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FROM YOUR BOARD OF DIRECTORS

Dear Fellow Stockholders,

Despite challen ges facing many banks, we're pleased to report that the fundamental strength of
Citizens Community Bancorp Inc.'s business model, employees and dedication to superior
service, drove improved performance in 2007.

For Citizens, fiscal 2007 was unique. We successfully raised almost $53 million through our
October 2006 public offering - helping support the Company's future. With the financial
flexibility to grow and prosper, our more than 47,000 customers and 161 employees can be
assured that we're well positioned for continued selective growth. In addition, we ended the year
on a high note, delivering strong loan and income growth.

For the year ended September 30, 2007, Citizens Community Bancorp Inc.'s total assets
increased by $102.1 million, or 36 percent, to $386.2 million. This growth was primarily due to a
$61.7 million increase in loans receivable and a $38.8 million increase in investments, which
consist of AAA-rated mortgage-backed securities.

In fiscal 2007 net income was $743,000, or $0.11 per diluted share, up 67 percent from net
income of $446,000, or $0.06 per diluted share, for the prior year. The year-over-year gain was
primarily due to an increase in net interest income.

Looking ahead, our strong capital position and history of organic growth, and expansion growth,
bode well for the future. For fiscal 2008, our growth strategy will focus on three primary areas:
¢ Expansion in select locations that we believe offer excellent growth potential;
e A continued emphasis on increasing core deposits; and
¢ Rigorous management of our lending portfolio to minimize risk and maximize income.

Thank you for your belief in our vision and continued support.

[signature cut] [signature cut]
Richard M cHugh James G. Cooley
Chairman President, Chief Executive Officer

and Director



SELECTED CONSOLIDATED FINANCIAL INFORMATION

The summary information presented below under "Selected Financial Condition Data" and "Selected
Operations Data" for, and as of the end of, each of the years ended September 30 is derived from our audited
financial statements. The following information is only a summary and you should read it in conjunction with

our financial statements and notes beginning on page 23.

September 30,
2007 2006 2005 2004 2003
(In Thousands)
Selected Financial Condition Data:
T OtAl ASSEES. ....vveiriteit et eaas $386,113 $283,990 $245,707 $161,980  $130,400
Loans receivable, NEt .......o.vuieiniiiieiee e 320,027 258,467 217,931 152,376 123,107
Other interest-bearing deposits...........ceeuuveuneeineeineiineenneennen. 371 959 1,444 - -
Securities available for sale...........ooooviiiiiiiiiiiiiiins 39,592 782 2,088 - -—
DEPOSIES ettt et et e et e et e et et e e e e e ans 207,734 186,711 177,469 127,976 114,963
Total DOITOWINGS. ...evueivneiineiieiieeieeie e e e e e eaneans 96,446 61,200 36,200 13,500 3,700
Stockholders' equity(1).......ovvuvvrneireiiieiieeiieiee e, 78,149 30,082 29,553 19,606 10,991
Year Ended September 30,
2007 2006 2005 2004 2003
(In Thousands)
Selected Operations Data:
Total INtEreSt INCOMIE ... eeveeeee e, $19.,346 $15,311 $11,926 $9,619 $8,880
Total INtEreSt EXPENSE «..vvnvrernineriereneeneeneenreneeneeieeneeneennenns 8,889 7,221 3,992 2,889 3,178
NEt INTETESt TNCOME. ...vvineeieieee ittt eeenaen 10,457 8,090 7,934 6,730 5,702
Provision for 1oan 10SSeS...........coovviiiiiiiiiiiiiiieeceeeens 470 251 414 396 406
Net interest income after provision for loan
L0 S ettt ettt et et e e 9,987 7,839 7,520 6,334 5,296
Fees and Service Charges........ovuveuviuviriiniiiniiiieiiiieieeeeinenns 1,262 1,243 1,160 1,038 1,009
Gain (loss) on sales of loans, mortgage-backed
securities and investment SECUIItIES..........c.eeveeenenenenenennnns - 27 -— -— -
Other non-interest INCOME...........ovvvirnininininieiiiananananannns 464 387 861 331 323
Total nON-INterest INCOME ... ...ovevurrnrnininenieeeeeenenananannns 1,726 1,657 2,021 1,369 1,332
Total NON-INLEIESt EXPENSE ..evvvvrernenerenerenrenenrenaenrenaenenns 10,522 8,741 7,806 6,323 5,641
INCOME DETOTE tAXES . ..vivivieieieiii e 1,191 755 1,735 1,380 987
Income tax ProViSION .........c..eeuueeuneiueinieieii e eieeeeeene. 448 309 684 543 390
INEE INCOMIE ... $ 743 446  $ 1,051 $ 837 $ 597
Basic and diluted eamnings per Share .................ccc.cooerrenne. 0.11 0.067 "~ $0.1877 $0.1477 ~ N/A(I)

(Footnotes on following page)



Selected Financial Ratios and Other Data

September 30,
2007 2006 2005 2004 2003

Performance Ratios
Return on assets (ratio of net income to average total assets). 0.22% 0.17% 0.56% 0.57% 0.49%
Return on equity (ratio of net income to average

T4 L0 T 1.09% 1.50% 4.87% 5.47% 5.59%
Interest rate spread information

Average during period ...........coveiiiiiiiiiiiiie e 3.07% 3.28% 4.28% 4.50% 4.82%

End of period .........coooiiiiiiiii 3.05% 3.11% 3.92% 4.59% 4.80%
Net Interest Margin.........c.oeeueeueenieuneeeneeineeieeneenneennnn. 3.77% 3.54% 4.19% 4.70% 4.90%
Ratio of operating expense to average total assets............... 3.14% 3.30% 4.12% 4.33% 4.59%
Ratio of average interest-bearing assets to

average interest-bearing liabilities.............ccocvvivvinninnenns 1.24% 1.09% 1.11% 1.10% 1.05%
Quality Ratios
Non-performing assets to total assets at end

Of PETIO .. e 0.43% 0.63% 0.29% 0.43% 0.43%
Allowance for loan losses to non-performing

LOANS et 60.92% 60.07% 118.26% 79.51% 82.92%
Allowance for loan losses to net loans..............c..ccceeeeneenn. 0.29% 0.32% 0.37% 0.36% 0.38%
Capital Ratios
Equity to total assets atend of period .............ccceeeeuuniinnnii. 20.24% 10.59% 12.03% 12.10% 8.43%
Average equity tO average aSSels ..........c.oeeureeuneenneenennnenn. 21.42% 11.26% 11.40% 10.46% 8.70%
Other Data
Number of full-service offices .........c.cocveiiieinininninn. 12 12 12 9 8

(hH) Prior to March 29, 2004, Citizens Community Federal was a mutual institution whose equity was retained earnings, therefare, per
share earnings prior to that date are notmeaningful.
2) The formation of the Company was completed March 29, 2004, the date of closing of the initial public offering. The basic and diluted

EPS are presented for the period March 29, 2004, through September 30, 2004. The weighted average number of shares outstanding
for this period was 3,038,769 for basic and diluted EPS. Earnings per share were restated to reflect the impact of the second-step
conversion andreorganization of the Company , which occurred October 31, 2006.



MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

Our results of operations depend primarily on our net interest income. Net interest
income is the difference between the interest income we earn on our interest-earning assets,
consisting primarily of loans, investment securities and interest-bearing deposits with other
financial institutions, and the interest we pay on our interest-bearing liabilities, consisting
primarily of savings accounts, money market accounts, time deposits and borrowings. Our
results of operations are also affected by our provision for loan losses, non-interest income and
non-interest expense. Non-interest income consists primarily of service charges on deposit
accounts, insurance commissions and loan fees. Just prior to the start of fiscal 2007, we initiated
a mortgage banking operation. Loans originated in this operation are sold with servicing
released. This generates fee income on sales of loans Non-interest expense includes salaries and
employee benefits, occupancy, equipment, data processing costs and deposit insurance
premiums. Our results of operations also may be affected significantly by general and local
economic and competitive conditions, changes in market interest rates, governmental policies
and actions of regulatory authorities.

