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Forward-Looking Statements

ASafe Harbor@ statement under the Private Securities Litigation Reform Act of 1995:  This Form 10-K contains
certain "forward-looking statements" within the meaning of the Private Securities Litigation Reform Act of
1995.  These forward-looking statements may be identified by the use of words such as "believe," "expect,"
"anticipate," "should," "planned," "estimated," and "potential."  These forward-looking statements relate to, among
other things, expectations of the business environment in which the Company operates, projections of future
performance, perceived opportunities in the market, potential future credit experience, and statements regarding the
Company=s strategies.  These forward-looking statements are based upon current management expectations and may,
therefore, involve risks and uncertainties.  The Company=s actual results, performance, or achievements may differ
materially from those suggested, expressed, or implied by forward-looking statements as a result of a wide variety or
range of factors including, but not limited to: interest rate fluctuations; economic conditions in the Company=s
primary market area; deposit flows; demand for residential, construction/land development, commercial real estate,
consumer, and other types of loans; our ability to manage our growth, levels of our non-performing assets and other
loans of concern; real estate values; success of new products; competitive conditions between banks and non-bank
financial service providers; regulatory and accounting changes; success of new technology; technological factors
affecting operations; costs of technology; pricing of products and services; and other risks detailed from time to time
in our filings with the Securities and Exchange Commission.  Accordingly, these factors should be considered in
evaluating forward-looking statements, and undue reliance should not be placed on such statements.  The Company
undertakes no responsibility to update or revise any forward-looking statements.  These risks could cause our actual
results beyond 2007 to differ materially from those expressed in any financial statements made by or on behalf of the
Company.

As used throughout this report, the terms Awe@, Aour@, Aus@ or the ACompany@ refer to First Financial
Northwest, Inc. and its consolidated subsidiaries.
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(ii)

Edgar Filing: First Financial Northwest, Inc. - Form 10-K

6



PART I

Item 1.  Business

General

First Financial Northwest, Inc. ("First Financial Northwest" or ACompany@), a Washington corporation, was formed
on June 1, 2007 for the purpose of becoming the holding company for First Savings Bank Northwest ("First Savings
Bank") in connection with the conversion from a mutual holding company structure to a stock holding company
structure.  The mutual to stock conversion was completed on October 9, 2007 through the sale and issuance of
22,852,800 shares of common stock by First Financial Northwest including 1,692,800 shares contributed to our
charitable foundation the First Financial Northwest Foundation, Inc. that was established in connection with the
mutual to stock conversion.  At December 31, 2007, we had total assets of $1.1 billion, total deposits of $729.5
million and total shareholders' equity of $309.3 million.  First Financial Northwest=s business activities generally are
limited to passive investment activities and oversight of its investment in First Savings Bank.  Accordingly, the
information set forth in this report, including consolidated financial statements and related data, relates primarily to
First Savings Bank.

First Savings Bank was organized in 1923 as a Washington state chartered savings and loan association, converted to
a federal mutual savings and loan association in 1935, and converted to a Washington state chartered mutual savings
bank in 1992.  In 2002, First Savings Bank reorganized into a two-tier mutual holding company structure, became a
stock savings bank and became the wholly-owned subsidiary of First Financial of Renton.  In connection with the
conversion, First Savings Bank changed its name to AFirst Savings Bank Northwest.@

First Savings Bank is examined and regulated by the Washington Department of Financial Institutions, its primary
regulator, and by the Federal Deposit Insurance Corporation.  First Savings Bank is required to have certain reserves
set by the Board of Governors of the Federal Reserve System and is a member of the Federal Home Loan Bank of
Seattle, which is one of the 12 regional banks in the Federal Home Loan Bank System.

First Savings Bank is a community-based savings bank primarily serving King and to a lesser extent, Pierce and
Snohomish counties, Washington through our full-service banking office and automated teller machine.  We are in the
business of attracting deposits from the public and utilizing those deposits to originate loans.  Our recent business
strategy has included an increased emphasis on the expansion of construction/land development and commercial real
estate lending.  Consistent with this strategy, on December 30, 2005 we completed our acquisition of Executive
House, Inc., a mortgage banking company, in a cash acquisition for approximately $15.0 million.  Prior to the
acquisition, in the normal course of business, we purchased loans from Executive House for which Executive House
maintained the servicing rights.

During 2006 and 2007, we continued to operate Executive House as a separate subsidiary, primarily originating loans
on behalf of First Savings Bank. Effective January 1, 2008, the lending operations of Executive House were assumed
by First Savings Bank, creating a commercial lending division within First Savings Bank while retaining Executive
House's commercial real estate/construction lending emphasis.

A large percentage of our loans consist of construction/land development loans and to a lesser extent, commercial and
multi-family loans which were originated by our subsidiary, Executive House either prior to or subsequent to our
acquisition.  At the time of the acquisition, Executive House had total assets of $71.9 million, net outstanding loans of
$70.3 million and was servicing $297.0 million of loans, including $234.2 million owned by First Savings Bank.
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At December 31, 2007, $288.4 million or 28.82% of our total loan portfolio consisted of construction/land
development loans and $204.8 million or 20.46% of our total loan portfolio consisted of commercial real estate loans,
including commercial real estate construction loans of $15.5 million. At that date, $76.0 million or 7.60% of our total
loan portfolio consisted of multi-family residential real estate loans.  There were no multi-family construction loans at
December 31, 2007.  Through Executive House we have established core lending relationships with real estate
builders representing $190.8 million, or 66.16% of our total construction/land development loan portfolio at
December 31, 2007.

1
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Of this amount, $103.1 million or 35.75% in total, or $81.0 million or 41.24%, net of loans in process, are
construction/land development loans with three builders.  See Item 1A., ARisk Factors B Our business is subject to
variouslending risks which could adversely impact our results of operations and financial condition.@ Because the
acquisition was consummated on December 30, 2005, the assets and liabilities of Executive House were included in
our consolidated balance sheets at December 31, 2005.  However, the results of operations of Executive House have
not been included in our consolidated financial statements for the periods before the completion of the acquisition.

