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CITIZENS COMMUNITY BANCORP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)
NOTE 1 —Organization

The financial statements of Citizens Community Federal (the “Bamituded herein have been
included by Citizens Community Bancorp, Inc. (the “Company”) pursuant to theanda®gulations of
the Securities and Exchange Commission. Citizens Community Bancorp (CCByu@E®asor to
Citizens Community Federal as a result of a regulatory restingtimto the mutual holding company
form, which was effective on March 29, 2004. The restructuring included pitalization of CCB, the
sale of 978,650 shares of its common stock, including 119,236 shares to the employeerstoship
plan (ESOP), the issuance of 2,063,100 shares to the Citizens Community MH@ anduisition by
CCB of all of the shares of Citizens Community Federal. The ESOP borfiyEaP,360 from CCB to
purchase its shares of the CCB'’s stock.

Proceeds from the stock offering, net of the ESOP loan of $1,192,360, totaled $7,974,296.
$4,533,328 was used to purchase 100% (3,041,750 shares) of Citizens Community Fedéralsl stoc
$3,340,968 was retained by CCB for short-term investments and general corpgraseguiThe
restructuring included a series of transactions by which the coemiracture of Citizens Community
Federal was converted from a mutual savings bank to the mutual holding compamyf &avnership.
Upon completion, Citizens Community Federal became a federal stocksshaimgsubsidiary of
Citizens Community Bancorp. Citizens Community Bancorp was a majority-ownsidisu of
Citizens Community MHC. Members of Citizens Community Federal becam#ers of Citizens
Community MHC and continued to have the same voting rights in Citizens Commut@yafler the
restructuring as they had in Citizens Community Federal. Aftetdlo& sffering, Citizens Community
MHC owned 67.83% or 2,063,100 shares of the common stock of Citizens Community Bancorp and the
remaining 32.17% of the stock was sold to the public.

On July 1, 2005, CCB acquired Community Plus Savings Bank, Rochester Hillggdutich
through a merger with and into Citizens Community Federal. In accordance witkriper mgreement,
CCB issued 705,569 additional shares to Citizens Community MHC, based on the $®85 mi
independently appraised value of Community Plus Savings Bank. In additiorstuaties issued to
Citizens Community MHC, the members of Community Plus Savings Bank becantzerseof Citizens
Community MHC. At June 30, 2005, Community Plus Savings Bank had total assets of $4@10 mill
and deposits and other liabilities of $41.8 million, prior to purchase accountirgjradpts.

On October 31, 2006, a second step conversion was completed in which Citizens Cgmmunit
MHC converted to stock form. Through this transaction, Citizens Community 8tdCCCB ceased to
exist and were replaced by Citizens Community Bancorp, Inc. as the holding cdioptmeyBank. A
total of 5,290,000 shares of common stock were sold in the offering at $10 pethsbiagh which the
Company received proceeds of $51,254,000 net of offering costs of $1,646,000. The Company
contributed $25,627,000 or approximately 50% of the net proceeds to the Bankoitiug & capital
contribution. The Company lent $3,415,010 to the ESOP and the ESOP used those funds to acquire
341,501 shares of common stock at $10 per share.

As part of the conversion, outstanding public shares of CCB were exchangdill@i7lshares of
Citizens Community Bancorp, Inc., the new holding company of Citizens Commuuaigydt. The
exchange resulted in an additional 1,826,380 of outstanding shares of the Compaatafafa t
7,116,380 outstanding shares. Treasury stock held was cancelled.
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The consolidated income of the Company is principally from the income of the BhakBanhk
originates residential and consumer loans and accepts deposits from csigiamerily in Wisconsin,
Minnesota and Michigan. The Bank acquired a branch in Mankato, Minnesblayémber of 2003,
opened a new branch office in Oakdale, Minnesota on October 1, 2004, and acquired Comuasunity P
Savings Bank’s Lake Orion and Rochester Hills, Michigan, branchesy,2005. The Bank is
subject to competition from other financial institutions and non-firdmastitutions providing financial
products. Additionally, the Bank is subject to the regulations of certgimatery agencies and
undergoes periodic examination by those regulatory agencies.

NOTE 2 — PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statements include the acebtih@<Company and its
wholly owned subsidiary, Citizens Community Federal. All significant iotenpany accounts and
transactions have been eliminated.

The accompanying unaudited consolidated financial statements of Clfiaemaunity Bancorp,
Inc. have been prepared in accordance with accounting principles geaecalpted in the United States
for interim financial information and with the instructions to Form 10-Q. afdiagly, they do not
include all of the information and footnotes required by accounting principtesagly accepted in the
United States for complete financial statements. In the opinion of nmrarageall adjustments
(consisting of normal recurring adjustments) considered necessary fairtheesentation have been
included. Operating results for the three months ended December 31, 2006 acessdrilg indicative
of the results that may be expected for the fiscal year ending Sept@i2007. Certain information
and footnote disclosures normally included in financial statementangckn accordance with
accounting principles generally accepted in the United Statesoeavecondensed or omitted.

NOTE 3 - STOCK BASED COMPENSATION

In February 2005, the Recognition and Retention Plan was approved by the Company’s
shareholders. The plan provides for the grant of up to 113,910 shares. As of December 31, 2006, 70,622
restricted shares had been granted under this plan. Restricted shassearat no cost to the employee
and have a five-year vesting period. The fair value of the restrittares on the date of issue was $7.04
per share for 63,790 shares and $6.18 for 6,832 shares. Compensation expensetredagedw@rds
was $24,561 for the three months ended December 31, 2006.