Evolution of Business S trategy

Citizens Community Bancorp, Inc. ("CCBI") is aMaryland chartered corporation
established June 27, 2006, for the purpose of being the stock holding company of Citizens
Community Federal upon the conversion of Citizens Community MHC from a mutual to a stock
form of organization. Today, public stockholders own 100% of Citizens Community Bancorp,
Inc. Citizens Community Federal is a wholly owned subsidiary of Citizens Community
Bancorp, Inc.

On October 31, 2006, Citizens Community MHC (the "MHC") completed its
reorganization into stock form and Citizens Community Bancorp, Inc. (the "Company")
succeeded to the business of Citizens Community Bancorp, the MHC's former stock holding
company subsidiary. The outstanding shares of common stock of the former mid-tier stock
holding company (other than shares held by the M HC which were canceled) were converted into
1,826,380 shares of common stock of the Company. As part of the second-step mutual to stock
conversion transaction, the Company sold a total of 5,290,000 shares to eligible depositors of the
Bank in a subscription offering at $10.00 per share, including 341,501 shares purchased by the
Bank's employee stock ownership plan with funds borrowed from the Company.

On March 29, 2004, Citizens Community Bancorp ("CCB") was formed as a federally
chartered holding company for the purpose of acquiring all of the common stock of Citizens
Community Federal concurrent with its reorganization and stock issuance plan. In doing so,
CCB became the majority-owned subsidiary of Citizens Community MHC, a federally chartered
mutual holding company.

On July 1, 2005, Community Plus Savings Bank, Rochester Hills, Michigan, was
acquired through a merger with and into Citizens Community Federal. At June 30, 2005,
Community Plus Savings Bank had total assets of $46.0 million and deposits and other liabilities
of $41.8 million, prior to purchase accounting adjustments.
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Historically, we were a federal credit union. We accepted deposits and made loans to
members, who lived, worked or worshiped in the Wisconsin counties of Chippewa and Eau
Claire, and parts of Pepin, Buffalo and Trempealeau. In addition, this included businesses and
other entities located in these counties, and members and employees of the Hocak Nation. In
December 2001, we converted to a federal mutual savings bank in order to better serve our
customers and the local community through the broader lending ability of a federal savings bank,
and to expand our customer base beyond the limited field of membership permitted for credit
unions. As a federal savings bank, we have expanded authority in structuring residential
mortgage and consumer loans, and the ability to make commercial loans, although Citizens
Community Federal does not currently have any immediate plans to commence making
commercial loans.

We have utilized this expanded lending authority to significantly increase our ability to
market one- to four-family residential lending. M ost of these loans are originated through our
internal marketing efforts, and our existing and walk-in customers. We typically do not rely on
real estate brokers and builders to help us generate loan originations.

In order to differentiate ourselves from our competitors, we have stressed the use of
personalized branch-oriented customer service. In addition to building additional electronic
means for our customers to conduct banking, we have structured operations around a branch
system that is staffed with knowledgeable and well-equipped employees. A key to ensuring a
high level of quality customer service is our ongoing commitment to training all levels of our
staff.

Our current business strategy is to operate Citizens Community Federal as a well-
capitalized, profitable and community-oriented savings bank dedicated to providing quality
customer service. We intend to make primarily one- to four-family residential and consumer
loans. Subject to capital requirements and our ability to continue to grow in a reasonable and
prudent manner, we may open or acquire additional branches as opportunities arise. One
element of our business plan is to open branches in select locations that we believe offer growth
potential. There can be no assurances that we will successfully implement our strategy .

Comparison of Operating Results for the Year Ended September 30, 2007, and September
30, 2006

Overview. Our results of operations depend primarily on the level of our net interest
mar gin, our provision for loan losses, our non-interest income and our operating expenses. Net
interest income depends on the volume and rate associated with interest-earning assets and
interest-bearing liabilities which result in net interest margin. Net income increased by 66.6% to
$743,000 for the year ended September 30, 2007, from $446,000 for the year ended September
30, 2006. The increase was primarily due to an increase in net interest income, partially offset
by an increase in operating expenses. Fiscal 2007 included a one-time, after-tax charge of
$370,000 ($610,000 pre-tax) taken in the first quarter of fiscal 2007 related to agreements with
two Citizens Community Federal executives who resigned. Excluding the charge, the Company
would have reported fiscal 2007 net income of $1,113,000, a 149.6% increase from the prior
year.

Interest Income. Total interest income increased by $4.0 million, or 26.1%, to $19.3
million for the year ended September 30, 2007, from $15.3 million for the year ended September
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30, 2006. The primary reason for the increase in interest income was the $48.1 million increase
in the average outstanding balance of loans receivable from $237.6 million for the year ended
September 30, 2006, to $285.7 million for the year ended September 30, 2007. The increase was
the result of loan originations exceeding repay ments due to strong loan demand. The yield in
average loans receivable increased to 6.54% from 6.30%, reflecting higher yielding new loans
replacing pay offs on loans with lower interest rates. In addition, interest and dividend income
increased as a result of an increase in investments. These increases resulted in a fiscal year-to-

date increase in interest income of $306,000, or 86.7% as interest income at September 30, 2007
was $659,000 compared to $353,000 for fiscal 2006.

Interest Expense. Total interest expense increased $1.7 million, or 23.6%, to $8.9
million for the year ended September 30, 2007, from $7.2 million for the year ended September
30, 2006. The increase in interest expense resulted from an increase in cost of both deposits and
notes payable as a result of an increase in average deposits outstanding and an increase in
advances from the Federal Home Loan Bank of Chicago. M anagement used the FHLB advances
as it sought the most cost-effective source to fund loan demand. The use of borrowed funds
helped to keep deposit yields lower than would have been necessary to attract the additional
funding for loan demand through additional deposit growth. In addition, mortgage-backed
security investments ("M BS") were purchased with FHLB advances. The average cost of
interest-bearing liabilities increased from 3.16% for the year ended September 30, 2006, to
3.61% for the year ended September 30, 2007, reflecting generally higher market rates of interest
in fiscal 2007, combined with maturing CDs with lower rates of interest renewing into higher
current rates and the additional FHLB advances used to fund the MBS investments.

Net Interest Income. Net interest income increased 29.6% to $10.5 million for the year
ended September 30, 2007, from $8.1 million for the year ended September 30, 2006. The
average net interest spread for fiscal 2007 was 3.07%, a decrease of 21 basis points from the
average interest spread for 2006 of 3.28%. The average interest rate margin increased 23 basis
points to 3.77% from 3.54%. The net interest spread performance was a result of the cost of
interest-bearing liabilities increasing at a faster pace than the increase in the yield on earning
assets. Contributing to the decrease in net interest spread was the MBS portfolio being funded
through FHLB advances. The spreads produced from leveraged investments result in
consistently lower interest margins than the loans receivable portfolio, and as a result, the overall
net interest spread was affected. The increase in net margin was a result of the use of proceeds
from the second step offering to initially pay down FHLB advances and was also used to pay
down advances with higher rates.

Provision for Loan Losses. Management establishes provisions for loan losses, which
are charged to operations, at a level we believe reflects probable incurred credit losses in the loan
portfolio. In evaluating the level of the allowance for loan losses, management considers the
types of loans and the amount of loans in the loan portfolio, historical loss experience, adverse
situations that may affect the borrower's ability to repay, estimated value of any underlying
collateral and prevailing economic conditions.

In fiscal 2007, we recorded a provision for loan losses of $470,000, compared to
$251,000 in fiscal 2006. This evaluation is inherently subjective as it requires estimates that are
susceptible to significant revision as more information becomes available, or as future events
change. The allowance for loan losses as a percentage of loans receivable decreased to 0.29% at
September 30, 2007, from 0.32% at September 30, 2006. The level of the allowance is based on
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estimates and the ultimate losses may vary from the estimates. Non-performing assets were
approximately $1.7 million at September 30, 2007, as compared to $1.8 million at September 30,
2006.