We also originate mortgage loans secured by one- to four-family residential real estate and consumer loans.  At
December 31, 2007, $424.9 million or 42.45% of our total loan portfolio was comprised of one- to four-family loans
and $6.7 million or 0.67% of our total loan portfolio were consumer loans.

The principal executive offices of First Savings Bank are located at 201 Wells Avenue South, Renton, Washington,
98057 and its telephone number is (425) 255-4400.

Recent Developments

New Chief Financial Officer.  Effective February 19, 2008, the Company hired Kari A. Stenslie as its Chief Financial
Officer.  Ms. Stenslie is a certified public accountant having nearly 20 years of financial institution experience.

Executive Vice President of Commercial and Construction Lending.  Effective January 1, 2008, David G. Kroeger
was promoted from Executive Vice President of Executive House to Executive Vice President of Commercial and
Construction Lending of First Savings Bank as part of the assumption of Executive House=s operations by First
Savings Bank.

Chief Operating Officer.  Effective January 1, 2008, Roger Elmore was promoted from Senior Operations Officer to
Senior Vice President and Chief Operating Officer of First Savings Bank.  Mr. Elmore has been with First Savings
Bank since 2004.

Internet Website.  We maintain a website with the address www.fsbnw.com.  The information contained on
our website is not included as a part of, or incorporated by reference into, this Annual Report on Form 10-K. Other
than an investor's own Internet access charges, we make available free of charge through our website our, annual
report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to these reports
on our investor information page.  These reports are posted as soon as reasonably practicable after they are
electronically filed with the Securities and Exchange Commission ("SEC").  All SEC filings of the Company are also
available free of charge at the SEC's website at www.sec.gov.

Market Area

We consider our primary market area to be the Puget Sound Region, which consists primarily of King, Snohomish and
Pierce counties. The economy of the King, Snohomish and Pierce counties has performed well over the last few years,
spurred on by strong growth despite the downsizing of one of its major employers, the Boeing Company during the
past decade.  A reduction in growth in any of these markets can adversely affect the level of our construction and
commercial real estate lending.  Recently, slower housing market conditions have resulted in an increase of
delinquencies in our market area. For more information regarding loan delinquencies and impaired loans see "Asset
Quality."

King County has the largest population of any county in the State of Washington, covers approximately 2,134 square
miles, and is located on the Puget Sound.  It has a population of approximately 1.8 million residents according to the
U.S. Census Bureau 2006 estimates, and a median household income of approximately $75,600 according to 2007
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HUD estimates.  King County has a diversified economic base with many industries including shipping and
transportation, aerospace (Boeing) and computer technology and biotech industries. According to the Washington
State Employment Security Department, the unemployment rate for King County decreased to 3.6% at December 31,
2007 from 4.1% at December 31, 2006.  Residential housing values depreciated in the King County market by 1.1% in
the year ended 2007, with a median home price of $435,000 according to the Northwest Multiple Listing Service.

2
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Pierce County has the second largest population of any county in the State of Washington, covers approximately 1,790
square miles and is located along western Puget Sound.  It has approximately 767,000 residents according to the U.S.
Census Bureau 2006 estimates, and a median household income of approximately $61,500 according to 2007 U.S.
Department of Housing and Urban Development estimates.  The Pierce County economy is diversified with the
presence of military related government employment (Fort Lewis Army Base and McChord Air Force Base),
transportation and shipping employment (Port of Tacoma), and aerospace related employment (Boeing).  According to
the Washington State Employment Security Department the unemployment rate for Pierce County remained
unchanged at 4.9% at December 2007 from 4.9% December 2006.  Residential housing values appreciated in the
Pierce County market by 0.7% in the year ended 2007 with a median home price of $277,000 according to the
Northwest Multiple Listing Service.

Snohomish County has the third largest population of any county in the State of Washington, covers approximately
2,090 square miles and is located on Puget Sound touching the northern boarder of King County.  It has approximately
670,000 residents according to the U.S. Census Bureau 2006 estimates, and a median household income of
approximately $75,600 according to 2007 U.S. Department of Housing and Urban Development estimates.  The
economy of Snohomish County is diversified with the presence of military related government employment (Everett
Homeport Naval Base), aerospace related employment (Boeing) and retail trade. The unemployment rate for
Snohomish County decreased to 4.2% at December 2007 from 4.4% at December 2006. Residential housing values
depreciated in the Snohomish County market by 0.4% in the year ended 2007 with a median home price of $359,000
according to the Northwest Multiple Listing Service.

For a discussion regarding the competition in our primary market area, see A-- Competition.@

Lending Activities

General.  We focus our lending activities primarily on the origination of loans secured by first mortgages on
owner-occupied one- to four-family residences, commercial real estate, multi-family real estate, and real-estate
construction/land development loans.  We offer a limited variety of consumer secured loans, including savings
account loans and home equity loans, which includes lines of credit and second mortgage loans.   As of December 31,
2007, the net loan portfolio totaled $880.7 million and represented 77.19% of our total assets.

Our loan policy limits the maximum amount of loans we can make to one borrower to 20% of First Savings Bank=s
risk-based capital.  As of December 31, 2007, the maximum amount which we could lend to any one borrower was
$38.6 million based on our policy.  Exceptions may be made to this policy with the prior approval of the board of
directors if the borrower exhibits financial strength or compensating factors to sufficiently offset any weaknesses
based on the loan-to-value ratio, borrower=s financial condition, net worth, credit history, earnings capacity,
installment obligations, and current payment habits.  The five largest borrowing relationships as of December 31,
2007 in descending order are:

Aggregate Amount Number of
Borrower of Loans (1) Collateral Loans

Real estate builder $40.5 million residential properties 138
Real estate builder $40.0 million residential properties   96
Real estate builder       $28.0 million (2) residential properties   89
Real estate builder $27.5 million residential properties   97
Real estate builder $19.7 million residential properties 128
_______
(1) Net of loans in process at December 31, 2007.
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(2) Of this amount, $23.5 million is considered impaired loans.

