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FORWARD-LOOKING STATEMENTS

In addition to historical information, this filing may include certain
forward-looking statements based on current management expectations. The
forward-looking statements are identifiable by the use of the terms "believes,"
"expects," "anticipates," "estimates," "intends", "considers", "plans", "seeks",
and similar expressions. The Company's actual results could differ materially
from those management expectations. Factors that could cause future results to
vary from current management expectations include, but are not limited to,
general economic conditions, legislative and regulatory changes, monetary and
fiscal policies of the federal government, changes in tax policies, rates and
regulations of federal, state, and local tax authorities, changes in interest
rates, deposit flows, the cost of funds, demand for loan products, demand for
financial services, competition, changes in the quality of competition, changes
in the quality or composition of the Company's loan and investment portfolios,
changes in accounting principles, policies, or guidelines, and other economic,
competitive, governmental and technological factors affecting the Company's
operations, markets, products, services and prices.

PART T
ITEM 1. DESCRIPTION OF BUSINESS
General
First BancTrust Corporation (the "Company") was incorporated in November 2000

under Delaware law. On April 18, 2001, the Company acquired all of the
outstanding shares of common stock of First Bank & Trust, s.b. of Paris,

Illinois, ("First Bank" or the "Bank") upon the Bank's conversion from an
Illinois chartered mutual savings bank to an Illinois chartered stock savings
bank (the "Conversion"). The Company purchased 100% of the outstanding capital

stock of the Bank using 50% of the net proceeds from the Company's initial stock
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offering which was completed on April 18, 2001. The Company sold 3,041,750
shares of common stock in the initial offering at $5 per share. The Company
began trading on the Nasdag Small Cap Market on April 19, 2001 under the symbol
"FBTC". At December 31, 2005, the Company had consolidated total assets,
liabilities and stockholders' equity of $273.9 million, $247.8 million, and
$26.1 million, respectively.

The Company's assets on an unconsolidated basis at December 31, 2005 consisted
primarily of the investment in the Bank of $30.4 million, investment in First
Charter Service Corporation of $74,000, investment in ECS Service Corporation
doing business as Edgar County Title of $341,000, and investment in FBTC
Statutory Trust I of $186,000, interest-bearing demand deposits of $267,000, an
Employee Stock Ownership Plan ("ESOP") loan to the Bank of $572,000,
available-for-sale securities of $66,000, and premises and equipment of
$152,000. The Company originates loans and solicits deposits through the Bank,
but otherwise conducts no significant business except through the Bank and the
Company's other non-bank subsidiaries.

The Bank was founded in 1887, and continued as an Illinois mutual savings and
loan, until January, 1990 when it was merged with First Federal Bank, a federal
mutual savings

bank. In June, 1995, the charter was converted to an Illinois mutual savings
bank, and the name modified to First Bank & Trust, s.b. As previously stated,
First Bank converted to an Illinois stock savings bank in April, 2001. The Bank
conducts business out of its main office and its operations office, both in
Paris, Illinois, in Edgar County, and branch offices in Marshall, Illinois in
Clark County and Savoy, and Rantoul, Illinois in Champaign County. The primary
market areas of Clark and Edgar counties are located in east central Illinois,
just west of Terre Haute, Indiana, and are both rural counties where agriculture
is responsible for a large share of the local economy. In September, 2003, the
Bank began operations in a temporary facility in Savoy, Illinois, until the move
into a permanent facility in August, 2004. The Savoy market area is immediately
adjacent to the large urban markets of Champaign and Urbana, and shows strong
demographic characteristics. The community has experienced higher than average
population growth, resulting in new housing construction. The Savoy market is
characterized by a younger population, due to its proximity to the University of
Illinois in Champaign-Urbana. The majority of the labor force in this area 1is
employed in managerial or professional occupations. In October, 2005, the
Company acquired all of the outstanding common shares of Rantoul First Bank, SB,
located in northern Champaign County. The transaction was accounted for as a
purchase, and the entity merged into the Bank's operations at the date of
acquisition. Rantoul is also adjacent to the Champaign-Urbana urban area,
located approximately 15 miles north of Champaign-Urbana.

As of December 31, 2005, the Bank had total assets of $273.4 million, total
liabilities of $243.0 million, and total equity of $30.4 million. Total assets
grew by $43.7 million, the majority from an increase in loans, which was
primarily funded by an increase in deposits, a reduction in investments, and a
contribution to paid-in capital from the Company to complete the purchase of
Rantoul First Bank. Net income in 2005 increased by $96,000 or 7.3% which was
primarily attributable to an increase in net interest income of $733,000, and a
reduction in income tax expense of $157,000, partially offset by an increase in
noninterest expense of $541,000 and a decrease in noninterest income of
$232,000.

Business of the Company
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The Company's principal business consists primarily of attracting deposits from
the general public and using those funds to originate loans secured by one-to
four-family residential properties, commercial real estate loans, agricultural
real estate loans, commercial and industrial loans, agricultural production
finance loans, consumer loans and other loans. A substantial number of single
family residential mortgage loans and agricultural loans have been sold into the
secondary market, and the Company retains servicing rights to those loans. At
December 31, 2005, the Company's loan portfolio including loans held for sale,
totaled $160.2 million. In addition, at December 31, 2005 the Company serviced
$92.0 million in loans ($82.6 million of residential loans and $9.4 million of
agricultural loans). The Company also invests in U.S. government securities,
municipal securities, and mortgage-backed securities. At December 31, 2005, the
Company's securities portfolio totaled $79.9 million, of which $76.5 million are
designated as available for sale, and $3.4 million are designated as held to
maturity. The

Company also had $5.1 million invested in interest-bearing demand deposits at
December 31, 2005.

The Company's revenues are derived principally from interest on its mortgage,
consumer, agriculture and commercial loans, interest on its securities, gains on
loan sales, loan servicing fees, abstract and title fees, service charges on
deposits, and other customer fees. The Company's primary sources of funds are
deposits, loan repayments, sales of loans in the secondary market, purchases of
federal funds, and advances (loans) from the Federal Home Loan Bank ("FHLB").

The Company's ability to earn a profit depends on net interest income, which is
the difference between the interest income earned on interest-earning assets,
such as mortgage, commercial and consumer loans, and the interest expense paid
on interest-bearing liabilities, such as deposits and borrowings. The Company's
profitability depends on its ability to manage assets and liabilities during
periods of changing interest rates. To a lesser extent, the Company's
profitability depends on the ability to continue to generate noninterest income
from services provided to its customers.

Lending Activities

GENERAL. At December 31, 2005, the net loan portfolio before allowance for loan
losses, of the Company totaled $159.5 million, representing 58.3% of total
assets at that date. One of the principal lending activities of the Company is
the origination of one-to-four family (which are also known as single-family)
residential loans. At December 31, 2005, single-family residential loans
amounted to $51.8 million or 32.3% of the total loan portfolio. Of this amount,
$7.9 million consisted of second mortgage or home equity loans. In addition, the
Company originates commercial real estate loans, agricultural real estate loans,
commercial and industrial loans, agricultural production finance loans, consumer
loans and tax-exempt loans. On a limited basis, the Company offers multi-family
loans and construction loans.

The types of loans the Company may originate are subject to federal and state
laws and regulations. Interest rates charged on loans are affected principally
by the demand for such loans and the supply of money available for lending
purposes and the rates offered by competitors. These factors are, in turn,
affected by general and economic conditions, the monetary policy of the federal
government, including the Federal Reserve Board, legislative and tax policies,
and governmental budgetary matters.
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LOAN PORTFOLIO COMPOSITION. The following table sets forth the composition of
the Company's loan portfolio by type of loan at the dates indicated.

_3_
December 31, 2005 December 31, 2004 December 31, 2003
Amount Percent Amount Percent Amount Percent
Real estate loans:
One-to-four family $ 51,823 32.29% $ 37,568 31.15% $ 36,513 33.38%
Multi-family 695 0.43% 716 0.59% 266 0.24%
Commercial 33,244 20.71% 16,902 14.02% 10,124 9.25%
Construction 2,423 1.51% 1,516 1.26% 2,275 2.08%
Agricultural loans 20,913 13.03% 16,937 14.04% 13,908 12.71%
Commercial and industrial 7,886 4.91% 6,411 5.32% 6,417 5.87%
Agricultural production finance 15,442 9.62% 13,603 11.28% 12,357 11.29%
Consumer loans:
Vehicle 21,305 13.27% 20,801 17.25% 21,035 19.23%
Consumer finance 872 0.54% 800 0.66% 823 0.75%
Share 708 0.44% 472 0.39% 533 0.49%
Other 3,531 2.20% 3,099 2.57% 3,169 2.90%
Other loans 1,677 1.05% 1,769 1.47% 1,983 1.81%
Total loans receivable 160,519 100.00% 120,594 100.00% 109,403 100.00%
Less:
Undisbursed portion of loans 164 17 23
Unearned discount and fees 808 829 845
Allowance for loan losses 2,662 2,300 2,124
Loans receivable, net $156,885 $117,448 $106,411

Loans held for sale at December 31, 2005 amounted to $642,000, and are not
included in the above table. These loans are single family dwellings committed
for sale to the Federal Home Loan Mortgage Corporation and Illinois Housing
Development Authority.