Non-performing assets at September 30, 2007, were 0.43% of total assets, compared to
0.63% of total assets at September 30, 2006. Net charged-off loans were $378,000 for the year
ended September 30, 2007, compared to $219,000 for the year ended September 30, 2006. The
allowance for loan losses as a percentage of non-performing loans was 60.9% at September 30,
2007, compared to 60.1% at September 30, 2006. While net charged-off loans increased in fiscal
2007 from fiscal 2006, non-performing loans decreased during the same period. Char ge-offs and
delinquencies remain low when compared to thrift industry averages.

M anagement assesses the allowance for loan losses on a quarterly basis and makes
provisions for loan losses as necessary in order to maintain the allowance. While management
uses available information to recognize losses on loans, future loan loss provisions may be
necessary based on changes in economic conditions. In addition, various regulatory agencies, as
an integral part of their examination process, periodically review the allowance for loan losses
and may require us to recognize additional provisions based on their judgment of information
available to them at the time of their examination. The allowance for loan losses as of
September 30, 2007, was maintained at a level that represents management's best estimate of
probable losses inherent in the loan portfolio, and such losses were both probable and reasonably
estimable.

Non-Interest Income. Total non-interest income remained unchanged at $1.7 million in
fiscal 2007 and fiscal 2006 as all categories stayed relatively constant.

Non-Interest Expense. Total non-interest expense for the year ended September 30,
2007, increased 20.7% to $10.5 million from $8.7 million for the year ended September 30,
2006. The increase was primarily due to costs associated with the Company's growth, including
salary and benefits, the one-time char ge detailed earlier, occupancy and professional services,
and higher employee stock ownership plan (ESOP) expenses related to the second step
conversion.

Income Tax Expense. Income tax expense increased to $448,000, or 37.6% of income
before income taxes, for the year ended September 30, 2007, from $309,000, or 40.9% of income
before income taxes, for the year ended September 30, 2006. The increase was a result of
increased earnings.

Comparison of Operating Results for the Year Ended September 30, 2006, and September
30, 2005

Overview. Our results of operations depend primarily on the level of our net interest
mar gin, provision for loan losses, non-interest income and operating expenses. Net interest
income depends on the volume and rate associated with interest-earning assets and interest-
bearin g liabilities which result in net interest margin. Net income decreased by 57.6% to
$446,000 for the year ended September 30, 2006, from $1,051,000 for the year ended September
30, 2005. The decrease was primarily a result of income generated in the prior year from the
January 12, 2005, merger of PULSE-EFT and Discover Financial Services, and an increase in
operating costs associated with the two Michigan offices acquired July 1, 2005, in Rochester
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Hills and Lake Orion. We were a stockholder and member of PULSE-EFT. As aresult of the
mer ger, we received $448,000 in combined pre-tax income in fiscal 2005 from this one-time
event.

Interest Income. Total interest and dividend income increased by $3.4 million, or
28.6%, to $15.3 million for the year ended September 30, 2006, from $11.9 million for the year
ended September 30, 2005. The primary reason for the increase in interest income was the $60.8
million increase in the average outstanding balance of loans receivable from $176.8 million for
the year ended September 30, 2005, to $237.6 million for the year ended September 30, 2006.
The increase was the result of loan originations exceeding repay ments due to strong loan
demand. The yield in average loans receivable decreased to 6.30% from 6.62%, reflecting both
the lower-yielding loan portfolio from the Michigan office acquired July 2005 and pay offs on
higher-yielding loans being replaced by new loans with lower interest rates, primarily earlier in
the fiscal year, and the result of longer-term rates used for pricing loan products lagging the
increasing rates on deposits.

Interest Expense. Total interest expense increased $3.2 million, or 80.0%, to $7.2
million for the year ended September 30, 2006, from $4.0 million for the year ended September
30, 2005. The increase in interest expense resulted from an increase in cost of both deposits and
notes payable as a result of an increase in average deposits outstanding and an increase in
advances from the Federal Home Loan Bank of Chicago. Management used the advances as it
sought the most cost-effective source of funds. The use of borrowed funds helped to keep
deposit yields lower than would have been necessary to attract the additional funding for loan
demand. The average cost of interest-bearin g liabilities increased from 2.40% for the year ended
September 30, 2005, to 3.16% for the year ended September 30, 2006, reflecting generally
higher market rates of interest in fiscal 2006.

Net Interest Income. Net interest income increased 2.5% to $8.1 million for the year
ended September 30, 2006, from $7.9 million for the year ended September 30, 2005. The
average net interest spread for fiscal 2006 was 3.28%, a decrease of 82 basis points from the
average interest spread for 2005 of 4.10%. The average interest rate margin decreased 79 basis
points to 3.54% from 4.33%. The net interest spread and net interest margin performance was a
result of an increase in the average outstanding balance of loans receivable offset by a reduction
in loan yield and an increase in interest expense.

Provision for Loan Losses. We establish provisions for loan losses, which are charged
to operations, at a level management believes will reflect probable incurred credit losses in the
loan portfolio. In evaluating the level of the allowance for loan losses, management considers
the types of loans and the amount of loans in the loan portfolio, historical loss experience,
adverse situations that may affect the borrower's ability to repay, estimated value of any
underlying collateral and prevailing economic conditions.

In fiscal 2006, we recorded a provision for loan losses of $251,000, compared to
$414,000 in fiscal 2005. This evaluation is inherently subjective, as it requires estimates that are
susceptible to significant revision as more information becomes available, or as future events
change. The allowance for loan losses as a percentage of loans receivable decreased to 0.32% at
September 30, 2006, from 0.37% at September 30, 2005. The level of the allowance is based on
estimates and the ultimate losses may vary from the estimates. Non-performing assets were
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approximately $1.4 million at September 30, 2006, as compared to $701,000 at September 30,
2005.

Non-performing loans at September 30, 2006, were 0.49% of total assets, compared to
0.27% of total assets at September 30, 2005. Net charged-off loans were $219,000 for the year
ended September 30, 2006, compared to $205,000 for the year ended September 30, 2005. The
allowance for loan losses as a percentage of non-performing loans was 60.1% at September 30,
2006, compared to 120.0% at September 30, 2005. Non-performing loans increased during
fiscal 2006 compared to fiscal 2005, however char ge-offs and delinquencies remained favorable
when compared to thrift industry peer averages.

M anagement assesses the allowance for loan losses on a quarterly basis and makes
provisions for loan losses as necessary in order to maintain the allowance. While management
uses available information to recognize losses on loans, future loan loss provisions may be
necessary based on changes in economic conditions. In addition, various regulatory agencies, as
an integral part of their examination process, periodically review the allowance for loan losses
and may require us to recognize additional provisions based on their judgment of information
available to them at the time of their examination. The allowance for loan losses as of
September 30, 2006, was maintained at a level that represented management's best estimate of
probable losses inherent in the loan portfolio, and such losses were both probable and reasonably
estimable.

Non-Interest Income. Total non-interest income decreased $300,000 from $2.0 million
in fiscal 2005 to $1.7 million in fiscal 2006, as a result of income generated from the January 12,
2005, merger of PULSE-EFT and Discover Financial Services, with no similar income generated
in fiscal 2006. We were a stockholder and member of PULSE-EFT. As aresult of the merger,
we received $448,000 in pre-tax income in fiscal 2005. Excluding the one-time gain from
PULSE-EFT transaction, non-interest income increased $84,000 from the prior year as a result of
increased service charges on deposit accounts.

Non-Interest Expense. Total non-interest expense for the year ended September 30,
2006, increased 11.5% to $8.7 million from $7.8 million for the year ended September 30, 2005.
The increase was primarily due to the additional operating cost associated with the two Michigan
offices acquired July 1, 2005.