All of the loans to these five builders have personal guarantees in place as an additional source of repayment including
those made to partnerships and corporations.  All of the properties securing these loans were in our geographic market
area.  Management plans to continue to originate real estate and consumer loans primarily within the market area we
serve.

3
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Loan Portfolio Analysis. The following table sets forth the composition of First Savings Bank=s loan portfolio by type
of loan at the dates indicated.

At December 31,
2007 2006 2005 2004 2003

Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollars in Thousands)

Real Estate:
  One- to
four-family
residential $ 424,863 42.45% $ 373,192 48.86% $ 266,081 43.18% $ 231,553 56.87% $ 216,259 60.81%
  Multi-family
residential 76,039 7.60 79,701 10.44 68,267 11.08 61,913 15.20 55,472 15.60
  Commercial 204,798 20.46 153,924 20.15 109,300 17.73 86,558 21.26 68,300 19.20
  Construction/land
development 288,378 28.82 153,401 20.08 171,246 27.79 25,265 6.20 13,880 3.90
    Total real estate 994,078 99.33 760,218 99.53 614,894 99.78 405,289 99.53 353,911 99.51

Consumer:
  Home equity 6,368 0.64 3,038 0.40 915 0.15 932 0.23 1,074 0.30
  Savings account 127 0.01 296 0.04 209 0.03 553 0.14 326 0.09
  Other 177 0.02 203 0.03 217 0.04 419 0.10 353 0.10
    Total consumer 6,672 0.67 3,537 0.47 1,341 0.22 1,904 0.47 1,753 0.49

Total loans 1,000,750 100.00% 763,755 100.00% 616,235 100.00% 407,193 100.00% 355,664 100.00%

Less:
  Loans in process 108,939 58,731 71,532 19,762 8,362
  Deferred loan
fees 3,176 2,725 2,357 2,308 2,362

  Allowance for
loan losses 7,971 1,971 1,651 995 995

Loans receivable,
net $ 880,664 $ 700,328 $ 540,695 $ 384,128 $ 343,945

4
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The following table shows the composition of First Savings Bank=s loan portfolio by fixed- and adjustable-rate loans
at the dates indicated.

At December 31,
2007 2006 2005 2004 2003

Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
FIXED-RATE
LOANS (Dollars in Thousands)
Real estate:
  One- to four-family
residential $ 417,820 41.75% $ 365,868 47.90% $ 264,790 42.97% $ 230,222 56.54% $ 214,710 60.37%
  Multi-family
residential 75,748 7.57 78,331 10.26 63,093 10.24 61,401 15.08 54,466 15.31
  Commercial 183,922 18.38 151,557 19.84 100,730 16.34 83,857 20.59 64,816 18.23
  Construction/ land
development 3,928 0.39 11,892 1.56 125,287 20.33 15,072 3.70 6,577 1.85
     Total real estate 681,418 68.09 607,648 79.56 553,900 89.88 390,552 95.91 340,569 95.76

Consumer:
  Home equity 2,217 0.22 2,151 0.28 915 0.15 932 0.23 1,074 0.30
  Savings account -- -- -- -- 209 0.03 553 0.14 326 0.09
  Other 177 0.02 203 0.03 217 0.04 419 0.10 353 0.10
     Total consumer 2,394 0.24 2,354 0.31 1,341 0.22 1,904 0.47 1,753 0.49

Total fixed-rate loans 683,812 68.33 610,002 79.87 555,241 90.10 392,456 96.38 342,322 96.25

ADJUSTABLE-RATE
LOANS
Real estate:
  One- to four-family
residential 7,043 0.70 7,324 0.96 1,291 0.21 1,332 0.33 1,549 0.44
  Multi-family
residential 291 0.03 1,370 0.18 5,174 0.84 512 0.13 1,006 0.28
  Commercial 20,876 2.09 2,367 0.31 8,570 1.39 2,701 0.66 3,484 0.98
  Construction/land
development 284,450 28.42 141,509 18.53 45,959 7.46 10,192 2.50 7,303 2.05
     Total real estate 312,660 31.24 152,570 19.98 60,994 9.90 14,737 3.62 13,342 3.75

Consumer:
  Home equity 4,151 0.42 887 0.11 -- -- -- -- -- --
  Savings Account 127 0.01 296 0.04 -- -- -- -- -- --
  Other -- -- -- -- -- -- -- -- -- --
     Total consumer 4,278 0.43 1,183 0.15 -- -- -- -- -- --

Total adjustable rate
loans 316,938 31.67 153,753 20.13 60,994 9.90 14,737 3.62 13,342 3.75

Total loans 1,000,750 100.00% 763,755 100.00% 616,235 100.00% 407,193 100.00% 355,664 100.00%
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Less:
  Loans in process 108,939 58,731 71,532 19,762 8,362
  Deferred loan fees 3,176 2,725 2,357 2,308 2,362
  Allowance for loan
losses 7,971 1,971 1,651 995 995

Loans receivable, net $ 880,664 $ 700,328 $ 540,695 $ 384,128 $ 343,945

5
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One- to Four-Family Residential Real Estate Lending.  As of December 31, 2007, $424.9 million, or 42.45%, of our
total loan portfolio consisted of permanent loans secured by one- to four-family residences, of which $147.7 million
were originated by or previously purchased from Executive House.

First Savings Bank is a traditional fixed rate portfolio lender when it comes to financing residential home loans.  In
2007, we originated $118.6 million in one- to four-family residential loans, most of which had fixed rates and fixed
terms.  Most of our residential loan originations are in connection with the refinance of an existing loan rather than the
purchase of a home.  Residential mortgage loans are primarily made on owner-occupied properties within King and
Pierce Counties of Washington State.  As of December 31, 2007, $417.8 million, or 41.75%, of our one- to
four-family residential mortgage loan portfolio consisted of fixed rate loans.  All of our one- to four-family residential
mortgage loans require both monthly principal and interest payments.