ORIGINATION OF LOANS. The lending activities of the Company are subject to the
written underwriting standards and loan origination procedures established by
the Board of Directors and management. Loan originations are obtained through a
variety of procedures, including referrals from real estate brokers, builders
and existing customers. The loan officers also supervise the procurement of
credit reports, appraisals, and other documentation involved with loan
originations. Property valuations on loans over $250,000 are performed by
independent outside appraisers approved by the Board of Directors of the
Company. A written evaluation is required for all real estate loans in the
amount of less than $250,000 by a qualified individual.

Under the real estate lending policy of the Company, a title opinion or a title
insurance policy must be obtained for each real estate loan, as well as fire and
extended casualty insurance. Flood insurance is required when the property is in
a flood hazard area designated by the Department of Housing and Urban
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Development. The Company does not require borrowers to advance funds to an
escrow account for the payment of real estate taxes or hazard insurance
premiums.

The Company's loan approval process is intended to assess the borrower's ability
to repay the loan, the viability of the loan and the adequacy of the collateral
that will secure the loan. The Company's loan policy assigns aggregate lending
limits to officers of the Company depending on the type of loan and whether the
loan is secured or unsecured. Two loan officers acting in concert may combine
their lending limits to approve an individual loan, up to a limit of 2.5% of
qualified capital. Management has established an executive officers' loan
committee, which may generally approve credit requests up to 5% of qualified
capital. The Board of Directors has established a loan committee of directors,
which includes four independent directors. The loan committee of directors will
review requests that have been submitted by the executive loan committee, and
can approve loans up to 10% of qualified capital. Any credit in excess of 10% of
qualified capital must be approved by the executive loan committee, the
directors' loan committee, and submitted to the full Board of Directors for
their approval.

Although federal laws and regulations permit savings institutions to originate
and purchase loans secured by real estate located throughout the United States,
the Company concentrates its lending activity on its primary market area of
Edgar, Clark, Vermilion, and Champaign counties, Illinois. A savings institution
generally may not make loans to one borrower and related entities in an amount
which exceeds the greater of (i) 20% of its unimpaired capital and surplus,
although loans in an amount equal to an additional 10% of unimpaired capital and
surplus may be made to a borrower if the loans are fully secured by readily
marketable securities, and (ii) $500,000. As an Illinois-chartered savings bank,
the Bank is permitted to invest without limitation as a percentage of assets in
residential mortgage loans and up to 400% of its capital in loans secured by
non-residential or commercial real estate. The Bank may also invest in secured
and unsecured consumer loans in an amount not exceeding 35% of total assets.
This 35% limitation may be exceeded for certain types of consumer loans such as
home equity and property improvement loans secured by residential real property.
In addition, the Bank may invest up to 10% of its total assets in secured and
unsecured loans for commercial, corporate, business or agricultural purposes.
The Bank has received a waiver from the Illinois Department of Financial and
Professional Regulation regarding its ability to exceed this 10% limit. The Bank
is subject to its internal loans-to-one borrower limitation of 15% of unimpaired
capital.

MATURITY OF LOAN PORTFOLIO. The following table presents certain information at
December 31, 2005, regarding the dollar amount of loans maturing in the
Company's portfolio based on their contractual terms to maturity or scheduled
amortization, but does not include potential prepayments. Demand loans, loans
having no stated schedule of repayments and no stated maturity, and overdrafts
are reported as becoming due within one year. Loan balances do not include
undisbursed loan proceeds, net deferred origination costs and allowance for loan
losses.
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At December 31, 2005

Commercial Agricultural
and Production Other
Real Estate Industrial Finance Consumer Loans

(In Thousands)

AMOUNTS DUE IN:

One year or less $ 13,047 $4,559 $ 9,027 $ 2,592 S 29
More than one year to five years 16,659 1,807 3,962 21,883 10
More than five years 79,392 1,520 2,453 1,941 1,638

Total amount due $109,0098 $7,886 $15,442 $26,416 $1,677

The following table sets forth the dollar amount of all loans, before net items,
due after December 31, 2006 which have fixed interest rates or which have
floating or adjustable rates.

Fixed-Rates Floating or Adjustable-Rates Total

(In Thousands)

Real estate loans:

One-to-four family $11,404 $39,024 $ 50,428
Multi-family 549 146 695
Commercial 13,852 10,486 24,338
Construction 6 115 121
Agricultural loans 11,492 8,977 20,469
Commercial and industrial 1,834 1,493 3,327
Agricultural production finance 4,485 1,930 6,415
Consumer loans:
Vehicle 20,402 - 20,402
Consumer finance 788 - 788
Share 94 8 102
Other 2,521 11 2,532
Other loans 10 1,638 1,648
Total loans receivable $67,437 563,828 $131,265

Scheduled contractual maturities of loans do not necessarily reflect the actual
expected term of the loan portfolio. The average life of mortgage loans is
substantially less than their average contractual terms because of prepayments.
The average life of mortgage loans tends to increase when current mortgage rates
are higher than rates on existing mortgage loans and, conversely, decrease when
rates on current mortgage loans are lower than existing mortgage loan rates (due
to refinancing of adjustable-rate and fixed-rate loans at lower rates). Under
the latter circumstance, the weighted average yield on loans decreases as higher
yielding loans are repaid or refinanced at lower rates.

ONE- TO FOUR-FAMILY RESIDENTIAL REAL ESTATE LOANS. One of the primary lending
activities of the Company is the origination of loans secured by single-family
residences. At December 31, 2005, $51.8 million or 32.3% of the total loan
portfolio consisted of
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single-family residential loans. Of this amount, $7.9 million consisted of
second mortgage or home equity loans.

The Company's present lending policy on one-to-four family regular conventional
residential mortgage loans generally limits the maximum loan-to-value to 80% of
the appraised value of the property. If the Company originates a residential
mortgage loan with a loan-to-value in excess of 80%, the Company may require the
borrower to obtain private mortgage insurance. An alternative mortgage product
is available for owner occupied one to four family residential properties within
the Bank's market area which generally allows financing to qualified applicants
of up to 100% of the purchase price or the appraised value, whichever is less.
Residential mortgage loans are typically amortized on a monthly basis with
principal and interest due each month.

The Company's residential mortgage loans have either fixed rates of interest or
interest rates which adjust periodically during the term of the loan. Fixed-rate
loans generally have maturities from 5 to 30 years and are fully amortizing with
monthly payments sufficient to repay the total amount of the loan with interest
by the end of the loan term. The Company's fixed-rate conventional loans
generally are originated under terms, conditions and documentation which permit
them to be sold to U.S. government-sponsored agencies, such as the Federal Home
Loan Mortgage Corporation, and other investors in the secondary market for
mortgages. The Company sells substantially all qualifying fixed-rate
conventional loans with terms greater than 10 years in the secondary market. At
December 31, 2005, $12.1 million, or 23.4% of the Company's single-family
residential mortgage loans were fixed-rate loans.

The adjustable-rate single-family residential mortgage loans currently offered
by the Company have interest rates which adjust every one, three or five years
in accordance with a designated index such as one-, three-, or five-year U.S.
Treasury obligations adjusted to a constant maturity, plus a stipulated margin.
In addition, the Company offers an adjustable mortgage loan with a fixed-rate
for the first three or five years which adjusts on an annual basis thereafter.
The Company's adjustable-rate single-family residential real estate loans
generally have a cap of 2% on any increase or decrease in the interest rate at
any adjustment date, and include a specified cap on the maximum interest rate
over the life of the loan, which is generally 6% above the initial rate. Such
loans generally are underwritten based on the initial rate. The Company's
adjustable-rate loans require that any payment adjustment resulting from a
change in the interest rate of an adjustable-rate loan be sufficient to result
in full amortization of the loan by the end of the loan term, and thus, do not
permit any of the increased payment to be added to the principal amount of the
loan, or so-called negative amortization. At December 31, 2005, $39.7 million or
76.6% of the Company's single-family residential mortgage loans were
adjustable-rate loans.

At December 31, 2005, the Company's second mortgage or home equity loans
amounted to $7.9 million or 4.9% of the total loan portfolio. These loans are
secured by the underlying equity in the borrower's residence, and accordingly,
are reported with the one-to-four family real estate loans. As a result, the
Company generally requires loan-to-value ratios of 90% or less after taking into
consideration the first mortgage held by the Company. If the Company does not
own or service the first mortgage, it will limit the
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total loan-to-value ratio to 80%. These loans typically have ten-year terms with
an interest rate adjustment after five years. Home equity lines-of-credit are
also offered to qualified applicants to fund up to 100% of the equity in the
borrower's home, based on the appraised value of the property, if the Company
holds the first mortgage on the property. For all others, the maximum
loan-to-value is eighty percent of the appraised value of the property. Home
equity lines-of-credit are adjustable rate products priced off of the "prime"
rate, and reprice monthly.