Income Tax Expense. Income tax expense decreased to $309,000, or 40.9% of income
before income taxes, for the year ended September 30, 2006, from $684,000, or 39.4% of income
before income taxes, for the year ended September 30, 2005. The decrease was due to the
decrease in income.

Comparison of Financial Condition at September 30, 2007, and September 30, 2006

Total Assets. Our total assets as of September 30, 2007, were $386.1 million, compared
to $284.0 million as of September 30, 2006. The 2007 fiscal year increase of 36.0% was
primarily due to a $61.7 million increase in loans receivable and a $38.8 million increase in
investments.

Securities Available for Sale. Securities available for sale increased from $782,000 on
September 30, 2006, to $39.6 million on September 30, 2007. We selectively purchased non-
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agency MBS that either met or exceeded our underwriting guidelines. This strategy was
employed to complement consumer loan underwriting. Strong demand in consumer lending
required managing the balance sheet's structure to comply with the consumer lending limit
imposed on federally chartered savings banks. Management chose to increase the asset base by
purchasing AAA-rated MBS funded by FHLB advances. This strategy allowed us to continue
making consumer loans within our regulatory limits. The securities purchased are AAA-rated
Jumbo Prime M BS, with an average loan-to-value ratio of 68.98% and an average FICO score of
741. We have stayed within the Jumbo Prime sector, purchasing no Sub-Prime or Alt-A M BS.
Furthermore, while the Bank has purchased hybrid ARM securities, we have refrained from
purchasing any negative amortization loans or option ARM securities. Finally, the MBS
portfolio consists only of those securities that are in one of the two highest-rating categories and
are first-lien mort gages only.

FHLB Stock. Federal Home Loan Bank stock increased from $3.1 million on September
30, 2006, to $4.8 million on September 30, 2007. The increase was a result of required stock
purchases to access additional FHLB borrowings.

Loans Receivable. Loans increased by $61.5 million, or 23.7%, from $259.2 million as
of September 20, 2006, to $320.7 million as of September 30, 2007. At September 30, 2007, the
loan portfolio was comprised of $188.0 million of loans secured by real estate, or 58.6% of total
loans, and $132.7 million of consumer loans, or 41.4% of total loans.

At September 30, 2006, the loan portfolio mix included real estate loans of $165.6
million, or 63.9% of total loans, and consumer loans of $93.6 million, or 36.1% of total loans.
Loan production was strong throughout the Branch system. A significant contributing factor to
the loans receivable increase were the indirect consumer loans generated from our established
dealer network, especially in our Michigan and Minnesota markets. At September 30, 2007,
indirect loans from our Minnesota and Michigan branches totaled $34.4 million and $24.4
million, respectively, compared with $11.1 million and $3.6 million at September 30, 2006.

Allowance for Loan Losses. The following table is an analysis of the activity in the
allowance for loan losses for the years ended September 30, 2007, and Sep tember 30, 2006.

Year Ended
September 30,
2007 2006
Balance at Beginning $ 835 $ 803
Provisions Charged to Operating Expense 470 251
Loans Charged Off 413) (247)
Recoveries on Loans 34 28
Balance at End $ 926 $ 835

Office Properties and Equipment. Total investment in office properties and equipment
was $3.7 million on September 30, 2006, and $3.5 million on September 30, 2007, a decrease of
$200,000, or 5.4%. The decrease was a result of the depreciation of current equipment and
properties, partially offset by modest additions to property and equipment.
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Deposits. Deposits as of September 30, 2007, were $207.7 million, compared to $186.7
million as of September 30, 2006, an increase of $21.0 million, or 11.2%. The fiscal 2007
growth came primarily from new certificates of deposit, money market accounts and checking
accounts. A deposit campaign was initiated in 2007 that generated 1,587 new checking
accounts. Management expects this program to continue in fiscal 2008.

Borrowed Funds. Federal Home Loan B ank advances increased from $61.2 million on
September 30, 2006, to $96.4 million on September 30, 2007, as a result of the need to utilize a
funding source other than deposits to fund MBS investments and strong loan demand.

Stockholders' Equity. Stockholders' equity increased $48.0 million to $78.1 million at
September 30, 2007, from $30.1 million at September 30, 2006. The increase for the period was
primarily a result of the proceeds received from the second step conversion and reor ganization
and retained earnin gs.

Comparison of Financial Condition at September 30, 2006, and September 30, 2005

Total Assets. Our total assets as of September 30, 2006, were $284.0 million, compared
to $245.7 million as of September 30, 2005, an increase of 15.6%. Assets increased primarily as
aresult of an increase in loans receivable. Contributing to the increase in loans was the continued
growth of the M ankato and Oakdale, M inn. branches.

Cash and Cash Equivalents. Cash and cash equivalents decreased from $9.3 million on
September 30, 2005, to $6.2 million on September 30, 2006. The decrease was a result of using
cash to fund loan growth in the period.

Loans Receivable. Loans increased by $40.6 million, or 18.6%, from $218.7 million as
of September 20, 2005, to $259.3 million as of September 30, 2006. At September 30, 2006, the
loan portfolio was comprised of $165.6 million of loans secured by real estate, or 63.9% of total
loans, and $93.6 million of consumer loans, or 36.1% of total loans.

At September 30, 2005, the loan portfolio mix included real estate loans of $144.5
million, or 66.1% of total loans, and consumer loans of $74.2 million, or 33.9% of total loans.
As noted above, a contributing factor to the loans receivable increase was the loan production at
the M ankato and Oakdale, M inn. branches. At September 30, 2006, loans receiv able in our
portfolio generated from our M ankato and Oakdale branches totaled $19.0 million and $20.5
million, respectively, compared to $11.2 million at M ankato and $11.6 million at Oakdale at
September 30, 2005.
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Allowance for Loan Losses. The following table is an analysis of the activity in the
allowance for loan losses for the years ended September 30, 2006, and September 30, 2005.

Year Ended
September 30,
2006 2005
Balance at Beginning $ 803 $ 554
Other - Obtained through M erger 40
Provisions Charged to Operating Expense 251 414
Loans Charged Off 247) (236)
Recoveries on Loans 28 31
Balance at End $ 835 $ 803

Office Properties and Equipment. Total investment in office properties and equipment
was $2.9 million on September 30, 2005, and $3.7 million on September 30, 2006, an increase of
$800,000, or 27.6%. The increase came primarily from the purchase of computer equipment and
software totaling $800,000. On September 9, 2005, we entered into a series of purchase
agreements and software user agreements with Information Technology, Inc. for computer
equipment and software. The purchase was completed in M arch 2006.

Deposits. Deposits as of September 30, 2006, were $186.7 million, compared to $177.5
million as of September 30, 2005, an increase of $9.2 million, or 5.2%. The majority of the
deposit growth came from the two Minnesota branch offices, as management sought the most
cost-effective markets to attract deposits.

Borrowed Funds. Federal Home Loan B ank advances increased from $36.2 million on
September 30, 2005, to $61.2 million on September 30, 2006, as the need to fund strong loan
demand increased.

Stockholders' Equity. Stockholders' equity increased $529,000 to $30.1 million at
September 30, 2006, from $29.6 million at September 30, 2005. The increase was a result of net
earnings for the period, partially offset by the payment of dividends and increases related to the
accounting for the employee stock ownership, and management reco gnition and retention stock
plans.
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Average Balances, Net Interest Income, Yields Earned and Rates Paid

The following table presents for the periods indicated the total dollar amount of interest income from average interest-earning assets

and the resultant yields, as well as the interest expense on average interest-bearin g liabilities, expressed both in dollars and rates. Also

presented is the weighted average yield on interest-earning assets, rates paid on interest-bearing liabilities and the resultant spread at
September 30. No tax equivalent adjustments were made. Non-accruing loans have been included in the table as loans carrying a zero yield.