We also originate a limited number of jumbo fixed rate loans that we retain for our portfolio.  Jumbo loans have
balances that are greater than $417,000.  The jumbo loan portfolio, comprised of 142 loans, totaled $93.0 million as of
December 31, 2007.  The loans in this portfolio have been priced at rates 0.375% to 0.50% higher than the standard
rates quoted on conventional loans.  As of December 31, 2007, $431,000 of our jumbo loan portfolio was over 90
days past due and $648,000 was 60 days past due.  The remaining loans in the jumbo loan portfolio were performing
in accordance with their loan repayment terms.

Our fixed-rate, single family residential mortgage loans are normally originated with 15 to 30 year terms, although
such loans typically remain outstanding for substantially shorter periods, particularly in a declining interest rate
environment.  In addition, substantially all residential mortgage loans in our loan portfolio contain due-on-sale clauses
providing that we declare the unpaid amount due and payable upon the sale of the property securing the
loan.  Typically, we enforce these due-on-sale clauses to the extent permitted by law and as a standard course of
business.  The average loan maturity is a function of, among other factors, the level of purchase and sale activity in the
real estate market, prevailing interest rates and the interest rates payable on outstanding loans.

Our lending policies generally limit the maximum loan-to-value ratio on mortgage loans secured by owner-occupied
properties to 95% of the lesser of the appraised value or the purchase price.  We usually obtain private mortgage
insurance on the portion of the principal amount that exceeds 80% of the appraised value of the secured property.  The
maximum loan-to-value ratio on mortgage loans secured by non-owner occupied properties is generally 80% on
purchases and refinances.  Properties securing our one- to four-family loans are appraised by independent fee
appraisers approved by us.  We require the borrowers to obtain title, hazard, and, if necessary, flood insurance.  We
generally do not require earthquake insurance because of competitive market factors.

Our construction loans to individuals to build their personal residences typically are structured as
construction/permanent loans permitting one closing for both the construction loan and the permanent financing. Prior
to making a commitment to fund a construction loan, we require an appraisal of the post construction value of the
project by an independent fee appraiser.  During the construction phase, which typically lasts for eight months, an
approved fee inspector or our designated loan officer makes periodic inspections of the construction site and loan
proceeds are disbursed directly to the contractor or borrower as construction progresses.  Typically, disbursements are
made in seven draws during the construction period.  Construction loans require payment of interest only during the
construction phase and are structured to be converted to fixed rate permanent loans at the end of the construction
phase.  At December 31, 2007, our construction loans to individuals amounted to $14.8 million or 3.49% of the one-
to four-family residential loan balance.

Residential mortgage loans up to $1.5 million are approved by the loan committee which consists of the Chief
Executive Officer or the Chief Lending Officer, and two senior loan officers.  Loans in excess of $1.5 million and up
to $3.0 million are approved by the Executive Committee which is comprised of the Chief Executive Officer and two
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outside directors.  Loans in excess of $3.0 million require the approval of the full board of directors.  At December 31,
2007, $526,000 of our one- to four-family residential were delinquent in excess of 90 days or in nonaccrual status.  No
one- to four-family residential loans were charged-off during the years ended December 31, 2007, 2006 and 2005.
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               Multi-Family and Commercial Real Estate Lending.  We have originated multi-family and commercial real
estate loans for over 35 years and enhanced this lending sector with our acquisition of Executive House.

Multi-family and commercial real estate loans up to $3.0 million are approved by the loan committee which consists
of the Chief Executive Officer, the Chief Lending Officer and the Executive Vice President.  Loans in excess of $3.0
million and up to $5.0 million are approved by the Executive Committee, which consists of the Chief Executive
Officer and two outside directors.  Loans in excess of $5.0 million require the approval of the full board of
directors.  As of December 31, 2007, $76.0 million, or 7.60% of our total loan portfolio was secured by multi-family
real estate, and $204.8 million, or 20.46% or our loan portfolio was secured by commercial real estate property.  Of
these balances, $39.4 million of multi-family real estate loans and $153.3 million of commercial real estate property
loans were originated in 2006 and 2007 by or previously purchased from Executive House.  Our commercial real
estate loans are typically secured by office and medical buildings, retail shopping centers, mini-storage facilities,
industrial use buildings, and warehouses.  Substantially all of our multi-family and commercial real estate loans are
secured by properties  located in our market area.

We actively pursue multi-family and commercial real estate loans.  These loans generally are priced at a higher rate of
interest than one- to four-family residential loans.  Typically, these loans have higher loan balances, are more complex
to evaluate and monitor, and involve a greater degree of risk than one- to four-family residential loans.  Often
payments on loans secured by multi-family or commercial properties are dependent on the successful operation and
management of the property; therefore, repayment of these loans may be affected by adverse conditions in the real
estate market or the economy.  We generally require and obtain loan guarantees from financially capable parties based
upon the review of personal financial statements.  If the borrower is a corporation, we generally require and obtain
personal guarantees from the corporate principals based upon a review of their personal financial statements and
individual credit reports.

The average size loan in our multi-family and commercial real estate loan portfolios was $724,000 and $931,000,
respectively as of December 31, 2007.  We also target individual multi-family and commercial real estate loans
between $1.0 million and $5.0 million; however, we can by policy originate loans to one borrower up to 20% of First
Savings Bank=s risk-based capital.  The largest multi-family loan as of December 31, 2007 was a 72 unit apartment
complex with a net outstanding principal balance at December 31, 2007 of $5.2 million located in Pierce County.  As
of December 31, 2007, the largest single commercial real estate loan had a net outstanding balance of $9.0 million and
was secured by a retail building located in Pierce County.  These loans were performing according to their respective
loan repayment terms, as were all of our multi-family and commercial real estate loans as of December 31, 2007.

We also make construction loans to owners for commercial development projects.  The projects include multi-family,
apartment, retail, office/warehouse and office buildings.  These loans generally have an interest-only phase during
construction, and generally convert to permanent financing when construction is completed.  Disbursement of funds is
at our sole discretion and is based on the progress of construction.  The maximum loan-to-value limit applicable to
these loans is 75% of the appraised post-construction value.  At December 31, 2007, construction loans amounted to
$15.5 million or 5.52% of the combined multi-family and commercial real estate loan portfolio.