Adjustable-rate loans decrease the risks associated with changes in interest
rates but involve other risks, primarily because as interest rates increase, the
loan payment by the borrower increases to the extent permitted by the terms of
the loan, thereby increasing the potential for default. Moreover, as with
fixed-rate loans, as interest rates increase, the marketability of the
underlying collateral property may be adversely affected by higher interest
rates. The Company believes that these risks, which have not had a material
adverse effect on the Company to date, generally are less than the risks
associated with holding fixed-rate loans in an increasing interest rate
environment.

COMMERCIAL REAL ESTATE LOANS. The Company's commercial real estate portfolio
primarily consists of loans secured by office buildings, warehouses, production
facilities, recreational facilities, retail stores and restaurants located
within the Company's market area. Commercial real estate loans amounted to $33.2
million or 20.7% of the total loan portfolio as of December 31, 2005 with an
average loan balance of approximately $118,000.

The Company's commercial real estate loans typically have a loan-to-value ratio
of 80% or less and generally have higher interest rates than single-family
residential loans. Loans secured by raw land cannot exceed 65% of the appraised
value, and loans secured by real estate to be used for land development can not
exceed 75% loan-to-value. The maximum term of the Company's commercial real
estate loans cannot exceed 30 years. Generally, terms for commercial real estate
loans are not longer than 10 years, and are based on an amortization schedule of
up to thirty years. At December 31, 2005, fixed rate commercial real estate
loans totaled $16.8 million, while adjustable rate commercial real estate loans
totaled $16.4 million.

Commercial real estate lending is generally considered to involve a higher
degree of risk than one-to-four family residential lending. Such lending
typically involves large loan balances concentrated in a single borrower or
groups of related borrowers for rental or business purposes. In addition, the
payment experience on loans secured by income-producing properties is typically
dependent on the success of the operation of the related project and thus is
typically affected by adverse conditions in the real estate market and in the
economy. The Company generally attempts to mitigate the risks associated with
its commercial real estate lending by, among other things, lending primarily in
its market area and using low loan-to-value ratios in the underwriting process.

AGRICULTURAL REAL ESTATE LOANS. At December 31, 2005, the Company's agricultural
loans amounted to $20.9 million or 13.0% of the total loan portfolio. The
Company's agricultural loans are primarily secured by farmland located in its
market area and other counties in east-central Illinois and western Indiana. The
Company's adjustable rate

agricultural real estate loans have interest rates which generally adjust every

10
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one, three or five years in accordance with a designated index and are generally
amortized over 20 or 30 years. A portion of these agricultural real estate loans
also include a balloon payment after 10 years. Fixed rate agricultural real
estate loans generally are for terms of up to 15 years, although many are
amortized over longer periods, and include a balloon payment at maturity. The
Company's lending policies on agricultural loans originated for its portfolio
generally limit the maximum loan-to-value ratio to 80% of the lesser of the
appraised value or purchase price of the property.

Many agricultural real estate loans to farmers have been underwritten by agency
guidelines to qualify for a government guarantee of up to 90% of the original
loan amount, which in turn qualifies them to be sold to a variety of investors
in the secondary market. Once the government guarantee is secured from Farmers
Home Loan Administration, the guarantee covers up to 90% of any loss on the
loan. By way of example, assume that the Company originates a conforming
$100,000 agricultural loan, secures a 90% guarantee from Farmers Home Loan
Administration, and subsequently sells $90,000 of the loan in the secondary
market with servicing retained. Assume that the borrower defaults on the loan,
and the value of the property is $50,000. The Company would purchase the $90,000
portion from the investor, foreclose on the loan, and sell the property for
$50,000. This would result in an initial loss to the Company of $50,000.
However, as a result of the government guarantee, the Company would be
reimbursed $45,000, representing 90% of its loss of $50,000. The Company's out
of pocket loss in this example would be $5,000. Likewise, if the Company holds
the example loan which carries the 90% guarantee in its own portfolio, the loss
to the Company would also be limited to $5,000, after filing the claim with
Farmers Home Loan Administration. If the Company originates an agricultural loan
which qualifies for the agency guarantee, it may originate the loan with a
loan-to-value of 90% of the lesser of the appraised value or purchase price of
the property. At December 31, 2005, the guaranteed amount of $8.1 million on
farmland loans of $9.0 million were owned by various investors. Additionally,
farmland loans of $5.2 million are included in the Company's agricultural real
estate portfolio, of which $4.6 million are guaranteed by the Farmers Home Loan
Administration.

COMMERCIAL AND INDUSTRIAL LOANS. At December 31, 2005, the Company's commercial
and industrial loans amounted to $7.9 million or 4.9% of the Company's loan
portfolio. Types of commercial loans in the portfolio at December 31, 2005
include short-term working capital loans and term loans for capital purchases,
secured by inventory, accounts receivable, fixtures, or equipment. The Company's
commercial and industrial loans generally have a term of up to six years and may
have either floating rates tied to the Company's internal prime rate or fixed
rates of interest. The Company's commercial and industrial loans are made to
small to medium-sized businesses within the Company's market area. A substantial
portion of the Company's small business loans are secured by perfected security
interests in accounts receivable and inventory or other corporate assets such as
equipment. The Company also generally obtains personal guarantees from the
principals of the borrower with respect to all commercial and industrial loans.
In addition, the Company may extend loans for a commercial business purpose
which are secured by a mortgage on the proprietor's home or business property.
Commercial and

industrial loans generally are deemed to involve a greater degree of risk than
single-family residential mortgage loans.

AGRICULTURAL PRODUCTION FINANCE LOANS. At December 31, 2005, the Company's
agricultural production finance loans amounted to $15.4 million or 9.6% of the

11
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total loan portfolio. Generally these loans are extended to farmers in the
Company's market area and other counties in Illinois and Indiana for the
purchase of equipment, seed, fertilizer, insecticide and other purposes in
connection with agricultural production. The Company's agricultural production
finance loans generally have terms of one, three or five years, although loans
secured by farm equipment may extend to seven years or longer. The maximum term
for equipment secured loans will be tied directly to the useful life of the
underlying collateral but cannot exceed 15 years. The interest rate 1is increased
with respect to the longer terms loans due to the rate exposure of these loans.
The amount of the commitment is based on management's review of the borrower's
business plan, prior performance, marketability of crops, and current market
prices. The Company requires a minimum current ratio of 1.1. These loans are
secured by crops, equipment, accounts receivable, inventory, and second
mortgages on the farmland.

The Company's agricultural production finance loans may be originated under
terms, conditions and documentation which allow them to qualify for a guarantee
by the Farmers Home Loan Administration, and/or to be sold to a variety of
investors in the secondary market. These qualifying loans also carry a
government guarantee of up to 90% of any loss.

CONSUMER LOANS. The Company is authorized to make loans for a wide variety of
personal consumer purposes. At December 31, 2005, $26.4 million or 16.5% of the
Company's total loan portfolio consisted of consumer loans.

The Company originates consumer loans in order to provide a full range of
financial services to its customers and because such loans generally have
shorter terms and higher interest rates than residential mortgage loans. The
consumer loans offered by the Company include vehicle loans, consumer finance
loans, loans secured by deposit accounts in the Company and other miscellaneous
loans.

The Company offers vehicle loans on both new and used vehicles, with a
significant portion of the loans secured by recent model used vehicles at the
time of origination. The vehicle loans offered by the Company have fixed
interest rates and terms of up to six years for new vehicles or used vehicles
(model year 2003 and newer) and up to five years for older used vehicles.
Vehicle loans amounted to $21.3 million or 13.3% of the total loan portfolio at
December 31, 2005. All of the Company's vehicle loans are directly underwritten
by the Company. The Company does not purchase any indirect vehicle loans.

At December 31, 2005, the Company's consumer finance loans amounted to $872,000
or 0.6% of the total loan portfolio. These loans are typically secured by
household items such as furniture and electronic appliances and equipment. These
loans are primarily underwritten based on the collateral and debt to income
ratios. The Company generally limits the terms of these loans to three years
with a fixed interest rate.

-10-

The Company offers loans secured by deposit accounts in the Company, which
amounted to $708,000 or 0.4% of the Company's total loan portfolio at December
31, 2005. Such loans are originated for up to 90% of the account balance, with a
hold placed on the account restricting the withdrawal of the account balance.
These loans mature on or before the maturity date of the underlying certificate
of deposit.

Other consumer loans consist primarily of unsecured personal loans and other
loans. These loans amounted to $3.5 million or 2.2% of the total loan portfolio

12
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at December 31, 2005.

Consumer loans generally have shorter terms and higher interest rates than
mortgage loans but generally involve more credit risk than mortgage loans
because of the type and nature of the collateral and, in certain cases, the
absence of collateral. In addition, consumer lending collections are dependent
on the borrower's continuing financial stability, and thus are more likely to be
adversely affected by job loss, divorce, illness, and personal bankruptcy. In
some cases, repossessed collateral for a defaulted consumer loan will not
provide full repayment of the outstanding loan balance because of improper
repair and maintenance of the underlying security. The remaining deficiency may
not warrant further substantial collection efforts against the borrower. The
Company believes that the generally higher yields earned on consumer loans
compensate for the increased credit risk associated with such loans and that
consumer loans are important to its efforts to increase rate sensitivity,
shorten the average maturity of its loan portfolio and provide a full range of
services to its customers.