In February 2005, the 2004 Stock Option and Incentive Plan was approved by sharefibkelers.
plan provides for the grant of nonqualified and incentive stock options, andagio@ciation rights. The
plan provides for the grant of options for up to 284,778 shares. At December 31, 2006, 208880 opt
had been granted under this plan at a weighted average exercise price oeBgtater Options vest
over a five-year period. Unexercised nonqualified stock options expire in dbayehunexercised
incentive stock options expire in 10 years. None of the options grantedegtee, exercised, or
forfeited during the period and all options granted remain outstanding ebec 31, 2006.

The Company accounts for stock-based employee compensation relatedtkitpsbn plans
using the fair-value-based method consistent with the methodology prescribed®WSF123R),
“Accounting for Stock-Based Compensation,” which the company adopted on October 1, 2006, as
required Accordingly, the Company records compensation expense whereby compensati®n cost
measured at the grant date based on the value of the award and is egcogeizhe vesting period. The
cost recognized for the period ended December 31, 2006 was $19,377.



NOTE 4 — SUPPLEMENTAL EXECUTIVE AND DIRECTOR RETIREMENT PLA NS

On October 1, 2006, the Company adopted SFAS No.BEréf|oyers’ Accounting for Defined
Pension and Other Postretirement Plar&-AS No. 158 requires an employer to recognize the
overfunded or underfunded status of a defined benefit postretirement plan sstam Aability in its
statement of financial position and to recognize gains or losses and prioe ®®sts or credits that arise
during the year but are not recognized as components of net periodic bestsfitrater SFAS No. 87 as
a component of other comprehensive income. The implementation increaseebdefenssets by
$412,000, increased accrued pension liability $1,033,000 and decreased equity $621,000 for the
underfunded status of the plan.

NOTE 5 — EARNINGS PER SHARE

Basic earnings per share (EPS) is computed by dividing income avadaiasmon
stockholders by the weighted-average number of common shares outstandingéoiodheDiluted EPS
reflects the potential dilution that could occur if securities orratbetracts to issue common stock were
exercised or converted into common stock or resulted in the issuance of cornokathat then shared in
the earnings of the entity. The weighted average number of shares outstantheghree-month period
ended December 31, 2006 and 2005 were 6,764,873 and 6,942r358sic EPS and 6,821,819 and
6,922,359* for diluted EPS, respectively.

As described in Note 1, on October 31, 2006, the Company completed a public offering
associated with its second step conversion in which a total of 7,116,380 common sharsswed,
including the conversion of each outstanding public share into 1.91067 sharesefthelding
company.

Basic and diluted per share net losses of $0.02 were reported for thextimtbs ended
December 31, 2006, compared to basic and diluted per share net income of $0.02 repbeetrfe-t
month period ended December 31, 2005. The year-to-year decrease in net inc@mmardg due to
the one-time after-tax charge of $370,000 related to agreements withritmey faxecutives who resigned.
Excluding this one-time charge, the Company would have reported basic and diitgbdrngesarnings
of $0.04 for the 2007 fiscal year.

NOTE 6 — NEW ACCOUNTING PRONOUNCEMENTS

In September 2006, the Securities and Exchange Commission’s office (SEC) aa&taffc
Accounting Bulletin No. 1088AB 108). SAB 108 addresses how to quantify financial statement errors
that arose in prior periods for purposes of assessing their magendlie current period. It requires
analysis of misstatements using both an income statement (rollopenpap and a balance sheet (iron
curtain) approach in assessing materiality. It clarifies thadatarial financial statement errors in a prior
SEC filing can be corrected in subsequent filings without the need to aheepddr filing. In addition,
SAB 108 provides transitional relief for correcting errors that wowe fieen considered immaterial
before its issuance. The adoption of SAB 108 will not have an impact on our datesbfinancial
position, results of operations, or cash flows.

In June 2006, The Financial Accounting Standards Board issued FASB Intavprista 48 (FIN
48), for Accounting for Uncertainty in Income TaxeEBhis interpretation clarifies the accounting for
uncertainty in income taxes recognized in a company'’s financial gatem accordance with SFAS No.
109, Accounting for Income Taxe$IN 48 prescribed a recognition threshold and measurement attribute
for the financial statement recognition and measurement of a tax poakendr expected to be taken in

" Earnings per share for the prior period was redttu reflect the impact of the second step coivemnd
reorganization for the Company, which occurred @itoBer 31, 2006.
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a tax return. This interpretation also provides guidance on derecognitissifichtion, interest and
penalties, accounting in interim periods, disclosures and transition. FINe#8asve for fiscal years
beginning after December 15, 2006. The adoption of this interpretation will roglggnificant effect
on the financial statements of the Company.

In September 2006, The Financial Accounting Standards Board issued SFAS Nraitl¥&Jue
MeasurementsSFAS 157 defines fair value, established a framework for measurninglize in
generally accepted accounting principles, and expands disclosures abaltfaimeasurements. SFAS
157 is effective for financial statements issued for fiscal yeajistiag after November 15, 2007. The
Company believes the adoption of this statement will not have a signiéffact on the financial
statements of the Company.

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

GENERAL

Citizens Community Bancorp (“CCB") was capitalized as a reswahahitial public offering
related to the mutual holding company reorganization as explained in Noteelueaudited
consolidated financial statements, effective March 29, 2004. CCB wasdhemnholding company for
Citizens Community Federal. CCB was chartered under federal law and @00% of the stock of
Citizens Community Federal (the “Bank”). CCB directed Citizens Contméeideral’s business
activities.