These loans are originated on a fixed rate basis with terms up to ten years, with amortization terms up to 30
years.   Interest rates on fixed-rate loans are generally established by considering internal cost of funds, applicable
margins, market demand and competitive pricing.

The credit risk related to multi-family and commercial real estate loans is considered to be greater than the risk related
to one- to four-family residential or consumer loans because the repayment of multi-family and commercial real estate
loans typically is dependent on the income stream of the real estate securing the loan as collateral and the successful
operation of the borrower=s business, which can be significantly affected by conditions in the real estate markets or in
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the economy generally. For example, if the cash flow from the borrower=s project is reduced due to leases not being
obtained or renewed, the borrower=s ability to repay the loan may be impaired. In
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addition, many of our multi-family and commercial real estate loans are not fully amortizing and contain large balloon
payments upon maturity. These balloon payments may require the borrower to either sell or refinance the underlying
property in order to make the balloon payment.

If we foreclose on a multi-family or commercial real estate loan, our holding period for the collateral typically is
longer than for one- to four-family residential mortgage loans because there are fewer potential purchasers of the
collateral. Additionally, as a result of our increasing emphasis on this type of lending, a large portion of our
multi-family and commercial real estate loan portfolio is relatively unseasoned and has not been subjected to
unfavorable economic conditions. As a result we may not have enough payment history with which to judge future
collectibility or to predict the future performance of this part of our loan portfolio. These loans may have delinquency
or charge-off levels above our historical experience, which could adversely affect our future performance. Further, our
multi-family and commercial real estate loans generally have relatively large balances to single borrowers or related
groups of borrowers. Accordingly, if we make any errors in judgment in the collectibility of our commercial real
estate loans, any resulting charge-offs may be larger on a per loan basis than those incurred with our residential or
consumer loan portfolios. At December 31, 2007, no multi-family or commercial real estate loans were delinquent in
excess of 90 days or in nonaccrual status.  No multi-family or commercial real estate loans were charged-off during
the years ended December 31, 2007, 2006 and 2005.

Construction/Land Development Loans.  Since we initially established a lending relationship in 1977 with Executive
House we have been an active originator of construction and land development loans to residential builders for the
construction of single-family residences, condominiums, townhouses and residential developments located in our
market area.  Beginning in 2005 we significantly increased this lending portfolio through loans purchased from
Executive House as part of our strategy to diversify our loan portfolio, ultimately leading to our decision to acquire
Executive House later that year.  Effective January 1, 2008, Executive House=s lending operations were assumed by
First Savings Bank, creating a commercial lending division for First Savings Bank. At December 31, 2007, our
construction/land development loans amounted to $288.4 million, or 28.82%, of our total loan portfolio, substantially
all of which were originated by Executive House.  At December 31, 2007, our residential construction lending and
land development loans to builders amounted to approximately $179.2 million, and $94.6 million, respectively.  This
growth was generated primarily during the first three quarters of the year when the local housing market was still
experiencing a strong demand.  Fourth quarter activity slowed down considerably causing inventory buildup and
curtailed construction activity.  Our land development loans are generally made to builders intending to develop lots
for their own use at a later date.  The remaining $14.6 million balance of our construction/land development loans
consisted of multi-family residential and commercial real estate construction loans.  Loan commitment amounts for
residential construction loans typically range from $150,000 to $500,000 with an average loan commitment at
December 31, 2007 of $438,000. At December 31, 2007, the unadvanced portion of construction/land development
loans in process amounted to $92.0 million.

At the dates indicated, the composition of our construction/land development loan portfolio was as follows:

At December 31,
2007 2006

(In Thousands)
One- to four-family residential:
  Construction speculative $ 179,167 $ 90,381

Multi-family residential:
  Construction speculative 13,322 5,995
Commercial:

1,324 --
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  Construction
speculative                                                      

Land development loans 94,565 57,025

Total construction/land development (1)(2) $ 288,378 $ 153,401
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___________
(1)Loans in process for construction/land development at December 31, 2007 and 2006 were $92.0 million and $39.7

million, respectively.
(2)At December 31, 2007, we had an additional $14.8 million, or 1.48% of our total loan portfolio in construction

loans on one- to four-family properties that convert to permanent loans, which are classified in the one- to
four-family category.  Also at that date, we had an additional $15.5 million, or 1.55% of our total loan portfolio in
construction loans on commercial real estate that convert to permanent loans, which are classified as commercial
loans.  There were no multi-family construction loans that convert to permanent loans at December 31,
2007.  Loans in process for these loans at December 31, 2007 and 2006 were $10.0 million and $17.5 million,
respectively.

We originate construction and site development loans to contractors and builders primarily to finance the construction
of single-family homes and subdivisions, which homes typically have an average price ranging from $300,000 to
$550,000.  Loans to finance the construction of single-family homes and subdivisions are generally offered to
experienced builders and builders in our primary market areas.  The maximum loan-to-value limit applicable to these
loans is generally 75% to 80% of the appraised market value upon completion of the project.  We do not require any
cash equity from the borrower if there is sufficient equity in the land being used as collateral.  Development plans are
required from builders prior to making the loan. We require that builders maintain adequate insurance
coverage.  While maturity dates for residential construction loans are largely a function of the estimated construction
period of the project, and generally do not exceed one year, land development loans generally are for 18 to 24 months.
Substantially all of our residential construction loans have adjustable rates of interest based on The Wall Street Journal
Prime Rate and during the term of construction, the accumulated interest is either added to the principal of the loan
through an interest reserve, or billed monthly.  Construction loan proceeds are disbursed periodically in increments as
construction progresses and as inspection by our approved inspectors warrant.  Total loan amounts for site
development loans generally range from $500,000 to $6.0 million with an average individual loan commitment at
December 31, 2007 of $2.3 million.  At December 31, 2007, our largest construction and site development loan had a
net outstanding principal balance of $8.6 million and was secured by a first mortgage lien.  This loan was performing
according to its original terms at December 31, 2007.  At December 31, 2007, our three largest borrowing
relationships for construction/land development loans had aggregate net outstanding loan balances of $30.1 million,
$27.5 million and $23.5 million. These balances do not include other lending relationships we may have with these
borrowers.  We did not have any individual construction/land development loans at December 31, 2007 that had
balances in excess of $12.5 million.