REAL ESTATE CONSTRUCTION LOANS. At December 31, 2005, the Company had
approximately $2.4 million or 1.5% of total loans in single-family residential
construction loans. The construction loans of the Company are comprised largely
of loans made to borrowers to construct individual pre-sold homes. Frequently,
the construction loan and the permanent mortgage loan are originated at one
closing as a construction/permanent loan. Interest-only payments are required
during the construction period, which is typically six months.

Construction lending is generally considered to involve a higher degree of risk
of loss than long-term financing on improved, owner-occupied real estate because
of the uncertainties of construction, including the possibility of costs
exceeding the initial estimates and the need to obtain a tenant or purchaser if
the property will not be owner-occupied. The Company generally attempts to
mitigate the risks associated with construction lending by, among other things,
lending in its market area, using conservative underwriting guidelines, and
monitoring the construction process.

MULTI-FAMILY RESIDENTIAL LOANS. The Company also has a relatively small amount
of multi-family (over four units) residential loans. The multi-family
residential mortgage loans are underwritten on substantially the same basis as
its commercial real estate loans, although loan-to-value ratios may be up to
80%. At December 31, 2005, the Company had $695,000 in multi-family residential
mortgage loans which amounted to 0.4% of the total portfolio.

11—

OTHER LOANS. The Company's other loans amounted to $1.7 million or 1.1% of the
total loan portfolio at December 31, 2005. The majority of this balance
represents a participation interest in an industrial revenue bond for a local
hospital.

LOAN ORIGINATION AND OTHER FEES. In addition to interest earned on loans, the
Company may receive loan origination fees or "points" for originating mortgage
loans. Loan points are a percentage of the principal amount of the mortgage loan
and are charged to the borrower in connection with the origination of the loan.
A document preparation fee is generally assessed on consumer loan originations
of $75 per loan for consumer non-mortgage originations, while second mortgages
may be assessed a loan document preparation fee of $150 per origination and
first mortgages may be assessed a loan document fee of $250 per loan.

LOAN SERVICING. The Company also services loans for others. Loan servicing

13
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includes collecting and remitting loan payments, accounting for the principal
and interest, making inspections as required of mortgaged premises, contacting
delinquent borrowers, supervising foreclosures and property dispositions in the
event of unremedied defaults, making certain insurance and tax payments on
behalf of the borrowers and generally administering the loans. At December 31,
2005, the Company was servicing $92.0 million of loans for others. Of this
amount, $82.6 million were single family residential loans sold to the Federal
Home Loan Mortgage Corporation and the Illinois Housing Development Authority.
Agricultural land and equipment loans serviced for others were $9.4 million.

Asset Quality

GENERAL. The Company mails delinquent notices to borrowers when a borrower fails
to make a required payment within 15 days of the due date. Additional notices
are sent out when a loan becomes 30 days or 60 days past due. If a loan becomes
90 days past due, the Company mails a notice indicating that the Company will
refer it to an attorney within 30 days to commence foreclosure. In most cases,
deficiencies are cured promptly. While the Company generally prefers to work
with borrowers to resolve such problems, the Company will institute foreclosure
or other collection proceedings when necessary to minimize any potential loss.

Loans are placed on non-accrual status when management believes the probability
of collection of interest is insufficient to warrant further accrual. After a
loan is delinquent for 90 days or more, an interest reserve is established
against which previously accrued but unpaid interest is deducted from interest
income. If the borrower makes subsequent payments on the loan, they are applied
to interest and principal, and the interest reserve is reduced by the amount of
the interest payment. The Company periodically reviews all loans delinquent 90
days or more, and places those loans which are not likely to be collected on
non-accrual status. When a loan is placed on non-accrual status, previously
accrued but unpaid interest is deducted from interest income, and subsequent
payments received are applied only against the principal balance.

Real estate and other assets acquired by the Company as a result of foreclosure
or by deed-in-lieu of foreclosure are classified as real estate owned until
sold. The Company
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had $267,000 of real estate owned and other assets at December 31, 2005. This
category consists primarily of commercial real estate, one-to-four residential
properties, and vehicles.

DELINQUENT LOANS. The following table sets forth information concerning
delinquent loans at December 31, 2005, in dollar amounts and as a percentage of
the Company's total loan portfolio. The amounts presented represent the total
outstanding principal balances of the related loans, rather than the actual
payment amounts which are past due.

December 31, 2005
30-59 Days 60-89 Days 90 or More Days
Overdue Overdue Overdue
Percent Percent Percent
of Total of Total of Total
Amount Loans Amount Loans Amount Loans

14
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(In Thousands)

Real estate loans:

One-to-four family $ 753 0.47% $308 0.19% $ 306 0.19%
Commercial 152 0.10% 343 0.21% 510 0.32%
Construction - - - - -
Agricultural loans 70 0.04% —= —= 64 0.04%
Commercial and industrial 702 0.44% 19 0.02% 421 0.26%
Agricultural production finance 441 0.28% 1 0.00% - -
Consumer loans: - -
Vehicle 199 0.12% 27 0.02% 94 0.06%
Consumer finance 30 0.02% 3 0.00% 1 0.00%
Other 68 0.04% 16 0.01% 23 0.02%
Total loans $2,415 1.51% $717 0.45% $1,419 0.89%

NON-PERFORMING ASSETS. The following table presents information with respect to
the Bank's nonperforming assets at the dates indicated.

-13-

At December 31,

(Dollars in Thousands)

NON-PERFOMING LOANS:
90 Days Delinquent and Non-accrual loans:
Real estate loans:

One-to-four family $ 306 $ 202 $ 567
Commercial 510 - 302
Construction - 108 113
Agricultural loans 64 - -
Commercial and industrial 421 - -
Agricultural production finance - 19 32
Consumer loans:
Vehicle 94 97 89
Consumer finance 1 14 15
Other 23 3 8
Troubled debt restructurings 94 1,128 1,403
Total non-performing loans 1,513 1,571 2,529
Real estate owned (1) 267 190 96
Total nonperforming assets (2) $1,780 $1,761 $2,625

Total nonperforming loans as a percentage

of total loans 0.95% 1.31% 2.35%
Total nonperforming assets and troubled debt
restructurings as a percentage of total assets 0.65% 0.76% 1.16%

15
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(1) Real estate owned includes other repossessed assets and the balances are
shown net of related valuation allowances.

(2) DNonperforming assets consist of nonperforming loans, other repossessed
assets and real estate owned.

CLASSIFIED ASSETS. Federal regulations require that each insured savings
institution classify its assets on a regular basis. In addition, in connection
with examinations of insured institutions, federal examiners have authority to
identify problem assets and, if appropriate, classify them. There are three
classifications for problem assets: "substandard," "doubtful" and "loss."
Substandard assets have one or more defined weaknesses and are characterized by
the distinct possibility that the insured institution will sustain loss if the
deficiencies are not corrected. Doubtful assets have the weaknesses of
substandard assets with the additional characteristic that the weaknesses make
collection or liquidation in full on the basis of currently existing facts,
conditions and values questionable, and there is a higher possibility of loss.
An asset classified loss is considered uncollectible and of such little wvalue
that continuance as an asset of the institution is not warranted. Another
category designated "special mention" also must be established and maintained
for assets which do not currently expose an insured institution to a sufficient
degree of risk to warrant classification as substandard, doubtful, or loss.
Assets classified as substandard or doubtful require the institution to
establish general allowances for loan losses. If an asset or portion thereof is
classified loss, the insured

—14-

institution must either establish specific allowances for loan losses in the
amount of 100% of the portion of the asset-classified loss, or charge off such
amount . General loss allowances established to cover possible losses related to
assets classified substandard or doubtful may be included in determining an
institution's regulatory capital, while specific valuation allowances for loan
losses do not qualify as regulatory capital. Federal examiners may disagree with
an insured institution's classification and amounts reserved.

The Company's total classified loans, which include impaired loans, at December
31, 2005 amounted to $13.9 million, $5.8 million of which was classified as
substandard, $372,000 of which was classified doubtful, $86,000 of which was
classified loss, and $7.7 million which was classified as special mention or
potential problem loans. Classified loans at December 31, 2004 were $13.0
million, $5.8 million of which was classified substandard, $141,000 of which was
classified doubtful, $155,000 of which was classified loss, and $7.0 million
which was classified special mention or potential problem loans. Of the $13.9
million classified assets at December 31, 2005, $1.4 million were nonperforming
loans as of December 31, 2005. The remaining $12.5 million relate to potential
problem loans due to various circumstances such as prior problem history with
the customer or insufficient collateral value.