On October 31, 2006, Citizens Community MHC (the “MHC”) completed its amizgtion into
stock form and Citizens Community Bancorp, Inc. (the "Company") succeededlliodiness of CCB,
the MHC'’s former stock holding company subsidiary. The outstanding shares obomtook of the
former mid-tier stock holding company (other than shares held by the M@ whre canceled) was
converted into 1,826,380 shares of common stock of the Company. As part of the segandtséal to
stock conversion transaction, the Company sold a total of 5,290,000 shares te @éigdsitors of the
Bank in a subscription offering at $10.00 per share, including 341,501 shares purchiseeryloyee
stock ownership plan with funds borrowed from the Company.

Citizens Community Bancorp, Inc. is incorporated under the laws of the Shgrydand to
hold all of the stock of Citizens Community Federal. Citizens Commumibc&p, Inc. is a unitary
savings and loan holding company and is subject to regulation by the OffibefofShipervision.
Citizens Community Bancorp, Inc. has no significant assets other tharttedl afitstanding shares of
common stock of Citizens Community Federal, the net proceeds of the reatigamit kept and its loan
to the employee stock ownership plan.

The following discussion focuses on the consolidated financial condition Goting@any and the
Bank as of December 31, 2006 and the consolidated results of operations fazdhadhths ended
December 31, 2006, compared to the same period in 2005. This discussion should be reaulcimooon;
with the interim condensed consolidated financial statements and metetotincluded with this report.

Historically, Citizens Community Bank was a federal credit unitwe Bank accepted deposits
and made loans to members, who were the people who live, work or worship irstten¥if counties of
Chippewa and Eau Claire, and parts of Pepin, Buffalo and Trempealeau. In add#iomg|ticied
businesses and other entities located in these counties, and membenplagdes of the Hocak Nation.
In December 2001, the Bank converted to a federal mutual savings bank in ordertsdre¢ our
customers and the local community through the broader lending ability ofralfea¢ings bank, and to
expand our customer base beyond the limited field of membership permittedditrunions. As a
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federal savings bank, the Bank has expanded authority in structuring riesichemtgage and consumer
loans, and the ability to make commercial loans, although the Bank does notyhaeatany
immediate plans to commence making commercial loans. In 2004, CitizensubaynFederal
reorganized into the mutual holding company form of organization and in 2006, we cohapbetsond
step conversion into a full stock holding company format. The Bank is alfgadrartered stock savings
institution with 12 full-service offices.

Citizens Community Federal has utilized this expanded lending authorignificgintly increase
our ability to market one-to four-family residential lending. Most oféHeans are originated through
our internal marketing efforts and our existing and walk-in customers. Wellypioahot rely on real
estate brokers and builders to help us generate loan originations.

In order to differentiate ourselves from our competitors, we havestiéise use of personalized
branch-oriented customer service. With operations structured arounach byatem staffed with
knowledgeable and well-equipped employees, our on-going commitment to trainihig\alalof our
staff remains a key to the Company’s success.

On July 1, 2005, Community Plus Savings Bank, Rochester Hills, Michigan, wasedcquir
through a merger with and into Citizens Community Federal. At June 30, 2005, Commusi8akings
Bank had total assets of $46.0 million and deposits and other liabilitgEL.& million, prior to purchase
accounting adjustments.

At December 31, 2006, the Company had total assets of $289.9 million, total deposits of $192.3
million and stockholders' equity of $77.6 million. The Company and the Bank are edamuheegulated
by the Office of Thrift Supervision, its primary federal regulaidre Company and the Bank are also
regulated by the FDIC. The Bank is required to have certain reservestsetfsderal Reserve Board
and is a member of the Federal Home Loan Bank of Chicago, which is one of the 12 tekeah the
Federal Home Loan Bank System.

CRITICAL ACCOUNTING POLICIES
Allowance for Loan Losses

Citizens Community Federal maintains an allowance for loan lossesotd gipsbable incurred
losses in the loan portfolio. The allowance is based on ongoing, quartedgmssits of the estimated
probable incurred losses in the loan portfolio. In evaluating the letieé@llowance for loan losses,
management considers the types of loans and the amount of loans in the loain,Jusfofical loss
experience, adverse situations that may affect the borroweityg tbilepay, estimated value of any
underlying collateral, and prevailing economic conditions.

At December 31, 2006, the allowance for loan losses was $852,000, or 0.32%, of tbarotal |
portfolio. Assessing the allowance for loan losses is inherentlydivgi@s it requires making material
estimates, including the amount and timing of future cash flows expected telvedean impaired
loans, that may be susceptible to significant change. In the opinion of maerggée allowance, when
taken as a whole, reflects estimated probable loan losses in our loatigsortf

FINANCIAL CONDITION

Total Assets Total assets of the Company as of December 31, 2006 were $289.9 million,
compared to $284.0 million as of September 30, 2006, an increase of $5.9 million, or 2.8%. Ass
increased primarily as a result of an increase in loans réteigg$7.6 million, partially offset by a
decrease of $1.3 million in cash and cash equivalents and interest-bearingsdapdghe sale of FHLB
stock totaling $500,000, which was used to fund a portion of the loan increase.
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Cash and Cash EquivalentCash and cash equivalents decreased from $6.2 million on

September 30, 2006, to $5.2 million on December 31, 2006. The decrease was a resultashisong
fund loan growth in the period.

Loans ReceivableLoans increased by $7.6 million, or 2.9%, to $266.9 million at December 31,
2006, from $259.3 million as of September 30, 2006. At December 31, 2006, the loan portfolio was

comprised of $172.9 million of loans secured by real estate, or 64.7% of total lech$9420 million of
consumer loans, or 35.3% of total loans.