Yearended Sepember 30,
2007 2006 2005
Average Interest Average Interest Average Interest
Outstanding Earned/ Yield/ Outstanding Earned/ Yield/ Outstanding Earned/ Yield/
Balance Paid Rate Balance Paid Rate Balance Paid Rate
(In Thousands)
Interest-Earning Assets:
Cash equivalentS.........coeeirieieinirieieeee e $ 5953 $ 167 2.81% $ 6,135 $ 184 3.00% $ 5,489 $ 134 2.44%
Loans receivabk'” 285,668 19,713 6.90 237,553 15,664 6.59 176,802 11,763 6.65
Other interest-bearing deposits ........c.ceevveererereeenenenenenees 567 30 5.29 1,153 46 3.99 215 8 3.72
Securities availabk for sale..........ocoovevevererieenenieieeeee 9,487 379 3.99 1,478 58 3.92 522 21 4.02
Federal Home Loan Bank stock.. 3.115 83 2.66 2,280 65 2.85 1,345 54 4.01
Total interest-earning asets.... $304.790 20,372 6.68 $248.509 16,017 6.44 $184.373 11,980 6.50
Interest-Bearing Liabilities:
SAVINGS ACCOUNLS......ovvveriieiieieieieieeeie ettt eseees $ 22,858 218 0.95 $ 24,703 167 0.68 $ 15,877 122 0.77
Demand aCCOUNS™.............ovveeveeeeeeseeeeseseeeeseneeseseesseeeees 19,283 28 0.15 19,622 28 0.14 13,346 30 0.22
Money market accounts... 24,323 588 242 26,623 500 1.88 24,527 433 1.77
OISttt teeetse b ettebees e e et ee e 120,148 5,707 4.75 104,536 4,126 3.95 78,052 2,370 3.04
TRAS ..ttt 10,876 453 4.17 10,252 361 3.52 9,316 308 3.31
Federal Home Loan Bank advances.. 48,643 1,895 3.90 42,500 2,039 4.80 25,140 729 2.90
Total interest-bearing liabilities .............ccovevevrererrererrennnns 8,889 3.61 $228.237 7.221 3.16 3,992 2.40
NEt INtEreSt INCOME....veeeeereeeerereeeeeeeeeeeeeeeeeeeeeeeeeeeeeeseseeesenas $11.483 $. 8706 $. 2088
Net interest rate spread.. 3.07% 3.28% 4.10%
Net interestmargin”’..... 3.77% 3.54% 4.33%
Average interest-earning assets to average interest-bearing L.24x L.00x Lllx

BADIIES ettt s

Calculated net of loan fees of $(1,026,000) in 2007, $(706,000) in 2006 and $(54,000) in 2005, loan discounts, loans in process and allowance for losses on loans.

Includes $13.8 million, $13.8 million and $14.4 million of non-interest-bearing demand deposits during the years ended Sepember 30, 2007, 2006 and 2005, respectively .

Net interest income divided by interest-earning assets.
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Rate/Volume Analysis

The following table presents the dollar amount of changes in interest income and interest
expense for major components of interest-earning assets and interest-bearing liabilities. For each
category of interest-earning assets and interest-bearing liabilities, information is provided on changes
attributable to: (1) changes in volume, which are changes in volume multiplied by the old rate; and (2)
changes in rate, which are changes in rate multiplied by the old volume. Changes attributable to both
rate and volume which cannot be segregated have been allocated proportionately to the change due to
volume and the change due to rate.

Year Ended September 30, Year Ended September 30,
2007 vs. 2006 2006 vs. 2005
Increase (Decrease) Total Increase (Decrease) Total
Due to Increase Due to Increase
Volume Rate (Decrease) Volume Rate (Decrease)
(In Thousands)
Interest-Earning Assets:
Loans receivabk............cccoomrrrvvverenrrrrrinrenn. $3,293 $ 756 $4,049 $4,007 $ (106) $3.901
Otheru i 318 (12) 306 132 4 136
Total interest-earning asets.........oceeveeererenne $3,611 $ 744 $4,355 $4,139 $ (102) 4,037
Interest-Bearing Liabilities:
Savings aCCOUNLS........evveeeeirrerieieieeeeieceie e $ (12) 63 51 $ 62 $ (17 45
Demand accounts...........ccoeeeeeirenieeeveenieeeieennes --- -—- --- 11 (13) 2)
Money market account..........occeeeeveeeerenennns (46) 134 88 38 29 67
TRA QCCOUNLS......oveereriienieeieieieeieteieeee e 23 69 92 32 21 53
Certificates of deposit.......ccoceveeeerienieireniecne 669 912 1,581 932 824 1,756
Federal Home Loan Bankadvances................. 271 (415) (144) 673 637 1,310
Total interest-bearing liabilities..................... $ 905 $ 763 1,668 $1,748 $1,481 3,229
Net interest iNCOME.......vvvveriiiiiiiriieeeeenenes $2.687 $ 808
(D Calculated net of loan fees of $(1,026,000) in 2007, $(706,000) in 2006 and $(54,000) in 2005.

Liquidity and Commitments

We are required to have enough investments that qualify as liquid assets in order to
maintain sufficient liquidity to ensure a safe and sound operation. Liquidity may increase or
decrease depending upon the availability of funds and comparative yields on investments in
relation to the return on loans. Historically, we have maintained liquid assets above levels
believed to be adequate to meet the requirements of normal operations, including potential
deposit outflows. Cash flow projections are regularly reviewed and updated to assure that
adequate liquidity is maintained. At September 30, 2007, our liquidity ratio, which is our liquid
assets as apercentage of net withdrawable savings deposits with a maturity of one year or less
and current borrowings was 3.85%.

Citizens Community Federal's liquidity, represented by cash and cash equivalents, is a
product of its operating, investing and financing activities. Citizens Community Federal's
primary sources of funds are deposits, amortization, prepay ments and maturities of outstanding
loans, and other short-term investments and funds provided from operations. While scheduled
payments from the amortization of loans and maturing short-term investments are relatively

predictable sources of funds, deposit flows and loan prepay ments are greatly influenced by
general interest rates, economic conditions and competition. In addition, Citizens Community
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Federal invests excess funds in short-term, interest-earning assets, which provide liquidity to
meet lending requirements. Citizens Community Federal also generates cash through
borrowings. Citizens Community Federal utilizes Federal Home Loan Bank advances to
leverage its capital base, and provide funds for its lending and investment activities, and to
enhance its interest rate risk management.

Liquidity management is both a daily and long-term function of business management.
Excess liquidity is generally invested in short-term investments such as overnight deposits or
certificates of deposit in other financial institutions. On a longer-term basis, Citizens
Community Federal maintains a strategy of investing in various lending products as described in
greater detail under "Evolving Business Strategies." Citizens Community Federal uses its
sources of funds primarily to meet its ongoing commitments, to pay maturing certificates of
deposit and savings withdrawals, and to fund loan commitments.

At September 30, 2007, the total approved loan origination commitments outstanding
amounted to $428,000. At the same date, unused approved lines of credit to our customers were
$2.7 million and certificates of deposit scheduled to mature in one year or less, totaled $106.0
million.

The average cost of deposits increased throughout fiscal 2006 and fiscal 2007.
M anagement's policy is to maintain deposit rates at levels that are competitive with other local
financial institutions. Based on the competitive rates and on historical experience, management
believes that a significant portion of maturing deposits will remain with Citizens Community
Federal. In addition, Citizens Community Federal had the ability as of September 30, 2007, to
borrow an additional $38.6 million from the Federal Home Loan Bank of Chicago as a funding
source to meet commitments and for liquidity purposes.

Capital

Consistent with its goals to operate a sound and profitable financial organization, Citizens
Community Federal actively seeks to maintain a "well-capitalized" institution in accordance with
regulatory standards. Total equity of Citizens Community Federal was $43.7 million at
September 30, 2007, or 11.5% of total assets. As of September 30, 2007, Citizens Community
Federal exceeded all capital requirements of the Office of Thrift Supervision (OTS). Citizens
Community Federal's regulatory capital ratios at September 30, 2007, were as follows: core
capital 11.5%; Tier 1 risk-based capital, 17.7%; and total risk-based capital, 18.0%. The
regulatory capital requirements to be considered well capitalized are core capital of 5.0%, Tier 1
risk-based capital of 6.0% and risk-based capital of 10.0%, respectively.

