current period earnings. The change in the fair value of
the interest rale swap, which was ($32) for the 2006, wus
offsct by a $32 increasc in fair value of the embedded
derivative and resulted in no impact on income.

At December 31, 2006, summary information aboul this interest rate swap is as follows:

Notional amount

Weighted average pay rate
Weighted average receive rate
Weighted average maturity (years)
Fair value of interest rate swap

$ 1092
“ ‘\«‘ “5“.3‘2‘%“‘1“‘ R
532

The fair value of the interest rate swap at December 31, 2000 is reflected in accrued interest payable other liabilities
with a corresponding charge to income recorded as a reduction of other noninterest income. The value of the yield
maintenance clavse is reflected in accrued interest receivable and other assets with a corresponding increase in other

noninterest income.
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NOTE 18 - LOAN COMMITMENTS AND OTHER RELATED ACTIVITIES

Some financial instruments, such as loan commitments,
credit lines and letters of credit are issued to meet customer
financing needs. These are agreements to provide credit
or to support the credit of others, as long as conditions
established in the contract are met, and usually have

used. Off-balance-sheet risk to credit loss exists up to the
face amount of these instruments, although material losses
are pot anticipated. The same credit policies are used to
make such commitments as are used for loans, including

obtaining collateral at exercise of the commitment.

expiration dates. Commitments may expire without being

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

pre

2006 2005
FIXED RATE VARIABLE: RATE " EIXED RATE VARIABLE RATE
Commitments to make loans $ 3,476 $ 4,845 $ 3,400 $ 3,912
Unused lines of credit 76 23,921 905 16,846
Standby letters of credit 55 4 - 20

Commitments to make loans are generally made for periods of 60 days or less, except for construction loan commit-
ments, which are typically for a period of one year, and loans under a specific drawdown schedule, which are based

on the individual contracts. The fixed rate loan commitments have interest rates ranging from 6,13% to 8.65% at
December 31, 2006 and 6.50% to 8.75% at December 31, 2005 with maturities ranging from 3 to 30 years.
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NOTE 19 - FAIR VALUES OF FINANCIAL INSTRUMENTS

Carrying amounts and estimated fair values of financial instruments were as follows at year-end.

2006 2005

CARRYING FAIR CARRYING FAIR

AMOUNT VALUE AMOUNT VALUE
Financial assets
Cash and cash equivalents $ 5,403 $ 5,403 $ 2972 $ 2,972
Securities available for sale 29,326 29,326 30,872 30,872
Loans held for sale 2,000 2,000 2,419 2,419
Loans, net 184,695 185,795 124,026 125,343
Federal Home Loan Bank stock 2,813 2,813 2,656 2,656
Accrued interest receivable 1,119 1,119 845 845
Yield maintenance clause
{embedded derivative) 32 32 - -
Financial liabilities
Deposits (167,591) (167,953) (127,588) (127,935)
Federal Home Loan Bank advances (32,520} (32,479) (22,995) (22,756)
Subordinated debentures (5,155) (5,155) (5,155) (5,155)
Accrued interest payable (239) (239) (90) (90)
Interest rate swaps (32) (32) - -

The methods and assumptions used to estimate {air value
are described as follows.

Carrying amount is the estimated fair value for cash and
cash equivalents, short-term borrowings, Federal Home
Loan Bank stock, accrued interest receivable and
payable, demand deposits, short-term debr, and variable
rate loans or deposits that reprice frequently and fully.
Security fair values are based on market prices or dealer
quotes, and il no such information is available, on the
rate and term of the security and information about the
issuer. For fixed rate loans or deposits and for variable
rate loans or deposits with infrequent repricing or repricing

NOTE 20 - BUSINESS COMBINATION

On Qctober 22, 2004, the Company acquired 100% of
the outstanding common stock of RJO Financial Services,
Inc., doing business as Reserve Mortgage Services
(Reserve), an Akron, Ohio based company licensed as a
mortgage banker in Ohio, Florida and Georgia. Reserve's
name changed to Reserve Mortgage Services, Inc. and it
became an operating subsidiary of CFBank on the date
of the acquisition. Tt was subsequently merged into
CFBank on May 12, 2005. Operating results of Rescrve
are included in the consolidated financial statements
since the date of the acquisition.