At September 30, 2006, the loan portfolio mix included real estate loans of $16%506,milli
63.9% of total loans, and consumer loans of $93.7 million, or 36.1% of total loans.

Allowance for Loan LossesThe following table is an analysis of the activity in the allowance
for loan losses for the three-month periods ended December 31, 2006, and December 31, 2005.

Three months ended
Dec. 31,2006 Dec 31, 2005

Balance at Beginning $835 $803
Provisions Charged

to Operating Expense $103 $70
Loans Charged Off $91 $ 47
Recoveries on Loans $5 $3
Balance at End $852 $829
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Office Properties and EquipmentTotal investment in office properties and equipment was $3.7
million on December 31, 2006, and $3.7 million on September 30, 2006.

Deposits.Deposits as of December 31, 2006, were $192.3 million, compared to $186.7 million
as of September 30, 2006, an increase of $5.6 million, or 3.0%. This was primarilit afresrtificate
of deposit growth.

Borrowed Funds. Federal Home Loan Bank advances decreased significantly from $61dhmilli
on September 30, 2006, to $16.4 million on December 31, 2006, as they were paid down using the
proceeds from the recent second step stock offering.

Liquidity and Asset / Liability ManagementThe Company must maintain an adequate liquidity
position in order to respond to the short-term demand for funds caused by witekdrameadeposit
accounts, increased loan demand and extensions of credit and for payments ofgopepatises.
Maintaining this position of adequate liquidity is accomplished through thegeareat of a combination
of liquid assets; those which can be converted into cash and access to @dtitiores of funds.
Primarily, liquid assets of the Company are cash and cash equivaleatsnt#hest bearing deposits,
investments held that are available for sale and maturing loans. Ad¥eordbe Federal Home Loan
Bank system represent the Company’s primary source of immediateadbliguidity, and are
maintained at a level necessary to fulfill needs. Assets anlititggbare maintained to provide the proper
balance between liquidity, safety and profitability. This monitoring m®¢®done on a continuing basis.
The Company manages its interest rate sensitive assets alititatm a regular basis to lessen the
impact of interest rate changes. As part of managing liquidity, the Ggmmpanitors its maturing
deposits and loans, loan to deposit ratio, competitors’ rates and the lsostoefing funds versus the
ability to attract deposits. The Company manages its rate seggitigition to avoid wide swings in
margins and to minimize risk. The Company’s management believes itstijcgodrces are adequate to
meet its operating needs. The Company’s interest spread was nggdatpetted by the flat yield curve
during the three-month period ended December 31, 2006. The flat yield curve cedtribatreduction
in interest spread as interest rates on deposits and borrowings contingedatarfaster rate than interest
rates on loans.

Off-Balance Sheet Liabilities The Company has financial instruments with off-balance sheet
risk. These instruments include unused commitments for credit cardyflicreslit, overdraft protection
and home equity lines of credit, as well as commitments to extend credif. Desember 31, 2006, the
Company has $8.2 million in unused commitments compared to $8.3 million in unused commnasnents
of September 30, 2006.

13



Capital ResourcesCapital ratios applicable to the Bank as of December 31, 2006 and
September 30, 2006 were as follows:

Capital Ratios

To Be Well Capitalized
For Capital Adequacy Under Prompt Corrective

Actual Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2006 (Unaudited)
Total capital (to risk weighted assets) $32,000 22.4%  $15,235,000 >=8.0%  $19,043,000 >= 10.0%
Tier 1 capital (to risk weighted assets) ,$092,000 22.1% $7,617,000 >= 4.0%  $11,426,000 >=  6.0%
Tier 1 capital (to adjusted total assets) 2,$@9,000 14.9%  $11,308,000 >=4.0%  $14,135,000 >=  5.0%
Tangible capital (to tangible assets) $29,000 14.9% $4,241,000 >= 1.5% NA NA
As of September 30, 2006 (Audited)
Total capital (to risk weighted assets) $20,a808 11.0%  $14,920,000 >=8.0%  $18,650,000 >= 10.0%
Tier 1 capital (to risk weighted assets) ¥69,000 10.6% $7,460,000>= 4.0%  $11,190,000 >=  6.0%
Tier 1 capital (to adjusted total assets) $39,000 7.2%  $10,943,000 >=4.0%  $13,679,000 >=  5.0%
Tangible capital (to tangible assets) $19,781,0 7.2% $4,104,000 >= 1.5% NA NA

Management intends to maintain capital levels in the well-ceggithtategory established by
regulatory authorities. The Bank was categorized as “well-cagittilunder the regulatory framework
for capital adequacy as of December 31, 2006, and September 30, 2006.

Results of Operations

Overview For the fiscal 2007 first quarter ended December 31, 2006, the Company continued to
see strong loan demand, with deposit growth of approximately 3%. Loan qualitpedrgaod—
increased loans receivable and modestly higher delinquency levetedasu slightly higher loan loss
provision. Interest rates on deposits continued to increase at a dligitdliypace than the rates on loans,
but this increase was less evident than in fiscal 2006. The Company incurrededooperating
expenses during the current period, primarily related to agreements witbrmer executives who
resigned. The Company anticipates continued strong loan growth that should he¢lheftline in
rate spread going forward.