Impact of Inflation

The consolidated financial statements presented herein have been prepared in accordance
with accounting principles generally accepted in the United States. These principles require the
measurement of financial position and operating results in terms of historical dollars, without
considering changes in the relative purchasing power of money over time due to inflation.

Our primary assets and liabilities are monetary in nature. As a result, interest rates have a
more significant impact on our performance than the effects of general levels of inflation.
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Interest rates, however, do not necessarily move in the same direction or with the same
magnitude as the price of goods and services, since such prices are affected by inflation. In a
period of rapidly rising interest rates, the liquidity and maturity structures of our assets and
liabilities are critical to the maintenance of acceptable performance levels.

The principal effect of inflation, as distinct from levels of interest rates, on earnings is in
the area of non-interest expense. Such expense items as employee compensation, employee
benefits, and occupancy and equipment costs may be subject to increases as a result of inflation.
An additional effect of inflation is the possible increase in the dollar value of the collateral
securing loans that we have made. We are unable to determine the extent, if any, to which
properties securing our loans have appreciated in dollar value due to inflation.

Stockholder Performance Presentation

Set forth below is a line graph comparing the yearly percentage change in the cumulative
total shareholder return on the Company's Common Shares against the cumulative total return of
the NASDAQ M arket Index and a Peer Group Index for the period since the Company's (and its
predecessor's, Citizens Community Bancorp) common stock began trading. The issuers in the
Peer Group Index were selected on a line-of-business basis by reference to SIC Code 414 -
Regional-Midwest Banks, which is composed of sixty-one banks. The presentation assumes
$100 was invested on M arch 30, 2004, the first day of trading of Citizens Community Bancorp
common stock, which succeeded to Citizens Community Bancorp, Inc. stock after the
Reorganization. The chart assumes reinvestment of all dividends. Historical stock price is not
necessarily indicative of future stock performance.

COMPARISON OF 5-YEAR CUMULATIVE TOTAL RETURN AMONG
CITIZENS COMMUNITY BANCORP, INC., NASDAQ MARKET INDEX AND PEER GROUP INDEX

175

3/1/2004 9/1/2004 3/1/2005 9/1/2005 3/1/2006 9/1/2006 3/1/2007 9/1/2007

- @ = (Citizens Community Bancorp, Inc. —l— Regional-Midwest Banks
— A — NASDAQ Market Index

03/30/2004  9/30/2004 9/30/2005 9/30/2006 9/30/2007

Citizens Community Bancorp, Inc. $100.00 102.69 103.03 156.68 80.41
Peer Group Index 100.00 103.02 100.86 114.09 106.47
NASDAQ Market Index 100.00 95.54 108.69 115.14 137.59
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Recent Accounting Pronouncements
Future Accounting Changes

In February 2007, the Financial Accounting Standards Board (FASB) issued Statement of
Financial Accounting Standards (SFAS) No. 159, The Fair Value Option for Financial Assets
and Financial Liabilities. This statement permits entities to choose to measure many financial
instruments and certain other items at fair value that are not currently required to be measured at
fair value. The objective is to improve financial reporting by providing entities with the
opportunity to mitigate volatility in reported earnings caused by measuring related assets and
liabilities differently without having to apply complex hed ge accounting provisions. This
statement also establishes presentation and disclosure requirements designed to facilitate
comparisons between entities that choose different measurement attributes for similar types of
assets and liabilities. SFAS No. 159 is effective for financial statements issued for fiscal years
beginnin g after November 15, 2007. The Company believes the adoption of this statement will
not have a significant effect on the financial statements of the Company .

In September 2006, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standard No. 158, Employers' Accounting for Defined Benefit Pension and
Other Postretirement Plans. This statement amends SFAS No. 87, Employers' Accounting for
Pensions; SFAS No. 88, Employers' Accounting for Settlements and Curtailments of Defined
Benefit Pension Plans and for Termination Benefits; SFAS No. 106, Employers' Accounting for
Postretirement Benefits Other Than Pensions; and SFAS No. 132 (revised 2003), Employers'
Disclosures About Pensions and Other Postretirement Benefits. SFAS No. 158 requires an
employer to recognize the overfunded or underfunded status of a defined benefit postretirement
plan (other than a multi-employer plan) as an asset or liability in its statement of financial
posttion. It also requires an employer to recognize gains or losses and prior service costs or
credits that arise during the year but are not recognized as components of net periodic benefit
cost under SFAS No. 87 as a component of other comprehensive income. Additionally, it
requires an employer to measure the funded status of aplan as of the date of its year-end
statement of financial position, with limited exceptions. SFAS No. 158 is effective for public
companies as of the end of the fiscal year ending after December 15, 2006. The requirement to
measure plan assets and benefit obligations as of the date of the fiscal year-end statement of
financial position is effective for fiscal years ending after December 15, 2008. The Company
adopted this statement which resulted in an increase in liabilities and a decrease in equity of
approximately $621 for the underfunded status of the plan, net of tax.

In September 2006, the Securities and Exchange Commission's office (SEC) announced
Staff Accounting Bulletin No. 108 (SAB 108). SAB 108 addresses how to quantify financial
statement errors that arose in prior periods for purposes of assessing their materiality in the
current period. It requires analysis of misstatements using both an income statement (rollover)
approach and a balance sheet (iron curtain) approach in assessing materiality. It clarifies that
immaterial financial statement errors in a prior SEC filing can be corrected in subsequent filings
without the need to amend the prior filing. In addition, SAB 108 provides transitional relief for
correcting errors that would have been considered immaterial before its issuance. The adoption
of SAB 108 will not have an impact on our consolidated financial position, results of operations,
or cash flows.
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In June 2006, the Financial Accounting Standards Board issued FASB Interpretation No.
48 (FIN 48), Accounting for Uncertainty in Income Taxes. This interpretation clarifies the
accounting for uncertainty in income taxes recognized in a company's financial statements in
accordance with SFAS No. 109, Accounting for Income Taxes. FIN 48 prescribed a reco gnition
threshold and measurement attribute for the financial statement recognition and measurement of
a tax position taken or expected to be taken in a tax return. This interpretation also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosure and transition. FIN 48 is effective for fiscal years beginning after December 15, 2006,
for public companies. The Company believes the adoption of this interpretation will not have a
significant effect on the financial statements of the Company.

Quantitative and Qualitative Disclosures About Market Risk

Our Risk When Interest Rates Change. The rates of interest we earn on assets and pay on
liabilities generally are established contractually for a period of time. M arket interest rates
change over time. Accordingly, our results of operations, like those of other financial
institutions, are impacted by changes in interest rates and the interest rate sensitivity of our assets
and liabilities. The risk associated with changes in interest rates and our ability to adapt to these
changes is known as interest rate risk and is our most significant market risk.

How We Measure Our Risk of Interest Rate Changes. As part of our attempt to manage
our exposure to changes in interest rates and comply with applicable regulations, we monitor our
interest rate risk. In monitoring interest rate risk, we continually analyze and manage assets and
liabilities based on their pay ment streams and interest rates, the timing of their maturities, and
their sensitivity to actual or potential changes in market interest rates.