The Company had specific reserves totaling $1.5 million on classified loans as
of December 31, 2005. Included in the classified loans of $13.9 million were
agricultural production finance loans totaling $4.0 million, commercial loans of
$1.6 million, farmland loans of $2.1 million, nonresidential real estate loans
of $3.6 million, one-to-four family real estate loans of $2.1 million, and
consumer loans of $421,000. Of the $4.0 million in classified agricultural
production loans, $2.0 million in agricultural finance loans had guarantees by
the Farmers Home Administration in the amount of $1.8 million. Also included in
classified loans were farmland loans of $1.1 million which had guarantees by the
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Farmers Home Administration in the amount of $1.0 million.

RESERVE POLICY AND METHODOLOGY. The Company maintains an allowance for credit
losses to absorb losses inherent in the loan portfolio. The allowance is based
on ongoing, quarterly assessments of the probable estimated losses inherent in
the loan portfolio. The allowance is increased by the provision for credit
losses, which is charged against current period operating results and decreased
by the amount of chargeoffs, net of recoveries. In calculating the allowance for
credit losses, the Company segments the loan portfolio into two groups, loans
evaluated individually and loans evaluated collectively. The methodology for
assessing the appropriateness of the allowance account consists of a formula
allowance for loans evaluated collectively and specific allowances for loans
evaluated individually.

The specific allowances are calculated by applying loss factor percentages to
outstanding loans included in the classification of assets, based on the
classification category of each loan. Changes in risk grades of these loans
affect the amount of the specific allowance. Loss factors for the formula
allowance are based on our historical loss experience and may be adjusted for
significant factors that, in management's Jjudgement, affect the collectibility
of the portfolio as of the evaluation date. The adjustments to the historical
loss experience are based on an evaluation of national and local economic
trends, trends
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in delinquencies and chargeoffs, trends in volume and terms of loans, changes in
underwriting standards, and industry conditions.

Specific allowances are established in cases where management has identified
significant conditions or circumstances related to a credit that management
believes indicate the probability that a loss has been incurred in excess of the
amount determined by the application of the formula allowance.

While management believes the allowance for loan losses is sufficient to cover
losses inherent in its loan portfolio at this time, no assurances can be given
that the level of the allowance for loan losses will be sufficient to cover
future loan losses incurred or that future adjustments to the allowance for loan
losses will not be necessary if economic and other conditions differ
substantially from the economic and other conditions used by management to
determine the current level of the allowance for loan losses. As of December 31,
2005 and 2004, the allowance for loan losses was 1.67% and 1.92%, respectively,
of total loans. Management will continue to monitor and modify the allowance for
loan losses as conditions dictate.

The following table sets forth information concerning the allocation of the
Company's allowance for loan losses by loan categories at the dates indicated.

December 31,

2005 2004
Percent of Percent of
Loans in Loans in
Each Each
Category to Category to
Amount Total Loans Amount Total Loans Amount

Percent
Loans
Each
Category
Total Lo
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Allocated:

Real estate loans:
One-to-four family
Multi-family
Commercial
Construction
Agricultural loans

Commercial and industrial

Agricultural production finance

Consumer loans:

Vehicle
Consumer finance
Share
Other
Other loans

The following table sets forth an analysis of the Company's allowance for loan

$ 318

866
60
84

466

330
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losses during the periods indicated.

Total loans outstanding
Average loans outstanding, net
Balance at beginning of period
CHARGE-OFFS:
Real estate loans:

One-to-four family

Multi-family

Commercial

Construction

Agricultural loans
Commercial and industrial
Agricultural production finance
Consumer loans:

Vehicle

Consumer finance

Share

Other

Total charge-offs

RECOVERIES:

Real estate loans:
One-to-four family
Multi-family
Commercial
Construction

32.29% S 224 31.15%
0.43% 2 0.59%
20.71% 745 14.02%
1.51% 56 1.26%
13.03% 52 14.04%
4.91% 376 5.32%
9.62% 320 11.28%
13.27% 414 17.25
0.54% 36 0.66
0.44% - 0.39
2.20% 56 2.57
1.05% 19 1.47
100.00% $2,300 100.00

Year Ended December 31,

2005 2004 2003
$159,547  $119,748  $108,535
131,405 111, 445 105,773
2,300 2,125 1,963
72 78 118
91 67 -
= 75 35
— 14 234
206 156 214
20 34 10
50 14 48
439 438 659
1 8 -
12 1 =

$ 154

349
60
91

351

503

18
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Agricultural loans 7 - —=
Commercial and industrial - 3 5
Agricultural production finance 2 - 11
Consumer loans:

Vehicle 48 52 47

Consumer finance 11 23 23

Share - - -

Other 10 11 7

Total recoveries 91 98 93
Net charge-offs (348) (340) (5606)
Provision for loan losses 510 515 728
Acquired through business combination 200 - -
Balance at end of period S 2,662 S 2,300 $ 2,125

Allowance for loan losses as a
percent of total loans outstanding 1.67% 1.92% 1.96%

Allowance for loan losses as a
percent of total non-performing loans 175.94% 146.40% 84.03%

Ratio of net charge-offs to
average loans outstanding 0.26% 0.31% 0.54%
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Investment Securities

The Company has authority to invest in various types of securities, including
mortgage-backed securities, U.S. Treasury obligations, securities of wvarious
federal agencies and of state and municipal governments, certificates of
deposits at federally-insured banks and savings institutions, certain bankers'
acceptances and federal funds. The Company's investment strategy is established
by the Investment/ALCO Committee which currently consists of directors and
senior officers of the Company. The Investment/ALCO Committee meets on a
quarterly basis and the strategy established by the committee is implemented by
the Company's President and Chief Financial Officer. The Company has obtained
the services of an independent consultant to provide data regarding the Bank's
investments as well as potential investments. Any material deviations from the
investment strategy require approval by the Investment/ALCO Committee.

The following table sets forth information relating to the amortized cost and
fair value of the Company's securities all of which are classified available for
sale.

December 31,

Cost Value Cost Value Cost Value

(In Thousands)
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AVAILABLE FOR SALE:

U.S. Treasuries $ 3,820 $ 3,527 $ 3,838 $ 3,920 $ 3,803 $ 3,792
Federal agencies 8,483 8,375 7,000 6,949 7,504 7,517
State and municipal 13,181 13,252 10,540 10,876 9,489 9,904
Mortgage-backed securities 51,138 50,369 60, 625 60,800 70,759 70,814
Equity securities 903 901 1,252 1,399 1,599 1,715
Total $77,525 $76,424 $83,255 $83, 944 $93,154 $93,742

HELD TO MATURITY:
Mortgage-backed securities S 3,437 $ 3,384 S 4,778 $ 4,831 S - $ -

Total S 3,437 $ 3,384 S 4,778 $ 4,831 $ - $ -

The following table sets forth the amount of the Company's available-for-sale
debt securities which mature during each of the periods indicated and the
weighted average yields for each range of maturities at December 31, 2005. The
table does not include equity securities as they have no stated maturity. The
amounts reflect fair value of the Company's debt securities at December 31,
2005.

_18_
Weighted Weighted Weighted
Under 1 Average 1-5 Average 5-10 Average
Year Yield Years Yield Years Yield
(In Thousands)
Available-for-sale securities
U.S. Treasuries S 0 $ 3,527 3.92% S 0
Federal agencies 1,489 2.35% 5,907 3.09% 979 4.00%
State and municipal 130 4.06% 2,407 3.37% 8,276 3.64%
Mortgage-backed securities (1) 13,096 4.31% 30,077 4.24% 7,121 4.24%
Total $14,715 $41,918 $16,376
(1) The maturities for mortgage-backed securities are based on prepayment speed

assumptions established by management based on the current interest rate
environment. The assumption rates vary by the individual security.

The mortgage-backed securities include $25.6 million in adjustable rate
securities which typically have longer stated final maturities, but will have
rate adjustments within the next four years. The fixed rate mortgage-backed
securities have relatively short projected remaining lives, generally less than
fifteen years.

The following table sets forth the amount of the Company's held-to-maturity debt
securities which mature during each of the periods indicated and the weighted
average yields for each range of maturities at December 31, 2005. The amounts
reflect the amortized cost of the Company's debt securities at December 31,
2005.
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Weighted Weighted Weighted
Under 1 Average 1-5 Average 5-10 Average
Year Yield Years Yield Years Yield

Held-to-maturity securities

Mortgage-backed securities (1) $378 4.50% $1,695 4.50% $1,311 4.50%
Total $378 $1,695 $1,311
(1) The maturities for mortgage-backed securities are based on prepayment speed

assumptions established by management based on the current interest rate
environment. The assumption rates vary by the individual security.

Mortgage-backed securities represent a participation interest in a pool of one-
to four-family or multi-family mortgages. The mortgage originators use
intermediaries (generally U.S. Government agencies and government-sponsored
enterprises) to pool and repackage the participation interests in the form of
securities, with investors receiving the principal and interest payments on the
mortgages. Such U.S. Government agencies and government-sponsored enterprises
guarantee the payment of principal and interest to investors.