Net Income/Loss.For the three months ended December 31, 2006, the Company reported a net
loss of $115,000, versus net income of $167,000 for the prior-year first quarteedrfte-year decrease
in net income was primarily due to the one-time, after-tax charge of $370,000 ($610,080 petated
to agreements with two former executives who resigned. Excluding thisyemektarge, the Company
would have reported first quarter net income of $255,000, a 52.70% increase fromrtpenmd.
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On a basic, per-share basis, which excludes unallocated shares of theeersfloly ownership
plan, we reported a first-quarter net loss of $0.02 per basic share, compametntgseof $0.02 per basic
share for the three-month period ending December 31, 2005. Again, the decreadgrihatrily to the
one-time charge.

Net interest margin increased to 3.72% for the three months ended De&an®@06, from
3.55% for the three months ended December 31, 2005 as a result of the useecofsgrooe the recent
offering. Interest spread decreased to 3.15% for the current period, ednpar55% for the prior
three- month period, as a result of the cost of interest-bearing iesbifitreasing at a faster pace than
earnings assets.

Total Interest Income.Total interest income increased by $700,000 for the three-month period
ended December 31, 2006, to $4.4 million from $3.7 million for the comparable 2005 period.inThe ga
was a result of an increase in the average balance of loans béeeittebuted to strong loan demand.

The average yield on loans receivable was unchanged at 6.44% foethentinth period ended
December 31, 2006 and for the 2005 three-month period reflecting the increaskenratas of interest
offset by refinancing of higher rate existing loans.

Total Interest Expense. Total interest expense rose $400,000 to $1.9 million for the quarter
ended December 31, 2006, from $1.5 million for the comparable 2005 period. The incrdtestfresu
an increase in the average balance and costs of interestgogepiosits. This increase was partially
offset by a decrease in the average balance of FHLB advancesgesaln paying down the advances
with proceeds from the second step offering. The average cost of itteagistg liabilities increased
from 2.93% for the quarter ended December 31, 2005, to 3.63% for the quarter endelddd&dem
2006.

Net Interest Income.Net interest income before provision for loan losses for the fiesteu
ended December 31, 2006 totaled approximately $2.5 million, an increase of $200,000 from $2 milli
for the prior-year period. The increase was a result of the indreaseinterest margin resulting from an
increase in the average balance of loans receivable, partially offaa increase in interest expense.
Interest expense on deposits increased by $491,000 while interest on borreenegsed by $77,000.

Provision for Loan LossesWe establish the provision for loan losses, which is charged to
operations, at a level management believes will adjust the alloi@moan losses to reflect probable
incurred credit losses in the loan portfolio. In evaluating the level @lkneance for loan losses,
management considers the types of loans and the amount of loans in the loain,Jusfofical loss
experience, adverse situations that may affect the borrowelity &brepay, estimated value of any
underlying collateral, and prevailing economic conditions. Based on our evaluatimseffactors, we
made provisions of $103,000 and $70,000 for the three-month periods ended December 31, 2006, and
2005, respectively.

Non-performing assets were 0.64% of total assets as of December 31, 200pased to 0.63%
of total assets as of September 30, 2006. This evaluation is inherefgigtisebas it requires estimates
that are susceptible to significant revision as more information keecawailable, or as future events
change We used the same methodology and generally similar assumptions in agbeskiag
allowance for both periods.

The level of the allowance is based on estimates and the ultimatedosgeary from the
estimates. Management assesses the allowance for loan losses ohlw Ivasig and makes provisions
for loan losses as necessary in order to maintain the allowance. Véhi#gement uses available
information to recognize losses on loans, future loan loss provisionbanzecessary based on changes
in economic conditions or changes in individual account conditions. In additiomyaegulatory
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agencies, as an integral part in their examination process, periodisadiywithe allowance for loan
losses and may require us to recognize additional provisions based on theimudimirmation
available to them at the time of their examination.

Non-Interest IncomeNon-interest income decreased slightly to $408,000 for the first quarter
ended December 31, 2006, from $453,000 for the prior-year period.

Non-Interest ExpenseNon-interest expense increased to $3.0 million for the 2007 first quarter
ended December 31, 2006, compared to $2.3 million for the prior-year period. Theenecasatue
primarily to the one-time charge of $610,000 related to agreements withrtwer fexecutives who
resigned. Excluding this one time charge, the Company would have reported nest-tpense of $2.4
million for the current period.

Forward-Looking Statements.This report contains forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933, as amended and Section l2d Bedurities
Exchange Act of 1934, as amended. We intend such forward-looking statements tered bg\he
safe harbor provisions for forward-looking statements contained irritled”Securities Reform Act of
1995, and are including this statement for purposes of these safe harboopsoviiorward-looking
statements”, which are based on certain assumptions and describe futsystpidegies and expectations
of Citizens Community Bancorp may be identified by the use of words such evéjetexpect,”
“anticipate,” “should,” “planned,” “estimated,” and “potential’. Exales of forward-looking statements
include, but are not limited to, estimates with respect to our finazaraition, results of operation and
business that are subject to various factors which could cause astlisl t@ differ materially from these
estimates and most other statements that are not historical ie.n@hese factors include, but are not
limited to, general and local economic conditions, changes in interestadapmosit flows, demand for
mortgage, consumer and other loans, real estate values, competition, éhaegesnting principles,
policies, or guidelines, changes in legislation or regulation, and other ecoeomigetitive,
governmental, regulatory and technological factors affecting ourtagesapricing, products and
services. These risks and uncertainties should be considereduatsgforward-looking statements and
undue reliance should not be placed on such statements. Further informationiogriCgizens
Community Bancorp and its business, including additional factors that couldathasgfect our
financial results, is included in our filings with the Securities and &xgh Commission.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Our Risk When Interest Rates Chandde rates of interest we earn on assets and pay on
liabilities generally are established contractually for a periothaf.t Market interest rates change over
time. Accordingly, our results of operations, like those of other financigtbitiens, are impacted by
changes in interest rates and the interest rate sensitivity ofsmis and liabilities. The risk associated
with changes in interest rates and our ability to adapt to these chakgewisas interest rate risk and is
our most significant market risk.