In order to manage the potential for adverse effects of material and prolonged increases in
interest rates on our results of operations, we adopted asset and liability management policies to
better align the maturities and repricing terms of our interest-earnin g assets and interest-bearing
liabilities. These policies are implemented by the asset and liability management committee.
The asset and liability management committee is comprised of members of senior management.
The asset and liability management committee establishes guidelines for and monitors the
volume and mix of assets, and funding sources taking into account relative costs and spreads,
interest rate sensitivity and liquidity needs. The objectives are to manage assets and funding
sources to produce results that are consistent with liquidity, capital adequacy, growth, risk and
profitability goals. The asset and liability management committee generally meets on a weekly
basis to review, among other things, economic conditions and interest rate outlook, current and
projected liquidity needs and capital position, anticipated changes in the volume and mix of
assets and liabilities, and interest rate risk exposure limits versus current projections pursuant to
net present value of portfolio equity analysis. At each meeting, the asset and liability
management committee recommends strategy changes, as appropriate, based on this review. The
committee is responsible for reviewing and reporting on the effects of the policy
implementations and strategies to the board of directors on a monthly basis.

In order to manage our assets and liabilities, and achieve the desired liquidity, credit
quality, interest rate risk, profitability and capital targets, we have focused our strategies on:

18



e originating first mortgage loans, with a clause allowing for pay ment on demand after
a stated period of time;

e  originating shorter-term consumer loans;
e  originating prime-based home equity lines of credit;
* managingour deposits to establish stable deposit relationships;

e using Federal Home Loan Bank advances to align maturities and repricing terms;
and

e attempting to limit the percentage of long-term, fixed-rate loans in our portfolio
which do not contain a pay able-on-demand clause.

At times, depending on the level of general interest rates, the relationship between long-
and short-term interest rates, market conditions and competitive factors, the asset and liability
management committee may determine to increase Citizens Community Federal's interest rate
risk position somewhat in order to maintain its net-interest margin.

In light of our performance in fiscal 2006 and fiscal 2007, management believes our
strategies have proven to be effective. Credit quality continued to be strong with delinquency
and char ge-off ratios remaining low. Interest rate risk, defined by net portfolio value (NPV),
continued to show minimal risk. By continuing to include our pay ment-on-demand clauses on
our first mortgage loan originations, less than 10% of the Citizen Community Federal assets
were represented by traditional fixed-rate mortgage loans with amortizations of 15 years or
greater.

As of September 30, 2007, $144.5 million of our loans in portfolio included a payable-
on-demand clause. We have not utilized the demand clause since fiscal 2000 because, in
management's view, it has not been appropriate. Therefore, the clause has had no impact on our
liquidity and overall financial performance for the periods presented.

As part of its procedures, the asset and liability management committee regularly reviews
interest rate risk by forecasting the impact of alternative interest rate environments on net interest
income and market value of portfolio equity. Market value of portfolio equity is defined as the
net present value of an institution's existing assets, liabilities and off-balance sheet instruments,
and evaluating such impacts against the maximum potential changes in net interest income and
market value of portfolio equity that are authorized by the board of directors of Citizens
Community Federal.

The following table sets forth, at September 30, 2007, an analy sis of Citizen Community
Federal's interest rate risk as measured by the estimated changes in NPV resulting from
instantaneous and sustained parallel shifts in the yield curve (up 300 basis points and down 200
basis points, measured in 100 basis point increments). As of September 30, 2007, due to the
current level of interest rates, the OT'S no longer provides NPV estimates for decreases in interest
rates greater than 200 basis points.
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Change in Interest Rates in
Basis Points ("bp")
Net Portfolio Value

Net Portfolio Value as % of
Present Value of Assets

(Rate Shock in Rates)(l)

Amount Change Change NPV Ratio Change
(Dollars in thousands)

+300 bp $36,641 $(7,080) (16)% 10.01% (148) bp

+200 bp 39,118 (4,603) (11) 10.55 95)

+100 bp 41,514 (2,207) o) 11.05 44)

0 bp 43,721 - - 11.50 -

-100 bp 45,442 1,721 4 11.81 32

-200 bp 46,445 2,724 6 11.96 46

(_IT__Xs;n_es an instantaneous uniform change in interest rates at allmaturities.

For comparative purposes, the table below sets forth, at September 30, 2006, an analy sis
of Citizen Community Federal's interest rate risk as measured by the estimated changes in NPV
resulting from instantaneous and sustained parallel shifts in the yield curve (up 300 basis points
and down 200 basis points, measured in 100 basis point increments). As of September 30, 2006,
due to the current level of interest rates, the OT'S no longer provides NPV estimates for decreases
in interest rates greater than 200 basis points.

Change in Interest Rates in
Basis Points ("bp")
(Rate Shock in Rates)(l)

Net Portfolio Value as % of

Net Portfolio Value Present Value of Assets

Amount Change Change NPV Ratio Change
(Dollars in thousands)
+300 bp $14,290 $(6,749) (32)% 5.41% (226) bp
+200 bp 16,590 (4,449) Q1) 6.20 (147)
+100 bp 18,862 2,177) (10) 6.96 (71)
0 bp 21,039 - - 7.66 -
-100 bp 23,005 1,966 9 8.29 62
-200 bp 24,778 3,738 18 8.83 116
Fl;__:s;n_es an instantaneous uniform change in interest rates at allmaturities.

The OTS uses certain assumptions in assessing the interest rate risk of savings
associations. These assumptions relate to interest rates, loan prepay ment rates, deposit decay
rates, and the market values of certain assets under differing interest rate scenarios, among
others.

The assumptions used by management to evaluate the vulnerability of Citizens
Community Federal's operations to changes in interest rates in the table above are utilized in, and
set forth under, the gap table below. Although management finds these assumptions reasonable,
the interest rate sensitivity of Citizens Community Federal's assets and liabilities and the
estimated effects of changes in interest rates on Citizens Community Federal's net interest
income and market value of portfolio equity indicated in the above table could vary substantially
if different assumptions were used or actual experience differs from such assumptions.
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The following table summarizes the anticipated maturities or repricing of Citizens
Community Federal's interest-earning assets and interest-bearing liabilities at September 30,
2007, based on the information and assumptions set forth below.

Over Six OverOne  Over Three Over

SixMonths ~ Monthsto  to Three to Five Five
or Less One Year Y ears Y ears Y ears Total
(Dollars in Thousands)
Real estate mortgage loans...... $34208 $27,724 $683816 $31665 $25544  $187,957
Consumer loans............ccceeeee.. 56,968 37,716 32,881 3,190 1,989 132744
Securities available for sale......... 2,646 2,721 11,552 10,814 11,859 39,592
Other interest-bearing deposits....... - - 371 - - 371
Federal Home Loan Bank stock...... - - - 4,822 - 4,822
Cash equivalents™..........oooooovvvvveeee. 6,354 6,354
Total interest-eaming asSeLs.........coovvveervvennens $100,176 $ 68,161 $113,620 $50491 $39392  $371,840
Savings aCOOUNTS .....cc.eveeeeereuererermerererenaenane 2,286 2,286 17,553 702 28 22,855
Demand and money market........c.coceeveureunnee. 6,780 6,780 10,170 2,543 19,505 45,778
Certificates 0fdepoSit.......ocveereereereereeeeeereennee 59,997 46,042 30,612 2,450 139,101
Federal Home Loan Bank advances... 48,434 5,492 24,620 15,050 2,850 96,446
Total interest-bearing liabilities.......... $117,497 $ 60,600 $82955 $20.745 $22383 304,180
Interest-eaming assets less
interest-bearing liabilities......cocveereereeereeencnnee $(17,321) $ 7,561 $30665 $29.746 $17009 $ 67,660
Cumulative interest rate sensitivity gap........ $(17,321) $(9,760) $20905 $50651 $67 660
Cumulative interest rate gap as a
percentage ofassets at September 30,
2007 ettt eaeeiees (4.49)% 2.53)% 5.41% 13.12% 17.52%
Cumulative interest rate gap as a
percentage ofinterest-earning assets
at September 30, 2007 .....cocveereereererreeerecnennns (4.66)% (2.62)% 5.62% 13.62% 18.20%
@)) Net of carporate checks issued of $4,612.

The difference between repricing assets and liabilities for a specific period is referred to
as the gap. An excess of repriceable assets over liabilities is referred to as a positive gap. An
excess of repriceable liabilities over assets is referred to as a negative gap. The cumulative gap
is the summation of the gap for all periods to the end of the period for which the cumulative gap
is being measured.