Our construction/land development loans are based upon estimates of costs and values associated with the completed
project.  Construction/land development lending involves additional risks when compared with permanent residential
lending because funds are advanced upon the security of the project, which is of uncertain value prior to its
completion. Because of the uncertainties inherent in estimating construction costs, as well as the market value of the
completed project and the effects of governmental regulation of real property, it is relatively difficult to evaluate
accurately the total funds required to complete a project and the related loan-to-value ratio. This type of lending also
typically involves higher loan principal amounts and is often concentrated with a small number of builders. These
loans often involve the disbursement of substantial funds with repayment substantially dependent on the success of the
ultimate project and the ability of the borrower to sell or lease the property or obtain permanent take-out financing,
rather than the ability of the borrower or guarantor to repay principal and interest. If our appraisal of the value of a
completed project proves to be overstated, we may have inadequate security for the repayment of the loan upon
completion of construction of the project and may incur a loss. Further, our ability to continue to originate a
significant amount of construction loans is dependent on the continued strength of the housing market in King, Pierce
and Snohomish counties, Washington which recently has shown signs of weakening. If we lost our relationship with
one or more of our larger borrowers building in these counties or there is a continuing decline in the demand for new
housing in these counties, it is expected that the demand for construction loans would decline, our liquidity would
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substantially increase and our net income would be adversely affected. We have attempted to minimize these risks by
generally concentrating on residential construction loans in our market area to contractors with whom we have
established relationships. At December 31, 2007, we had $1.0 million of construction/land development loans that
were delinquent in excess of 90 days. In addition, a total of $30.7 million construction/land development
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 relationships to one builder were considered impaired as of December 31, 2007.  No construction/land development
loans were charged-off during the years ended December 31, 2007, 2006 and 2005.  For more information regarding
loan delinquencies and impaired loans please see the AAsset Quality@ section under Item 1.

Consumer Lending.  We offer a limited variety of consumer loans to our customers, consisting primarily of home
equity and savings account loans.  Generally, consumer loans have shorter terms to maturity and higher interest rates
than mortgage loans.  Consumer loans are made with both fixed and variable interest rates and with varying terms.  At
December 31, 2007, consumer loans amounted to $6.7 million, or 0.67%, of the total loan portfolio.

At December 31, 2007, the largest component of the consumer loan portfolio consisted of home equity loans, which
totaled $6.4 million, or 0.64%, of the total loan portfolio.  Home equity loans are made for purposes such as the
improvement of residential properties, debt consolidation and education expenses.  The majority of these loans are
secured by a first or second mortgage on residential property.  The maximum loan-to-value ratio is 95% or less, when
taking into account both the balance of the home equity loans and the first mortgage loan.  Home equity loans allow
for a ten-year draw period, and the interest rate is tied to the prime rate as published in The Wall Street Journal, and
may include a margin.

Consumer loans entail greater risk than do residential mortgage loans, particularly in the case of consumer loans that
are unsecured or secured by rapidly depreciating assets such as automobiles.  In these cases, any repossessed collateral
for a defaulted consumer loan may not provide an adequate source of repayment of the outstanding loan balance as a
result of the greater likelihood of damage, loss or depreciation.  The remaining deficiency often does not warrant
further substantial collection efforts against the borrower beyond obtaining a deficiency judgment.  In addition,
consumer loan collections are dependent on the borrower=s continuing financial stability, and are more likely to be
adversely affected by job loss, divorce, illness or personal bankruptcy.  Furthermore, the application of various federal
and state laws, including federal and state bankruptcy and insolvency laws, may limit the amount that can be
recovered on these loans.  These risks are not as prevalent with respect to our consumer loan portfolio because a large
percentage of the portfolio consists of home equity lines of credit that are underwritten in a manner such that they
result in credit risk that is substantially similar to one- to four-family residential mortgage loans.  Nevertheless, home
equity lines of credit have greater credit risk than one- to four-family residential mortgage loans because they are
secured by mortgages subordinated to the existing first mortgage on the property, which we may or may not hold and
do not have private mortgage insurance coverage.  At December 31, 2007, no consumer loans were delinquent in
excess of 90 days or in nonaccrual status.  No consumer loans were charged-off during the years ended December 31,
2007 or 2006, and $27,000 was charged-off in 2005.
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Loan Maturity and Repricing.  The following table sets forth certain information at December 31, 2007 regarding the
dollar amount of loans maturing in our portfolio based on their contractual terms to maturity, but does not include
scheduled payments or potential prepayments.  Loan balances do not include undisbursed loan proceeds, unearned
discounts, unearned income and allowance for loan losses.

After After After
One Year 3 Years 5 Years

Within Through Through Through Beyond
One Year 3 Years 5 Years 10 Years 10 Years Total

(In Thousands)
Real Estate:
  One- to four-family residential $ 9,177 $ 11,804 $ 25,218 $ 193,219 $ 185,445 $ 424,863
  Multi-family residential 2,147 8,052 9,230 55,959 651 76,039
  Commercial 17,998 1,412 15,868 156,079 13,441 204,798
  Construction/land development 282,435 5,943 -- -- -- 288,378
     Total real estate 311,757 27,211 50,316 405,257 199,537 994,078

Consumer:
  Home equity 4,972 63 -- 1,286 47 6,368
  Savings account 127 -- -- -- -- 127
  Other 92 65 20 -- -- 177
     Total consumer 5,191 128 20 1,286 47 6,672

Total $ 316,948 $ 27,339 $ 50,336 $ 406,543 $ 199,584 $ 1,000,750

The following table sets forth the dollar amount of all loans due after December 31, 2008, which have fixed interest
rates and have floating or adjustable interest rates.