How We Measure Our Risk of Interest Rate Chandespart of our attempt to manage our
exposure to changes in interest rates and comply with applicablatiegs) we monitor our interest rate
risk. In monitoring interest rate risk we continually analyze and maaegggts and liabilities based on
their payment streams and interest rates, the timing of their matuaiie$neir sensitivity to actual or
potential changes in market interest rates.

In order to manage the potential for adverse effects of materigraluhged increases in interest
rates on our results of operations, we adopted asset and liability manageireees to better align the
maturities and repricing terms of our interest-earning assets t@nestabearing liabilities. These policies
are implemented by the asset and liability management committee sSeteand liability management
committee is comprised of members of senior management. The askabiitydmanagement
committee establishes guidelines for and monitors the volume and misetd asd funding sources
taking into account relative costs and spreads, interest ratéwsgnaind liquidity needs. The objectives
are to manage assets and funding sources to produce results that arentavithisliquidity, capital
adequacy, growth, risk and profitability goals. The asset and liabilityagegnent committee generally
meets on a weekly basis to review, among other things, economic conditiontea@st irate outlook,
current and projected liquidity needs and capital position, anticiphtathes in the volume and mix of
assets and liabilities and interest rate risk exposure limissigse€urrent projections pursuant to net
present value of portfolio equity analysis. At each meeting, the assetlaility lmanagement committee
recommends strategy changes, as appropriate, based on this review. Tliteeeosinesponsible for
reviewing and reporting on the effects of the policy implementationstaaegies to the board of
directors on a monthly basis.

In order to manage our assets and liabilities and achieve the desimityliquedit quality,
interest rate risk, profitability and capital targets, we haeeged our strategies on:

originating first mortgage loans, with a clause allowing for payment onrdeafter a
stated period of time,

originating shorter-term consumer loans,

originating prime-based home equity lines of credit,

managing our deposits to establish stable deposit relationships,

using Federal Home Loan Bank advances to align maturities and repricisg &eadn

attempting to limit the percentage of long-term fixed-rate loans ipantfolio which
do not contain a payable on demand clause.
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At times, depending on the level of general interest ratesrelationship between long- and
short-term interest rates, market conditions and competdisters, the asset and liability management
committee may determine to increase Citizens Community Hediettarest rate risk position somewhat
in order to maintain its net interest margin.

In light of our performance in fiscal 2005 and fiscal 2006, managebsdiglves our strategies
have proven to be effective. Credit quality continued to lmagtwith delinquency and charge-off ratios
remaining low. Interest rate risk, defined by net portfolio vatwstinued to show minimal risk. By
continuing to use our payment on demand clauses on our first nettgayoriginations, less than 10%
of the Citizen Community Federal assets were representeadiyanal fixed-rate mortgage loans with
amortizations of fifteen years or greater.

As of December 31, 2006, $129.3 million of our loans in portfolio included &feaga demand
clause. We have not utilized the clause since fiscal 200Q$®ciaa management's view, it has not been
appropriate. Therefore, the clause has had no impact on oulitiigamd overall financial performance
for the periods presented. The purpose behind the payable on demasel isldo provide Citizens
Community Federal with some protection against the impact oninteiest margin of sharp and
prolonged interest rate increases. It is Citizens Commineitieral’s policy to write the majority of its
real estate loans with a payable on demand clause. Thesfaotwidered in determining whether and
when to utilize the payable on demand clause include a signifigalonged increase in market rates of
interest; liquidity needs; desire to restructure the balaheet; an individual borrowers unsatisfactory
payment history; and the remaining term to maturity.

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

The following table sets forth, at September 30, 2006, an amabfsCitizen Community
Federal's interest rate risk as measured by the estigtzedes in NPV resulting from instantaneous and
sustained parallel shifts in the yield curve (up 300 basis pamdsdown 200 basis points, measured in
100 basis point increments). As of September 30, 2006, due to the cevetrmiflinterest rates, the OTS
no longer provides NPV estimates for decreases in interest radsrdhan 200 basis points.
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. [ — . 0
Change in Net Portfolio Value Net Portfolio Value as % of

Interest Rates in Present Value of Assets
Basis Points ("bp") - -
(Rate Shock Amount Change Change NPV Ratio Change
in Rates
(Dollars in thousands)
+300 bp $14,290 $(6,749) (32)% 5.41% 6jah
+200 bp 16,590 (4,449) (21) 6.20 (247)
+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
1) Assumes an instantaneous uniform change in intemtest at all maturities.
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For comparative purposes, the table below sets forth, at June 30, 2006, an ah@lyigisn
Community Federal's interest rate risk as measured by the estimatgésiaNPV resulting from
instantaneous and sustained parallel shifts in the yield curve (up 36@bads and down 200 basis
points, measured in 100 basis point increments). As of June 30, 2006, due to theemglrehirterest
rates, the OTS no longer provided NPV estimates for decreasésrastrrates greater than 200 basis
points.