Mortgage-backed securities are typically issued with stated principal amounts,
and the securities are backed by pools of mortgages that have loans with
interest rates that are within a range and have varying maturities. The
underlying pool of mortgages, i.e., fixed-rate or adjustable-rate, as well as
prepayment risk, are passed on to the certificate holder.

—-19-

The life of a mortgage-backed pass-through security approximates the life of the
underlying mortgages. However, prepayment of principal allows the Company to
re—-invest at current rates. This is beneficial in a rising interest rate
environment. During 2005, proceeds generated from repayments and maturities of
available-for-sale and held-to-maturity securities totaled $25.0 million
compared to $34.7 million in 2004. Of the $25.0 million, repayments on
mortgage-backed securities amounted to $20.7 million. Net amortization of
premiums and discounts on securities decreased to $67,000 in 2005 compared to
$190,000 in 2004, as prepayments slowed in response to the rising interest rates
of 2005.

Mortgage-backed securities generally yield less than the loans which underlie
such securities because of their payment guarantees or credit enhancements which
offer nominal credit risk. However, these securities generally yield more than
other debt instruments available from U.S. Government Agencies. In addition,
mortgage-backed securities are more liquid than individual mortgage loans and
may be used to collateralize borrowings or other obligations of the Company.

The Company's investment in mortgage-backed securities resulted in higher yields
than were generally available from other securities of comparable credit risk.
At the same time yields were only marginally less than those generally available

on comparable real estate mortgages, without the inherent credit risk.

Sources of Funds
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GENERAL. Deposits are the primary source of the Company's funds for lending and
other investment purposes. In addition to deposits, principal and interest
payments on loans and mortgage-backed securities are a source of funds. Loan
repayments are a relatively stable source of funds, while deposit inflows and
outflows are significantly influenced by general interest rates and money market
conditions. Borrowings may also be used on a short-term basis to compensate for
reductions in the availability of funds and other sources and on a longer-term
basis for general business purposes. For a discussion of commitments and credit
risk, see note 25 to the consolidated financial statements.

DEPOSITS. Deposits are attracted by the Company principally from within its
primary market area. Deposit account terms vary, with the principal differences
being the minimum balance required, the time periods the funds must remain on
deposit and the interest rate.

The Company obtains deposits primarily from residents in Illinois and Indiana.
The Company seeks to attract deposit accounts by offering a variety of products
with competitive rates and terms.

Interest rates paid, maturity terms, service fees and withdrawal penalties are
established on a periodic basis. Management determines the rates and terms based
on rates paid by competitors, the need for funds or liquidity, growth goals and
federal and state regulations. The Company attempts to control the flow of
deposits by pricing its accounts to remain generally competitive with other
financial institutions in its market area.
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The following table shows the distribution of and certain other information
relating to the Company's average deposits for the years 2005 and 2004 by the
type of deposits indicated.

December 31, 2005 December 31, 2004
Percent Percent
of Total Weighted of Total Weight
Average Average Average Average Average Avera
Balance Deposits Rate Balance Deposits Rate

(dollars in thousands)

Money market deposits $ 15,841 9.41% 1.99% $ 9,818 6.18% 1.32
Savings deposits 12,225 7.26% 0.85% 11,989 7.55% 0.96
NOW and other demand deposits 36,990 21.97% 1.05% 47,268 29.76% 1.11
Non-interest bearing deposits 17,357 10.31% 0.00% 15,104 9.51% 0.00

Total 82,413 48.95% 0.98% 84,179 53.00% 0.91

Certificate accounts

Three months or less 356 0.21% 1.45% 387 0.24% 1.09
Over three through six months 3,926 2.33% 2.73% 2,020 1.27% 1.17
Over six through twelve months 29,696 17.64% 2.69% 26,699 16.81% 1.84
Over one to three years 26,698 15.86% 2.59% 19,298 12.15% 2.41
Over three to five years 12,828 7.62% 4.33% 14,082 8.87% 4,33
Over five years 12,435 7.39% 4.35% 12,170 7.66% 4.35
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Total certificates

Total average deposits

85,939 51.05%
$168, 352 100.00%

3.14%

2.08%

74,656

$158,835

47.00%

100.00%

2.84

1.82

The following table shows the interest rate and maturity information for the
Company's certificates of deposits at December 31, 2005.

Maturity Date

One Year Over 1-2 Over 2-3 Over 3

or Less Years

Interest Rate

Years Years

0.00% — 1.99% $ 8,112 $ 14 $ - $ -—
2.00% - 3.99% 30,375 8,774 4,537 6,231
4.00% - 5.99% 27,062 10,741 4,221 5,946
6.00% - 7.99% 87 4 - —=

$65,636 $19,533 $8,758 $12,177

$ 8,126
49,917
47,970

91

As of December 31, 2005, the aggregate amount of outstanding time certificates

of deposit at the Company in amounts greater than or equal to $100,000, was

approximately $27.0 million. The following table presents the maturity of these

time certificates of deposits at December 31, 2005.

3 months or less

Over 3 months through 6 months
Over 6 months thruogh 12 months
Over 12 months

Total

RETURN ON EQUITY AND ASSETS

21—

December 31, 2005

(In thousands)

$ 3,709
3,264
8,855
11,147

2005 2004

Return on assets (net income divided by

average total assets)
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Return on equity (net income divided by
average equity) 4.
Dividend payout ratio (dividends per share

divided by net income per share (1) 42 .86% 42.59% 20.59%
Equity to assets ratio (average equity
divided by average total assets) 11.08% 11.84% 12.19%

(1) The ratio was calculated by dividing total dividends paid per share by
basic earnings per share.

BORROWINGS. The Company may obtain advances from the Federal Home Loan Bank
("FHLB") of Chicago upon the security of the common stock it owns in that bank
and certain of its residential mortgage loans and mortgage-backed and other
investment securities, provided certain standards related to creditworthiness
have been met. These advances are made pursuant to several credit programs, each
of which has its own interest rate and range of maturities. FHLB advances are
generally available to meet seasonal and other withdrawals of deposit accounts
and to permit increased lending.

At December 31, 2005, the Company had $43.2 million of FHLB advances secured by
first mortgage loans, FHLB stock, and investment securities. Some of the
advances are "rate-locked" for a determined time period, between one and five
years, and then are convertible quarterly thereafter by the Federal Home Bank to
a quarterly adjustable rate advance. Of the $36.2 million in fixed term

advances, $20.5 million has passed the "rate-lock" period, but is still a fixed
rate advance. The remaining $15.7 million advances are fixed term advances. An
open-end, variable rate line of credit with the FHLB had a $7.0 million balance

at December 31, 2005.
rate adjustments,

The open-end line of credit is subject to daily interest
and generally is used for short-term funding needs.
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The following schedule presents FHLB advances at December 31,
date:

2005 by maturity

Interest Fixed or Maturity First Convertible

Date of Advance Rate Variable Date Date
Open line of credit 4.41% Variable January, 2006
February, 2003 2.62% Fixed February, 2006
October, 2003 2.78% Fixed October, 2006
February, 1998 5.05% Fixed February, 2008 February, 2001
February, 1998 5.32% Fixed February, 2008 February, 2003
March, 2003 3.35% Fixed March, 2008
October, 2003 3.61% Fixed October, 2008
January, 2001 4.80% Fixed January, 2011 January, 2003
February, 2001 4.86% Fixed February, 2011 February, 2004
September, 2001 3.12% Fixed September, 2011

The Company also occasionally purchases federal funds to fund short-term cash
requirements. At December 31,

2005 federal funds purchased totaled $2.5 million.

Amount
(in thousands)

7,000
8,000
400

$ 1,500
1,500
2,000
300
7,500
10,000
5,000
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Capital securities of $6.0 million were issued June 15, 2005, by a statutory
business trust, FBTC Statutory Trust I. The Company owns 100% of the common
equity of the trust, which is a wholly-owned subsidiary of the Company. The $6.0
million in proceeds from the trust preferred issuance and an additional $186,000
for the Company's investment in the common equity of the Trust, a total of
$6,186,000, was invested in the Jjunior subordinated debentures of the Company.
As required by FIN 46R, the Company has not consolidated the investment in the
Trust. The trust was formed with the purpose of issuing trust preferred
securities and investing the proceeds from the sale of such trust preferred
securities in the debentures. The debentures held by the trust are the sole
assets of the trust. Distributions of the trust preferred securities are payable
at a variable rate of interest, which is equal to the interest rate being earned
by the trust on the debentures, and are recorded as interest expense by the
Company. The trust preferred securities are subject to mandatory redemption, in
whole or in part, upon repayment of the debentures.

The debentures are included as Tier I capital for regulatory capital purposes.
The debentures issued are first redeemable, in whole or part, by the Company on
June 15, 2010, and mature on June 15, 2035. The funds were used for the
acquisition of the common stock of Rantoul First Bank and for the repurchase of
First BancTrust Corporation common stock. Interest is fixed at a rate of 5.80%
for a period of five years, and then converts to a floating rate. Interest
payments are made quarterly beginning in September, 2005.