The aggregate purchase price was $2,206, including $419

in cash and $1,787 in common stock. The value of the
127,077 common shares issucd was determined based on

CENTRAL FEDERAL CORPORATION 2006

limits, fair value is based on discounted cash flows using
current market rates applied to the estimated life and
credit risk. Fair values for impaired loans are estimated
using discounted cash flow analysis or underlying collateral
values. Fair value of loans held for sale is based on market
quotes. Fair value of debt is based on current rates for
similar financing. The fair value of off-balance-sheet
items is basced on the current fees or cost that would be
charged to enter into or terminate such arrangements.
‘The fair value of interest rate swaps and yield maintenance
clause is based on market prices or dealer quotes.

the average market price over the week before and
after the terms of the acquisition were agreed to and
announced.

The purchase price resulted in goodwill of $1,749, a
noncompete agreement of $25 and prior owner intangible
of $295, Sce Note 7 — Goodwill and Intangible Assels
for information regarding the impairment loss recognized
in 2005. Prior to recognition of the impairment loss, the
noncompete agreement was amortized over its one year
term and the prior owner intangible was amortized over
3 years, using the straight-line method for book and

tax purposes. Goodwill was not amortized but instead
cvaluated for impairment. Goodwill is not deductible

for tax purposes.
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NOTE 21 - PARENT COMPANY ONLY CONDENSED FINANCIAL INFORMATION
Condensed financial information of Central Federal Corporation follows.

CONPDENSED EALANCE SHEETS
DECEMBER 31

2006 Lo 2005

Assets
Cash and cash equivalents $9,298 $ 6,989
Investment in banking subsidiary 23,944 13,009
Investment in and advances to
other subsidiaries 512 319
QOther assets 924 : 1,142

Total assets $ 34,678 o $ 21,459
Liabilities and equity
Subordinated debentures % 5,155 $ 5,155
Accrued expenses and other liabilities 438 223
Shareholders’ equity 29,085 16,081
“Total liabilities and shareholders’ equity $ 34,678 $ 21,459
CONDENSED STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31

2006 2005 2004

Interest expense $. 416 $ 321 $ 225
Other expense 303 308 306
Loss before income tax and

undistributed subsidiaries’ operations (719) (629) (531)
Income tax benefit 232 239 143
Effect of subsidiaries’ operations 450 (2,900) (1,274)

Net loss $ (37 $(3,290) $(1,662)

CENTRAI FEDERAL CORPORATION 2006 ANNUAL REPORT page 47




NOTE 21 - PARENT COMPANY ONLY CONDENSED FINANCIAL INFORMATION (CONTINUED)

CONDENSED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31

2006 0 2005 2004

Cash flows from operating activities ;
Net loss S ) | $(3,290) $(1,662)
Adjustments: ‘
Effect of subsidiaries’ operations ‘ (450) 2,900 1,274
Change in other assets and other liabilities ‘ (175) (716) 296
Net cash from operating activities (662} (1,106) (92)
Cash flows from investing activities
Investments in banking subsidiary (10,000) - -
Investments in subsidiaries (158) 17 -
Net cash from investing activities (10,158) 17 -
Cash flows from financing activities
Proceeds from common stock issued in
public offering " 14,558 - -
Proceeds from exercise of stock options - 375 412
Purchase of treasury stock - - (319)
Dividends paid {1,429) (801) (735)
Net cash from financing activities 13,129 (426) (642)
Net change in cash and cash equivalents 2,309 (1,515) (734)
Beginning cash and cash equivalents 6,989 8,504 9,238
Ending cash and cash equivalents $ 9,298 $ 6,989 $ 8,504
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NOTE 22 - EARNINGS PER SHARE

The factors used in the earnings per share computation follow.

2006 2005 2004
Basic : ‘
Net loss - § (37) $ (3,290 $  (1,662)
Weighted average common ; o ‘ ]
shares outstanding i ‘4,452,119’ 2,203,623 2,033,376
Basic loss per common share $0.01 $ (1.49 $ (082
Diluted
Net loss $ {37 $ (3,290) $ (1,662
Weighted average common shares
outstanding for basic loss per share 4,452,119 2,203,623 2,033,376
Add: Dilutive effects of assumed exercises
of stock options and stock based
incentive plan shares ‘ - - -
Average shares and dilutive potential :
common shares : 4452119 - 2,203,623 2,033,376
Diluted loss per common share $’ ©.01) $ (1.49) $ (0.82)

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

(loss) per share because the Company had a loss from continuing operations, the exercise price of the options was
greater than the average stock price for the periods or the fair value of the stock based incentive plan shares at the

date of grant was greater than the average stock price for the petiods.