Change in _ Net Portfolio Value Net Portfolio Value as % of
Interest Rates in Present Value of Assets
Basis Points ("bp") - -
(Rate Shock Amount Change Change NPV Ratio Change
in Ratesy
(Dollars in thousands)

+300 bp $13,893 $(6,595) (32)% 5.58% 2i2%p

+200 bp 16,093 (4,395) (21) 6.37 (152)

+100 bp 18,307 (2,182) (11) 7.15 (74)

0 bp 20,488 7.90

-100 bp 22,418 1,929 9 8.53 64

-200 bp 23,686 3,197 16 8.93 103
@ Assumes an instantaneous uniform change in inteaitest at all maturities.

The OTS uses certain assumptions in assessing the intaeesiskaof savings associations.
These assumptions relate to interest rates, loan prepaynesit daposit decay rates, and the market
values of certain assets under differing interest rate scenamosg others.

The assumptions used by management to evaluate the vulngrabil@itizens Community
Federal's operations to changes in interest rates in theatadle are utilized in, and set forth under, the
gap table below. Although management finds these assumptionsaiglasdahe interest rate sensitivity
of Citizens Community Federal's assets and liabilities and the estimffi¢cts of changes in interest rates
on Citizens Community Federal's net interest income and maaked of portfolio equity indicated in the
above table could vary substantially if different assunmgtivere used or actual experience differs from
such assumptions.
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ITEM 4. CONTROLS AND PROCEDURES

An evaluation of the Company'’s disclosure controls and procedures (as diefSextion 13(a)-
15(e) under the Securities Exchange Act of 1934 (the “Act”) as of December 31, 260&wed out
under the supervision and with the participation of the Chief Execuffime©and Chief Financial
Officer and several other members of our senior management. The Chiafitx©fficer and Chief
Financial Officer concluded that as of December 31, 2006, the Company’s disclosoésand
procedures were effective in ensuring that the information required isdbeseéd by the Company in the
reports the Company files or submits under the Act is (i) accumulatecbammunicated to management
(including the Chief Executive Officer and Chief Financial Offidara timely manner, and (ii) recorded,
processed, summarized and reported within the time periods specified EGlger&@es and forms.
There have been no changes in our internal controls over financial regegidgfined in Rule 13a-15(f)
under the Act) that occurred during the quarter ended December 31, 2006 thagtenaly affected, or
are reasonably likely to materially effect, our internal coatosfer financial reporting.

The Company does not expect that its disclosure controls and proceduresveitit @il errors
and all fraud. A control procedure, no matter how well conceived and operated, dde proy
reasonable, not absolute, assurance that the objectives of the cardealyse are met. Because of the
inherent limitations in all control procedures, no evaluation of corteosigprovide absolute assurance
that all control issues and instances of fraud, if any, within the Company hawveldtected. These
inherent limitations include the realities that judgments in decisiaking can be faulty, and that
breakdowns can occur because of simple error or mistake. Additionally,ls@atndoe circumvented by
the individual acts of some persons, by collusion of two or more people, or byenaa override of
the control. The design of any control procedure is also based in part upon esuaiptEons about the
likelihood of future events, and there can be no assurance that anyw#issgicceed in achieving its
stated goals under all potential future conditions; over time, controlbetayne inadequate because of
changes in conditions, or the degree of compliance with the policies and preamdyrdeteriorate.
Because of the inherent limitations in a cost-effective contomguiure, misstatements due to error or
fraud may occur and not be detected.

Section 404 of the Sarbanes-Oxley Act of 2002 requires that companies evaduateaally
report on their systems of internal control over financial repartingaddition, our independent
accountants must report on management’s evaluation. We are in thespsbewaluating, documenting
and testing our system of internal control over financial reportingotddge the basis for our report that
will, for the first time, be a required part of our annual report on Fdi+K for the fiscal year ending
September 30, 2008. Due to the ongoing evaluation and testing of our internal cit@relsan be no
assurance that if any control deficiencies are identified thikpevre-mediated before the end of the
2008 fiscal year, or that there may not be significant deficiencies erialaveaknesses that would be
required to be reported. In addition, we expect the evaluation process anduargdreemediation, if
applicable, to increase our accounting, legal and other costs andnaivergement resources from core
business operations.
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PART Il - OTHER INFORMATION
Item 1. LEGAL PROCEEDINGS
In the normal course of business, the Company amtalty becomes involved in various legal procegdin In the
opinion of management, any liability from such mredings would not have a material adverse effecherbusiness
or financial condition of the Company.

Item 1A. RISK FACTORS

There are no material changes from the risk faadigslosed in the Company's Form 10K for the fisgaar ended
September 30, 2006.

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

The following table summarizes our share repurclhaseity during the three months ended DecembefGQ6.

Total Total Number of Maximum Number
Number of Average fsaPurchased as of Shares That May
Shares Price Paid Part of Publicly Yet be Purchased
Period Purchased per Share Announced Plans Unither Plan
October 1, 2006 through
October 31, 2006 NA NA NA NA
November 1, 2006 through
November 30, 2006 NA NA AN NA
December 1, 2006 through
December 31, 2006 NA NA NA NA
Total NA NA NA NA

Item 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable.
Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOL DERS
Not applicable.
Item 5. OTHER INFORMATION
Not applicable.
Item 6. EXHIBITS
(a) Exhibits
31.1 Rule 13a-15(e) Certification of the ComparRtesident and Chief Executive Officer

31.2 Rule 13a-15(e) Certification of the Company’s €Hiinancial Officer
32.0 Certification
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SIGNATURES

In accordance with the requirements of the Securities Exchange Act of 1982giiteant caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

CITIZENS COMMUNITY BANCORP, INC.