Market Area

The Company is headquartered in Paris, Illinois, with regular branches in
Marshall, and Savoy, Illinois, and the addition of a branch in Rantoul, Illinois
as a result of the acquisition of Rantoul First Bank in October, 2005. The
Company's primary retail
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market area encompasses all of adjoining Clark and Edgar Counties, where the
home office and the Marshall office are located, as well as Champaign County
where the branches of Savoy and Rantoul are located, and Vermilion County which
is adjacent to both Edgar and Champaign Counties. In August, 2004, the Company
relocated the Savoy operation to a permanent facility in a retail area in Savoy.
The Company's primary market area represents its source for deposit gathering
and loan originating, however, the Company also originates loans to borrowers
outside of the market area. Clark and Edgar Counties are located in east central
Illinois, just west of Terre Haute, Indiana, and are both rural counties where
agriculture is responsible for a much higher share of employment than in
Illinois, as a whole. Champaign County is located in central Illinois and
includes the urban markets of Champaign and Urbana, as well as the University of
Illinois, which is the area's largest employer. The workforce in this area 1is
primarily employed in professional, managerial, and sales positions. Vermilion
County 1is located immediately north of Edgar County, and to the east of
Champaign County.

Both Clark and Edgar Counties have similar economic characteristics with
population levels of less than 20,000 in each county in 1990 and 2000. Overall,
the demographic characteristics of Clark and Edgar Counties are weaker than
Illinois or the U.S. with regard to income levels, housing values and growth
trends. In contrast, the Savoy area in southern Champaign County has experienced
an above-average population growth, with strong new-housing construction, and
above-average home values. Rantoul is located 15 miles north of Champaign-Urbana
in the northern portion of Champaign County, and while the immediate local
economy has not experienced significant economic growth, Rantoul is affected by
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the economy of Champaign-Urbana. The median household income for Rantoul in the
year 2000 is $36,904 compared to the median income of Savoy of $48,500 for the
year 2000. The median house value for Rantoul for the year 2000 is $74,200
compared to the median house value for Savoy for the year 2000 of $147,100.
Vermilion County has a median income of $34,071 and a median house value of
$56,000 for the year 2000. The workforce in this county is primarily employed in
manufacturing and education, health and social services positions. The largest
employers in the area include a distributing company for Wal-Mart and Sam's
Clubs, several manufacturing companies, and a railroad freight car repair
company .

Competition

The Company faces significant competition in attracting deposits and making
loans. Its most direct competition for deposits has come historically from
commercial banks, credit unions, and other savings institutions located in its
primary market area, including many large financial institutions which have
greater financial and marketing resources available to them. In addition, the
Company faces significant competition for investors' funds from short-term money
market securities, mutual funds and other corporate and government securities.
The Company does not rely upon any individual group or entity for a material
portion of its deposits. The ability of the Company to attract and retain
deposits depends on its ability to generally provide a rate of return, liquidity
and risk comparable to that offered by competing investment opportunities.

The Company's competition for real estate loans comes principally from mortgage
banking companies, commercial banks, other savings institutions and credit
unions. The
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Company's competition in the agricultural market also includes Farm Credit
Services as well as agricultural equipment and product suppliers. The Company
competes for loan originations primarily through the interest rates and loan
fees it charges, and the efficiency and quality of services it provides
borrowers. Factors which affect competition include general and local economic
conditions, current interest rate levels and volatility in the mortgage markets.
Competition may increase as a result of the continuing reduction of restrictions
on the interstate operations of financial institutions and the anticipated
slowing of refinancing activity.

Personnel

As of December 31, 2005, the Company, including the Bank and the Company's
subsidiary, ECS Service Corporation, doing business as Edgar County Title, had
93 full-time and 16 part-time employees. None of the employees are represented
by a collective bargaining agent, and the Company believes that it enjoys good
relations with its personnel.

Subsidiaries

At December 31, 2005, the Company had three subsidiaries, the Bank, ECS Service
Corporation, and First Charter Service Corporation. While the Bank's subsidiary,
Community Finance Center, Incorporated was dissolved as a corporation in May,
2005, Community Finance continues to provide retail consumer loans as a division
of the bank. In 2005, the Company also formed FBTC Statutory Trust I ("Trust"),
which is an unconsolidated wholly owned subsidiary formed to issue cumulative
preferred securities. The Company owns all of the securities of the Trust that
possess general voting powers. The Company also acquired the subsidiary, Rantoul
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First Financial, as a part of the acquisition of Rantoul First Bank in October,
2005. Rantoul First Financial provided investment and brokerage services to
Rantoul First Bank, and plans are to dissolve this entity in 2006.

ECS Service Corporation is an Illinois chartered corporation which provides real
estate abstracting and title insurance services for Edgar and Clark Counties,
Illinois primarily to the Company's customers. ECS Service Corporation generated
net income of approximately $60,000 and $44,000 for the years ended December 31,
2005 and December 31, 2004, respectively.

First Charter Service Corporation is an Illinois chartered corporation which
formerly provided retail sales of uninsured investment products to the Company's
customers. Investment and brokerage services are now provided by First Advisors
Financial Group, and First Charter is currently in an inactive status. First
Charter generated a net loss of $488 and $7,000 for the years ended December 31,
2005 and 2004, respectively.

Rantoul First Financial, acquired with the purchase of Rantoul First Bank in
October, 2005, generated net income of $8,000 for the year ended December 31,
2005. As previously stated, the corporation Rantoul First Financial will be
dissolved in 2006.
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Regulation

The following discussion of certain laws and regulations which are applicable to
the Company and the Bank as well as descriptions of laws and regulations
contained elsewhere herein, summarizes the aspects of such laws and regulations
which are deemed to be material to the Company and the Bank. However, the
summary does not purport to be complete and is qualified in its entirety by
reference to applicable laws and regulations.

FIRST BANCTRUST CORPORATION

GENERAL. The Company is a bank holding company and a financial holding company,
and as such, is registered with the Federal Reserve Board. Under the Bank
Holding Company Act, the Company will be subject to periodic examination by the
Federal Reserve Board and will be required to file periodic reports of its
operations and such additional information as the Federal Reserve Board may
require. Because First Bank is chartered under Illinois law, the Company is also
subject to regulation by the Illinois Office of Banks and Real Estate under the
Illinois Savings Bank Act.

A bank holding company is a legal entity separate and distinct from its
subsidiary bank or other banks. Normally, the major source of a holding
company's revenue is dividends it receives from its subsidiary banks. The right
of a bank holding company to participate as a stockholder in any distribution of
assets of its subsidiary banks upon their liquidation or reorganization or
otherwise is subject to the prior claims of creditors of such subsidiary banks.
The subsidiary banks are subject to claims by creditors for long-term and
short-term debt obligations, including obligations for Federal funds purchased
and securities sold under repurchase agreements, as well as deposit liabilities.
Under the Financial Institutions Reform, Recovery and Enforcement Act of 1989,
in the event of a loss suffered by the FDIC in connection with a banking
subsidiary of a bank holding company (whether due to a default or the provision
of FDIC assistance), other banking subsidiaries of the holding company could be
assessed for such loss.
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SARBANES-OXLEY ACT OF 2002. In 2002, the President signed into law the
Sarbanes-Oxley Act of 2002 implementing legislative reforms intended to address
corporate and accounting fraud. In addition to the establishment of a new
accounting oversight board which will enforce auditing, quality control and
independence standards and will be funded by fees from all publicly traded
companies, the Act restricts provision of both auditing and consulting services
by accounting firms. To ensure auditor independence, any non-audit services
being provided to an audit client will require preapproval by the company's
audit committee members. In addition, the audit partners must be rotated. The
Act requires chief executive officers and chief financial officers, or their
equivalent, to certify to the accuracy of periodic reports filed with the SEC,
subject to civil and criminal penalties if they knowingly or willfully violate
this certification requirement. In addition, under the Act, counsel will be
required to report evidence of a material violation of the securities laws or a
breach of fiduciary duty by a company to its chief executive officer or its
chief legal officer, and, if such officer does not appropriately respond, to
report such evidence to the audit committee or other similar committee of the
board of directors or the board itself.
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Longer prison terms will also be applied to corporate executives who violate
Federal securities laws, the period during which certain types of suits can be
brought against a company or its officers has been extended, and bonuses issued
to top executives prior to restatement of a company's financial statements are
now subject to disgorgement if such restatement was due to corporate misconduct.
Executives are also prohibited from trading during retirement plan "blackout"
periods, and loans to company executives are restricted. In addition, a
provision directs that civil penalties levied by the SEC as a result of any
judicial or administrative action under the Act be deposited to a fund for the
benefit of harmed investors. The Federal Accounts for Investor Restitution
("FAIR") provision also requires the SEC to develop methods of improving
collection rates. The legislation accelerates the time frame for disclosures by
public companies as they must immediately disclose any material changes in their
financial condition or operations. Directors and executive officers must also
provide information for most changes in ownership in a company's securities
within two business days of the change.