Fixed Floating or

Rates
Adjustable

Rates Total
(In Thousands)

Real Estate:
  One- to four-family residential $ 414,000 $ 1,686 $ 415,686
  Multi-family residential 73,601 291 73,892
  Commercial 181,701 5,099 186,800
Construction/land development 968 4,974 5,942
     Total real estate 670,270 12,050 682,320

Consumer:
  Home equity 1,396 -- 1,396
  Savings account -- -- --
  Other 86 -- 86
     Total consumer 1,482 -- 1,482

Total $ 671,752 $ 12,050 $ 683,802
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Loan Solicitation and Processing.  The majority of our consumer and residential mortgage loan originations are
generated through First Savings Bank and from time to time through outside brokers.  We originate multi-family,
commercial real estate and construction/land development loans primarily using First Savings Bank loan officers, with
referrals coming from builders and existing customers.  During the year ended December 31, 2007, through our
Executive House lending operations, we originated construction/land development loans of $233.7 million. These
originations included $155.5 million of one- to four-family construction loans to builders, $13.3 million of
multi-family construction loans, $63.6 million of land development loans, and $1.3 million of
commercial/nonresidential construction loans.  The balance of our Executive House loan originations consisted
primarily of one-to four family loans to individual borrowers.

Upon receipt of a loan application from a prospective borrower, we obtain a credit report and other data to verify
specific information relating to the loan applicant=s employment, income, and credit standing.  All real estate loans
requiring an appraisal are done by an independent third-party appraiser.  All appraisers are approved by us, and their
credentials are reviewed annually, as is the quality of their appraisals.

We use a multi-tier lending matrix depending on the type and size of the consumer credit to be approved.  We also
allow for individual lending authorities, joint lending authorities, a management loan committee approval, and a loan
and investment committee (comprised of directors) approval.

We require title insurance on all real estate loans, and fire and casualty insurance on all secured loans and on home
equity loans where the property serves as collateral.

Loan Originations, Servicing, Purchases, Sales and Repayments.  For the years ended December 31, 2007 and 2006,
our total loan originations were $434.4 million and $312.9 million, respectively.

One- to four-family home loans are generally originated in accordance with the guidelines established by Freddie Mac
and Fannie Mae, with the exception of our special community development loans under the Community Reinvestment
Act.  We originate residential first mortgages and service them using an in-house mortgage system.  Our loans are
underwritten by designated real estate loan underwriters internally in accordance with standards as provided by our
board-approved loan policy.

Fixed-rate residential mortgage loans with terms of 30 years or less and adjustable rate mortgage loans are generally
held in our portfolio.  Loan sales were $5.8 million and $4.2 million for the years ended December 31, 2007 and 2006,
respectively.  Loans are generally sold on a non-recourse basis.  As of December 31, 2007, our loan servicing
portfolio for outside investors was $56.3 million.

Prior to its acquisition in 2005, Executive House represented approximately $218.1 million and $58.7 million, or 71%
and 47% of First Savings Bank=s loan production volume at December 31, 2005 and 2004, respectively, and serviced
approximately $351.4 million and $188.8 million, or 57% and 47% of First Savings Bank=s loan portfolio at
December 31, 2005 and 2004, respectively. During 2007, Executive House originated approximately $340.8 million,
or 78.45% of our loan production volume.
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The following table shows total loans originated, purchased, sold and repayments during the periods indicated.

Year Ended December 31,
2007 2006 2005

(In Thousands)
Loans Originated:
Real estate:
  One- to four-family
residential $ 118,554 $ 126,179 $ 68,012
  Multi-family residential 10,005 12,666 7,434
  Commercial 66,313 51,855 11,880
  Construction/land
development 233,656 118,367 3,583
    Total real estate 428,528 309,067 90,909

Consumer:
  Home equity 5,874 3,099 24
  Savings account 25 721 180
  Other -- 35 220
    Total consumer 5,899 3,855 424

Total Loans Originated 434,427 312,922 91,333

Loans Purchased 25 6,130 218,230

Total whole loans sold 5,796 4,245 --

Principal repayments 191,690 167,287 99,733
Change in other items, net (56,630) 12,113 (53,263)

Net increase in loans, net $ 180,336 $ 159,633 $ 156,567

Loan Origination and Other Fees.  In some instances, we receive loan origination fees on real estate related
products.  Loan fees generally represent a percentage of the principal amount of the loan that is paid by the
borrower.  The amount of fees charged to the borrower on one- to four-family residential loans and on multi-family
and commercial real estate loans can range up to 1.5%.  Generally accepted accounting principles require that certain
fees received, net of certain origination costs, be deferred and amortized over the contractual life of the loan.  Net
deferred fees or costs associated with loans that are prepaid or sold are recognized as income at the time of
prepayment.  We had $3.2 million of net deferred mortgage loan fees as of December 31, 2007.

One- to four-family loans are generally originated without a prepayment penalty.  The majority of multi-family and
commercial real estate loans, however, have prepayment penalties associated with the loans.  We offer two types of
prepayment penalty options depending upon the loan type and rate selected by the borrower.  The majority of the
recent multi-family and commercial real estate loan originations have a 3%, 2%, 1% prepayment penalty (3% in year
one, 2% in year two, 1% in year three, and no fees after year three).

Asset Quality
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As of December 31, 2007, we had an aggregate of $2.5 million, or 0.25%, of total loans 61 days or more delinquent
consisting of five one- to four-family residential loans and five construction/land development loans.  We generally
assess late fees or penalty charges on delinquent loans of up to 5.00% of the monthly payment.  The borrower is given
up to a 15 day grace period to make the loan payment.
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We generally send delinquent borrowers three consecutive written notices when the loan becomes ten, 15 and 45 days
past due.  Late charges are incurred when the loan becomes ten to 15 days past due depending upon the loan
product.  Our collection department actively attempts to collect on delinquent loans when they become 61 days past
due.  If the loan is not brought current, we continually try to contact the borrower in writing until the account is
brought current.  When the loan is 90 days past due, collectors will attempt to interview the borrower to determine the
cause of the delinquency, and to obtain a mutually satisfactory arrangement to bring the loan current.