Assets and liabilities scheduled to reprice are included in the period in which the rate is
next scheduled to adjust rather than in the period in which the assets or liabilities are due.
Fixed-rate loans are included in the periods in which they are scheduled to be repaid, based on
scheduled amortization, as adjusted to take into account estimated prepay ments based on OTS
prepay ment tables. No effect is given to the payable-on-demand clause in certain mortgage
loans originated by Citizens Community Federal.

As with any method of measuring interest rate risk, certain shortcomings are inherent in
the method of analy sis presented in the foregoing table. For example, although certain assets and
liabilities may have similar maturities or periods to repricing, they may react in different degrees
to changes in market interest rates. Also, the interest rates on certain types of assets and
liabilities may fluctuate in advance of changes in market interest rates, while interest rates on
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other types may lag behind changes in market rates. Additionally, a limited amount of our assets
have features which restrict changes in interest rates on a short-term basis and over the life of the
asset. Further, if interest rates change, expected rates of prepay ments on loans and early
withdrawals from certificates could deviate significantly from those assumed in calculating the
table.

Critical Accounting Policies

There are certain accounting policies that we have established which require us to use our
judgment. The only critical accounting policy, in addition to the policies included in Note 1,
"Summary of Significant Accounting Policies," to the Consolidated Financial Statements, is as
follows:

Allowance for Loan Losses. Establishing the amount of the allowance for loan losses
requires the use of our judgment. We evaluate our assets at least quarterly, and review their risk
components as part of that evaluation. If we misjudge a major component and experience a loss,
it will likely affect our earnings. In addition, by the very nature of the determination of the
allowance, developments as to particular loans can affect year-to-year provision amounts. We
consistently challenge ourselves in the review of the risk components to identify any changes in
trends and their cause.
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CITIZENS COMMUNITY BANCORP, INC.
STOCKHOLDER INFORMATION

ANNUAL MEETING
The annual meeting of stockholders of Citizens Community Bancorp, Inc. will be held at our branch office

in Chippewa Falls, located at 427 West Prairie View Road, Chippewa Falls, Wisconsin, 54729, on February 21,
2008, at 4:00 p.m. local time.

STOCK LISTING

Citizens Community Bancorp, Inc. common stock is traded on the Nasdaq Global Market under the symbol
"CZWL"

PRICE RANGE OF COMMON STOCK

HIGH LOW DIVIDENDS
Fiscal 2007
First QUArter..........vvveivveneiiiineeeiiieeenns $20.00 $ 9.65 $0.05
Second QUATtEr...........oeevvvuneeiiiieeeiiinnnns. $ 9.78 $ 9.33 $0.05
Third QUArter..........occovvveneviiiiireeiiiieeeins $ 9.55 $ 8.75 $0.05
Fourth Quarter ................coooiiiiiiiininn., $ 9.54 $ 8.04 $0.05
Fiscal 2006
First QUArter..........coeeevvvveneeeiiieeeeiiineennns $13.20 $10.30 $0.05
Second QUArter............eevveivneirneineinnnnnns, $14.25 $12.90 $0.05
Third QUATter..........veeeeeeeeeeeeeeeeeeeee. $18.39 $13.75 $0.05
Fourth QUArter ..........ccouuueveeeeoeeeeiiieeeeen. $21.15 $17.65 $0.05
Fiscal 2005
First QUArter..........ovevveniiineeiieeeieeinnnnns $15.50 $12.90 $0.05
Second QUArter............covvevvnviiineiiieennnn.. $15.50 $13.00 $0.05
Third Quarter............ccooviiiiiiiiiiiieinn., $14.75 $12.75 $0.05
Fourth Quarter ..................cooeiiiiiii., $13.00 $12.50 $0.05

The stock price information set forth in the table above was provided by the Yahoo Finance System. This
information relates to Citizens Community Bancorp Inc.'s predecessor, Citizens Community Bancorp, whose
common stock began trading on March 29, 2004. This information does not reflect the 1.91067 exchange of
Citizens Community Bancorp shares into shares of Citizens Community Bancorp, Inc. The closing price of Citizens
Community Bancorp, Inc. common stock on December 20, 2007 was $8.70.

At December 20, 2007, there were 7,118,205 shares of Citizens Community Bancorp, Inc. common stock
outstanding (including unallocated ESOP shares) and there were 461 holders of record.

Our cash dividend payout policy is continually reviewed by management and the board of directors. We
intend to continue our policy of paying quarterly dividends; however, these payments will depend on a number of
factors, including capital requirements, regulatory limitations, our financial condition, results of operations and the
Bank's ability to pay dividends.
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We rely significantly upon dividends from the Bank to accumulate earnings for payment of cash dividends

to the stockholders.
STOCKHOLDERS AND GENERAL INQ UIRIES

Citizens Community Bancorp, Inc. files an annual
report with the Securities and Exchange Commission
on Form 10-K and three quarterly reports on Form 10-
Q. Copies of these forms are available by request.
Requests, as well as inquiries from stockholders,
analysts and others seeking information about Citizens
Community Bancorp, Inc. should be directed to John
D. Zettler, Senior Vice President and Chief Financial
Officer, at 2174 EastRidge Center, Eau Claire, W1
54701, telephone (715) 836-9994.

www.citizenscommunity federal.net

ANNUAL AND OTHER REPORTS

TRANSFER AGENT

Stockholders should direct inquiries concerning
their stock, change of name, address or ownership;
report lost certificates or consolidate accounts to
our trans fer agent at 1-800-368-5948 or write:

Registrar and Transfer Co.

10 Commerce Drive
Cranford, NJ 07016
1-(800) 368-5948

A copy of our Annual Report on Form 10-K for the year ended September 30, 2007, as filed with the Securities and
Exchange Commission, may be obtained without charge by contacting John D. Zettler, Citizens Community
Bancorp, 2174 EastRidge Center, Eau Claire, Wisconsin 54701.
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CITIZENS COMMUNITY BANCORP, INC.
CORPORATE INFORMATION

Citizens Community Bancorp, Inc. Citizens Community Federal
Board of Directors Officers

Richard McHugh, Chairman
Thomas C. Kempen, Vice Chairman
Brian R. Schilling

Donna E. Talmage

David B. Westrate

James G. Cooley

James G. Cooley, President and Chief Executive Officer
John D. Zettler, Senior Vice President and
Chief Financial Officer
Timothy J. Cruciani, Executive Vice President
Rebecca Johnson, Senior Vice President,
MIC/Accounting

Citizzns Community Federal Locations:

Administrative Offices
2174 EastRidge Center
Eau Claire, WI 54701

Branch Offices:
Westside Branch
2125 Cameron Street

Eau Claire, W1 54703

East Branch
1028 N. Hillcrest Parkway
Altoona, WI154720

Fairfax Branch
219 Fairfax Street
Altoona, WI154720

Independent Auditors
Wipfli, LLP

3703 Oakwood Hills Pkwy
Eau Claire, WI 54703

Special Counsel

Silver, Freedman & Taff, L.L.P.

3299 K Street, N'W.
Suite 100
Washington, D.C. 20007

Mondovi Branch
695 E. Main Street
Mondovi, W1 54755

Rice Lake Branch
2462 S. Main Street
Rice Lake, WI 54868

Chippewa Falls Branch
427 W. Prairie View Road
Chippewa Falls, WI 54729

Baraboo Branch
S2423 Highway 12
Baraboo, W1 53913

Black River Falls Branch

W9036 Highway 54 E.
Black River Falls, WI 54615
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Michigan Offices:
Rochester Hills Branch
310 W. Tienken Road
Rochester Hills, MI 48306

Lake Orion Branch
688 S. Lapeer Road
Lake Orion, MI 48362

Minnesota Offices:
Mankato Branch
1410 Madison Avenue
Mankato, MN 56001

Oakdale Branch
7035 10™ Street North
Oakdale, MN 55128