The Act also increases the oversight of, and codifies certain requirements
relating to audit committees of public companies and how they interact with the
company's "registered public accounting firm" ("RPAF"). Audit committee members
must be independent and are barred from accepting consulting, advisory or other
compensatory fees from the issuer. In addition, companies must disclose whether
at least one member of the committee is a "financial expert" (as such term will
be defined by the SEC) and if not, why not. Under the Act, a RPAF is prohibited
from performing statutorily mandated audit services for a company if such
company's chief executive officer, chief financial officer, comptroller, chief
accounting officer or any person serving in equivalent positions has been
employed by such firm and participated in the audit of such company during the
one-year period preceding the audit initiation date. The Act also prohibits any
officer or director of a company or any other person acting under their
direction from taking any action to fraudulently influence, coerce, manipulate
or mislead any independent public or certified accountant engaged in the audit
of the company's financial statements for the purpose of rendering the financial
statement's materially misleading. The Act also requires the SEC to prescribe
rules requiring inclusion of an internal control report and assessment by
management in the annual report to shareholders. The Act requires the RPAF that
issues the audit report to attest to and report on management's assessment of
the company's internal controls. In addition, the Act requires that each
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financial report required to be prepared in accordance with (or reconciled to)
generally accepted accounting principles and filed with the SEC reflect all
material correcting adjustments that are identified by a RPAF in accordance with
generally accepted accounting principles and the rules and regulations of the
SEC.

ACQUISITIONS. The Bank Holding Company Act requires a bank holding company to
obtain the prior approval of the Federal Reserve Board before acquiring
ownership or control of more than 5% of the voting shares or all or
substantially all of the assets of any bank or merging or consolidating with any
other bank holding company. The Bank Holding Company Act also prohibits a bank
holding company, with certain exceptions, from acquiring more than 5% of the
voting share of any company that is not a bank and from engaging in any business
other than banking or managing or controlling banks. A
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bank holding company that becomes a financial holding company, such as the
Company, is permitted to engage in activities that are financial in nature or
incidental to such financial activities. Effective March 11, 2000, the
Gramm-Leach-Bliley Act permitted bank holding companies to become financial
holding companies and thereby affiliate with securities firms and insurance
companies and engage in other activities that are financial in nature. A bank
holding company may become a financial holding company if each of its subsidiary
banks is well capitalized under the Federal Deposit Insurance Corporation
Improvement Act of 1991 prompt corrective action provisions, 1s well managed and
has at least a satisfactory rating under the Community Reinvestment Act by
filing a declaration with the Federal Reserve Board that the bank holding
company seeks to become a financial holding company. No regulatory approval is
required for a financial holding company to acquire a company, other than a bank
or savings association, engaged in activities that are financial in nature or
incidental to activities that are financial in nature, as determined by the
Federal Reserve Board.

The Gramm-Leach-Bliley Act, enacted in 1999, defines "financial in nature" to
include securities underwriting, dealing and market making; providing financial
or investment advice; insurance underwriting and agency; merchant banking
activities; and activities that the Federal Reserve Board has determined to be
closely related to banking. Subsidiary banks of a financial holding company must
continue to be well capitalized and well managed in order to continue to engage
in activities that are financial in nature without regulatory actions or
restrictions, which could include divestiture of the financial in nature
subsidiary or subsidiaries. In addition, a financial holding company or a bank
may not acquire a company that is engaged in activities that are financial in
nature unless each of the subsidiary banks of the financial holding company or
the bank has a Community Reinvestment Act rating of satisfactory or better.

The Company became a financial holding company under the Bank Holding Company
Act effective March 16, 2002, and the Company owns subsidiaries engaged in real
estate title and securities brokerage activities.

"SOURCE OF STRENGTH" POLICY. According to Federal Reserve Board policy, bank
holding companies are expected to act as a source of financial strength to each
subsidiary bank and to commit resources to support each such subsidiary. This
support may be required at times when a bank holding company may not be able to
provide such support.

CAPITAL REQUIREMENTS. The Federal Reserve Board has adopted capital adequacy
guidelines for bank holding companies (on a consolidated basis) substantially
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similar to those of the FDIC for the Bank. See "Regulation - First Bank & Trust
- Capital Requirements." The Company's Tier I and total capital significantly
exceed the Federal Reserve Board's capital adequacy requirements. Refer to
Company capital amounts and ratios in Footnote 14 of the consolidated financial
statements for the Company's capital ratios. However, the Federal Reserve Board
recently amended its Small Bank Holding Company Policy Statement to provide that
bank holding companies with consolidated assets of $500 million or less are
subject to such policy. Under the Small Bank Holding Company Policy Statement,
among other things, capital adequacy requirements apply only to insured
depository subsidiaries of small bank holding companies with
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consolidated assets of less than $500 million and capital adequacy is not
measured on a consolidated basis or bank holding company only basis.

RESTRICTIONS ON TRANSACTIONS WITH AFFILIATES. Transactions between a savings
bank and its "affiliates" are subject to quantitative and qualitative
restrictions under Sections 23A and 23B of the Federal Reserve Act and FDIC
regulations. Affiliates of a savings bank include, among other entities, the
savings bank's holding company and companies that are controlled by or under
common control with the savings bank.

In general, the extent to which a savings bank or its subsidiaries may engage in
certain "covered transactions" with affiliates is limited to an amount equal to
10% of the institution's capital and surplus, in the case of covered
transactions with any one affiliate, and to an amount equal to 20% of such
capital and surplus, in the case of covered transactions with all affiliates. In
addition, a savings bank and its subsidiaries may engage in covered transactions
and certain other transactions with affiliates only on terms and under
circumstances that are substantially the same, or at least as favorable to the
savings bank or its subsidiary, as those prevailing at the time for comparable
transactions with nonaffiliated companies. A "covered transaction" is defined to
include a loan or extension of credit to an affiliate; a purchase of investment
securities issued by an affiliate; a purchase of assets from an affiliate, with
certain exceptions; the acceptance of securities issued by an affiliate as
collateral for a loan or extension of credit to any party; or the issuance of a
guarantee, acceptance or letter of credit on behalf of an affiliate.

In addition, Sections 22 (h) and (g) of the Federal Reserve Act place
restrictions on loans to executive officers, directors and principal
stockholders. Under Section 22 (h), loans to a director, an executive officer and
to a greater than 10% stockholder of a bank, and certain related interests of
such person generally may not exceed 15% of the bank's unimpaired capital and
surplus for loans that are not fully secured and an additional 10% of the bank's
unimpaired capital and surplus for loans fully secured by readily marketable
collateral. Section 22 (h) also requires that loans to directors, executive
officers and principal stockholders be made on terms substantially the same as
offered in comparable transactions to other persons and requires prior board
approval for certain loans. In addition, the aggregate amount of extensions of
credit by a bank to all insiders cannot exceed the institution's unimpaired
capital and surplus. Furthermore, Section 22(g) places additional restrictions
on loans to executive officers.

TAXATION. The Company is subject to those rules of federal income taxation
generally applicable to corporations under the Internal Revenue Code. The
Company and its subsidiaries, as members of an affiliated group of corporations
within the meaning of Section 1504 of the Internal Revenue Code, file a
consolidated federal income tax return, which has the effect of eliminating or
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deferring the tax consequences of inter-company distributions, including
dividends, in the computation of consolidated taxable income.

The Company also is subject to various forms of state taxation under the laws of
Illinois as a result of the business which it conducts in Illinois.
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FIRST BANK & TRUST

GENERAL. First Bank is an Illinois-chartered savings bank, the deposit accounts
of which are insured by the Savings Association Insurance Fund of the FDIC. As a
Savings Association Insurance Fund insured, Illinois-chartered savings bank, the
Bank is subject to examination, supervision, reporting and enforcement
requirements of the Division of Banking of the Illinois Department of Financial
and Professional Regulation, as the chartering authority for Illinois savings
banks, and the FDIC, as administrator of the Savings Association Insurance Fund,
and to the statutes and regulations administered by the Illinois Division of
Banking and the FDIC governing such matters as capital standards, mergers,
establishment of branch offices, subsidiary investments and activities and
general investment authority. The Bank is required to file reports with the
Illinois Division of Banking and the FDIC concerning its activities and
financial condition and will be required to obtain regulatory approvals prior to
entering into certain transactions, including mergers with, or acquisitions of,
other financial institutions.

The Illinois Division of Banking and the FDIC have extensive enforcement
authority over Illinois-chartered savings banks, such as First Bank. This
enforcement authority includes, among other things, the ability to issue
cease—and-desist or removal orders, to assess civil money penalties and to
initiate injunctive actions. In general, these enforcement actions may be
initiated for violations of laws and regulations and unsafe and unsound
practices.

The Illinois Division of Banking has established a schedule for the assessment
of "supervisory fees" upon all Illinois savings banks to fund the operations of
the Illinois Division of Banking. These supervisory fees are computed on the
basis of each savings bank's total assets (including consolidated subsidiaries)
and are payable at the end of each calendar quarter. A schedule of fees has also
been established for certain filings made by Illinois savings banks with the
Illinois Division of Banking. The Illinois Divis