Date: February , 2007 By:

James G. Cooley
President and Chief Executive Officer

Date: February , 2007 By:

John Zettler
Chief Financial Officer
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EXHIBIT 31.1

I, James G. Cooley, certify that:

1) | have reviewed this annual report on Form 10-@itizens Community Bancorp, Inc.;

2) Based on my knowledge, this report does not comtaynuntrue statement of a material fact or ométate a
material fact necessary to make the statements,rmaliight of the circumstances under which such
statements were made, not misleading with respetietperiod covered by this report;

3) Based on my knowledge, the financial statement$ aéimer financial information included in this repo
fairly present in all material respects the finahcondition, results of operations and cash flofvhe
registrant as of, and for, the periods presentddigreport;

4) | am responsible for establishing and maintainiisgldsure controls and procedures (as defined ah&mnge
Act Rules 13a-15(e) and 15d-15(e)) and internatrobover financial reporting (as defined in Excgamct
Rules 13a-15(f) and 15d-15(f)) for the registramd dave:

a) Designed such disclosure controls and proceduresused such disclosure controls and procedures to
be designed under my supervision, to ensure thtgriabinformation relating to the registrant,
including its consolidated subsidiaries, is madeviemto me by others within those entities, particiy
during the period in which this report is beinggaeed;

b) Designed such internal control over financial réipgr or caused such internal control over finahcia
reporting to be designed under my supervisionybwige reasonable assurance regarding the retiabili
of financial reporting and the preparation of fingh statements for external purposes in accordance
with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrantslaisire controls and procedures and presentedsin th
report my conclusions about the effectiveness efdikclosure controls and procedures, as of thetnd
the period covered by this report based on sucluatian; and

d) Disclosed in this report any change in the regmtsanternal control over financial reporting that
occurred during the registrant's most recent figoalter (the registrant's fourth fiscal quartethia
case of an annual report) that has materially tdteor is reasonably likely to materially affettie
registrant's internal control over financial rejrogt and

5) I have disclosed, based on our most recent evatuafiinternal control over financial reporting,the
registrant's auditors and the audit committee efrégistrant's board of directors (or persons periftg the
equivalent functions):

a) Allsignificant deficiencies and material weaknesssethe design or operation of internal controtov
financial reporting which are reasonably likelyatdversely affect the registrant's ability to regord
process, summarize and report financial informatéon

b) Any fraud, whether or not material, that involveanmagement or other employees who have a
significant role in the registrant's internal cahtver financial reporting.

Date: February , 2007 By:

James G. Cooley
President and Chief Executive Officer



EXHIBIT 31.2

[, John D. Zettler, certify that:

1)

2)

3)

4)

5)

| have reviewed this annual report on Form 10-@itizens Community Bancorp, Inc.;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a
material fact necessary to make the statements,riraliight of the circumstances under which such
statements were made, not misleading with respatietperiod covered by this report;

Based on my knowledge, the financial statementsodimer financial information included in this repo
fairly present in all material respects the finahciondition, results of operations and cash floithe
registrant as of, and for, the periods presentedigreport;

I am responsible for establishing and maintainiisgldsure controls and procedures (as defined eh&mnge
Act Rules 13a-15(e) and 15d-15(e)) and internatrobover financial reporting (as defined in ExchgamAct
Rules 13a-15(f) and 15d-15(f)) for the registramd dave:

a) Designed such disclosure controls and proceduresused such disclosure controls and procedures to

be designed under my supervision, to ensure thegriabinformation relating to the registrant,
including its consolidated subsidiaries, is madevikmto me by others within those entities, paraciy
during the period in which this report is beinggaeed;

b) Designed such internal control over financial réipgr or caused such internal control over finahcia

d)

reporting to be designed under my supervisionréwigde reasonable assurance regarding the retiabili
of financial reporting and the preparation of fingh statements for external purposes in accordance
with generally accepted accounting principles;

Evaluated the effectiveness of the registrantsl@lsire controls and procedures and presentedsin th
report my conclusions about the effectiveness efdikclosure controls and procedures, as of thetnd
the period covered by this report based on sucluatian; and

Disclosed in this report any change in the regigisanternal control over financial reporting that
occurred during the registrant's most recent figoalter (the registrant's fourth fiscal quartethia

case of an annual report) that has materially tftgr is reasonably likely to materially affettte

registrant's internal control over financial rejrogt and

| have disclosed, based on our most recent evatuafiinternal control over financial reporting,tte
registrant's auditors and the audit committee efrégistrant's board of directors (or persons periftg the
equivalent functions):

a) Allsignificant deficiencies and material weaknesssethe design or operation of internal contratrov
financial reporting which are reasonably likelyatdversely affect the registrant's ability to regord
process, summarize and report financial informatéon

b) Any fraud, whether or not material, that involveanmagement or other employees who have a

Date:

February __ , 2007 By:

significant role in the registrant's internal cahtver financial reporting.

John Zettler
Chief Financial Officer



EXHIBIT 32.0
CERTIFICATION

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, the undersigned hetifiedsyine
his capacity as an officer of Citizens Community Bancorp, Inc. (the "Comptrayt'the Annual Report
of the Company on Form 10-Q for the quarter ended December 31, 2006 fully complies with the
requirements of Section 13(a) of the Securities Exchange Act of 1934, adesinand that the
information contained in such report fairly presents, in all matexsgdects, the financial condition and
results of operations of the Company as of the dates and for the periodégar@s¢he financial
statements included in such report.

Date: February __ , 2007 By:

James G. Cooley
President and Chief Executive Officer

Date: February _ , 2007 By:

John Zettler
Chief Financial Officer