2006 2005 2004
Stock options 277,655 270,131 263,400
Stock based incentive plan shares & 15,401 29,366 33,313
CENTRAL FEDERAL CORPORATION 2006 ANNUAL REPORT
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NOTE 23 - SEGMENT INFORMATION

The reportable segments are derermined by the products
and services offered, primarily distinguished between
banking and mortgage banking operations. Loans, securi-
ties, deposits and servicing fees provide the revenues

in the hanking operation, and single-family residential
mortgage loan sales provide the revenues in mortgage
banking. All operations are domestic.

Prior to the Company’s acquisition of Reserve in October
2004, mortgage banking operations were performed by
CFBank. While the chief decision-makers monitored the
revenue streams of the various products and services
prior 0 2005, the identifiable segments were not material
and operations were managed and financial performance
was evaluated on a Company-wide basis. Accordingly,

all of the financial service operations were considered
by management o be aggregated in one reportable
operating scgment. As such, no segment information
is included for 2004.

The accounting policies used are the same as those
described in the summary of significant accounting policies.
Segment performance is evaluated using net income.
Goodwill was allocated to mortgage banking. Income
laxes are allocated and transactions among segments

are made at fair value. Information reported internally
for performance assessment follows: Parent and Other
includes activities that arc not directly atrributed to the
reportable segments, and is comprised of the Parent
Company and climination entries between all segments.

BANKING MORTGAGE BANKING PARENT AND OTHER CONSOLIDATED TOTAL

2006 .
Net interest income (expense) $ 7.090 $ N $ (416) $ 6,765
Provision for loan losses (820) - - (820)
Net gain (loss) on sales of loans (90) 416 - ‘ 326
Other revenue 471 ) 30 497
Depreciation and amortization (399) (107) - (506)
Other expense (5,480) (565) (298) (6,343)
Income (-Ié;s) before income tax 772 (169) (684) (81)
Income tax expense (benefit) 245 (57) (232) (44)

Net income (loss) $ 527 $ (112) $ (452) $ (37)
December 31, 2006
Segment assets $ 232,074 $ 2,518 $ 1436 $ 236,028
2005
Net interest income (expense) $ 5,266 $ 23 $ (321 $ 4,968
Provision far loan losses (674) - - (674)
Net gain (loss) on sales of loans (19 488 -o- 469
Other revenue 364 - 33 397
Impairment loss on goodwill and intangibles - (1,966) - (1,966)
Depreciation and amortization (394) (103) - (497)
Other expense (5,334) (728) (302) (6,364)
Loss before income tax (791) (2,286) (590) (3,667)
Income tax expense (benefit) 44 (182) (239) (377)

Net loss $ (835 $ (2,104) $ (351) $ (3,290
December 31, 2005
Segment assets $ 168,973 $ 2,589 $ 1,459 $ 173,021
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NOTE 24 - ARBITRATION

In December 2005, CFBank terminated the President of
Reserve. The former President filed a request for arbitra-
tion against CFBank and contends that CFBank owes him
$600 for breaching an employment agreement between
him and CFBank by discharging him without just cause.
CFBank responded by denying that it breached the
employment agreement in that CFBank had just cause

NOTE 25 - DISPUTE RESOLUTION

In func 2005, CFBank executed an agreement with
Kaleidico LLC for creation of a residential mortgage lead
generation interface system. CFBank maintains that it
owns the intellectual property developed under the
contract. CFBank, further maintaining that the system
developed under the contract by Kaleidico is functionally
inadequate, sceks the return of the intellectual property.

CENTRAL

FEDERAL

to discharge him for flagrant misconduct and malfea-
sance, alleging causes of action for breach of contract,
breach of fiduciary duty, and breach of duty of loyalty.
The arbitration is in the discovery stage and an outcome
cannot be determined at this time. An arbitration hearing
is scheduled for March 2007.

Kaleidico resists CFBank’s ownership claim. The contract
between CFBank and Kaleidico calls for dispute resolution
through arbitration, although CFBank is first attempting
to schedule informal resolution through meetings with
Kaleidico. An outcome cannot be determined at this time.

CORPORATION 2006 ANNUAL RLPORI

page 51




BEOARD OF DIRECTORS AND OFFICERS

CENTRAL FEDERAL
CORPORATION AND
CFBANK BOARD OF
DIRECTORS

Mark S. Allio

Chairman, President and
Chief Executive Officer
Central Federal Corporation
Chairman and Chief
Executive Officer CFBank

David C. Vernon
Vice-Chairman Central
Federal Corporation and
CFBank

Jeffrey W. Aldrich
Former President
Sterling China Co.
Thomas P. Ash

Director of Governmental
Relations

Buckeye Association of
School Administrators

William R. Downing

CENTRAL FEDERAL
CORPORATION
OFFICERS

Mark §. Allio
Chairman, President and
Chief Executive Officer

David C. Vernon
Vice-Chairman

Eloise L. Mackus, Esq.

Senior Vice President,
General Counsel and
Secretary

Therese A. Liutkus, CPA
Treasurer and Chief
Financial Officer

Laura L. Martin
Assistant Secretary

President, R.H. Downing Inc.

Gerry W. Grace
Former President
Grace Services, Inc.
Jerry F. Whitmer, Esq.

Of Counsel, Brouse
McDowell

CFBEANK OFFICE LOCATIONS

CALCUTTA, OH

49028 Foulks Drive
Calcutta, Ohio 43920
330-385-4323

COLUMBUS, OH
(moving June 2007)

4249 Easton Way
Sujte 125

Columbus, Ohio 43219
614-334-7979

CORPORATE DATA

ANNUAL REPORT

A copy of the Annual Report on Form 10-KSB filed with
the Securities and Exchange Commission will be available
March 30, 2007 without charge upon written request to:

Therese A. Liutkus, CPA

Treasurer and Chicf Financial Officer
Central Federal Corporation

2923 $mith Road
Fairlawn, Ohio 44333
Phone: 330-576-1209
Fax: 330-666-7959

CFBANK COLUMBUS
DEVELOPMENT
BOARD

James J. Chester

Partner. Chester Willcox
and Saxbe, LLP

R. Parker MacDonell
President, Columbus
Region

CFBank

John L. Mead
Qwner

The Turtle Golf Club

Douglas 5. Morgan

Managing Partner,
Columbus Office
Calfee, Halter and
Griswold, LLP

Louis A. Nobile, Jr.

Former President
Bank One Lima

Robert F. Parsons

Director of Development
and Marketing Communities
in Schools, Columbus Inc.
Steven J. Yakubov

Interventional Cardiologist
Mid Ohio Cardiology and
Vascular Consuftant

WORTHINGTON, OH FAIRLAWN, OH

(opening June 2007)
7000 North High Street

614-334-7979

2923 Smith Road
Waorthington, Ohio 43085 Fairlawn, Ohio 44333
330-666-7979

CFBANK EXECUTIVE
OFFICERS

Mark S. Allio

Chairman and Chief
Executive Officer

David C. Vernon
Vice-Chafirman

Raymond E. Heh
President and Chief
Operating Officer

R. Parker MacDoneli
President, Columbus Region

Eloise L. Mackus, Esq.

Senior Vice President,
General Counsel and
Secretary

Therese A. Liutkus, CPA
Treasurer and Chief
Financial Officer

William R. Reed

Senior Credit Officer

ANNUAL MEETING

Fairlawn, Ohio.

SHAREHOLDER SERVICES
Registrar and Transfer Company serves as transfer agent
for Central Federal Corporation shares. Communications
regarding change of address, transfer of shares or lost

CFRANK
COLUMBIANA COUNTY
DEVELOPMENT BOARD

Chuck R. Blasdel

Political/Government
Consultant

Richard D. Cronin

President and Chief

Executive Officer

NCS Envelope Service .

James J. Sabatini Il
Trustee

St. Clair Township
Co-Owner

Sabatini Shoes

James V. Saracco

Village Administrator
Village of Wellsville

Diana M. Spencer
Assistant Vice President
and Regional Manager,
Columbiana County
CFBank

Penny J. Traina
Commissioner
Columbiana County

WELLSVILLE, OH

601 Main Street
Wellsville, Ohio 43968
330-532-1517

‘The Annual Meeting of Shareholders of Central Federal -
Corporation will be held at 10am on Thursday, May 17, 2007
at the Fairlawn Country Club, 200 North Wheaton Road,

. e , certificates should be sent to:
Email: TerrilLiutkus@cfbankmail.com

Registrar & Transfer Company
10 Commerce Drive, Cranford, New Jersey 07016
Phone: 800-368-5948

wees2 | @@ Central Federal Corporation

@ Frinted on recycled paper