If the borrower is chronically delinquent and all reasonable means of obtaining payments have been exhausted, we
will seek to recover the collateral securing the loan according to the terms of the security instrument and applicable
law.  The following table shows our delinquent loans by the type of loan and number of days delinquent as of
December 31, 2007:

Loans Delinquent For: Total
61-90 Days Over 90 Days Delinquent Loans

Principal Principal Principal
Number Balance Number Balance Number Balance
of Loans Loans of Loans Loans of Loans Loans

(Dollars in Thousands)
Real estate:
  One- to four-family residential 2 $ 739 3 $ 526 5 $ 1,265
  Multi-family residential -- -- -- -- -- --
  Commercial -- -- -- -- -- --
  Construction/land development 1 228 4 1,036 5 1,264
    Total real estate 3 967 7 1,562 10 2,529

Consumer:
   Home equity -- -- -- -- -- --
   Savings account -- -- -- -- -- --
  Other -- -- -- -- -- --
    Total consumer -- -- -- -- -- --

Total 3 $ 967 7 $ 1,562 10 $ 2,529
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Non-performing Assets.  The following table sets forth information with respect to our non-performing assets and
restructured loans within the meaning of Statement of Financial Accounting Standards No. 114 for the periods
indicated.

At December 31,
2007 2006 2005 2004 2003

(Dollars in Thousands)                                              
Loans accounted for on a nonaccrual basis:
Real estate:
One- to four-family residential $ 526 $ 154 $ 300 $ 265 $ 680
Construction/land development 31,729 -- -- -- --

Accruing loans which are contractually due
  90 days or more:
One- to four-family residential -- -- -- -- --

Total $ 32,255 $ 154 $ 300 $ 265 $ 680

Total of nonaccrual and 90 days past due
  loans $ 32,255 $ 154 $ 300 $ 265 $ 680
Repossessed assets -- -- -- -- --
Real estate owned -- -- -- -- --

     Total nonperforming assets $ 32,255 $ 154 $ 300 $ 265 $ 680

Restructured loans -- -- -- -- --

Nonaccrual and 90 days or more past due
  loans as a percentage of total loans 3.22% 0.02% 0.05% 0.07% 0.19%

Nonaccrual and 90 days or more past due
  loans as a percentage of total assets 2.83% 0.02% 0.03% 0.03% 0.09%

Nonperforming assets as a percentage of
  total assets 2.83% 0.02% 0.03% 0.03% 0.09%

Total loans $ 1,000,750 $ 763,755 $ 616,235 $ 407,193 $ 355,664

Non-accrued interest (1) $ 391 $ 4 $ 4 $ 11 $ 12

Total assets $ 1,140,888 $ 1,004,711 $ 879,650 $ 776,363 $ 726,876
_______
  (1)    Represents foregone interest on nonaccural loans.

    When a loan becomes 90 days delinquent, we generally place the loan on non-accrual status unless the credit is well
secured and in the process of collection.  Loans may be placed on non-accrual status prior to being 90 days delinquent
if there is an identified problem.  As of December 31, 2007, non-accrual loans and loans 90 days or more past due was
$32.3 million as a percentage of total loans was 3.22%, and as a percentage of total assets was 2.83%.  Of our
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non-performing assets, $30.7 million represent total loans to one builder for projects secured by real estate in King,
Pierce and Thurston counties, Washington.  Of this amount $7.2 million had not been disbursed. These loans are to a
builder of entry level homes whose sales have been affected by the current credit tightening as the purchasers
generally have lower credit scores and a minimal amount of equity in the property.

    Real Estate Owned and Other Repossessed Assets.  Real estate acquired by us as a result of foreclosure or by
deed-in-lieu of foreclosure is classified as real estate owned until it is sold.  When the property is acquired, it is
recorded at the lower of its cost, which is the unpaid principal balance of the related loan plus foreclosure costs, or
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the fair market value of the property less selling costs.  We had no real estate owned or repossessed assets as of
December 31, 2007.

    Restructured Loans.  According to generally accepted accounting principles, we are required to account for certain
loan modifications or restructuring as a Atroubled debt restructuring.@  In general, the modification or restructuring
of a debt is considered a troubled debt restructuring if we, for economic or legal reasons related to the borrower=s
financial difficulties, grant a concession to the borrowers that we would not otherwise consider.  We had no
restructured loans as of December 31, 2007.

    Classified Assets.  Federal regulations provide for the classification of lower quality loans and other assets, such as
debt and equity securities, as substandard, doubtful or loss.  An asset is considered substandard if it is inadequately
protected by the current net worth and pay capacity of the borrower or of any collateral pledged.  Substandard assets
include those characterized by the distinct possibility that we will sustain some loss if the deficiencies are not
corrected.  Assets classified as doubtful have all the weaknesses inherent in those classified substandard with the
added characteristic that the weaknesses present make collection or liquidation in full highly questionable and
improbable, on the basis of currently existing facts, conditions and values.  Assets classified as loss are those
considered uncollectible and of such little value that their continuance as assets without the establishment of a specific
loss reserve is not warranted.

    When we classify problem assets as either substandard or doubtful, we may establish a specific allowance in an
amount we deem prudent and approved by the asset liability management committee to address the risk
specifically.  General allowances represent loss allowances which have been established to recognize the inherent risk
associated with lending activities, but which, unlike specific allowances, have not been specifically allocated to
particular problem assets.  When an insured institution classifies problem assets as a loss, it is required to charge off
those assets in the period in which they are deemed uncollectible.  Our determination as to the classification of our
assets and the amount of our valuation allowances is subject to review by the FDIC and the Washington State
Department of Financial Institutions, which can order the establishment of additional loss allowances. Assets which
do not currently expose us to sufficient risk to warrant classification in one of the aforementioned categories but
possess weaknesses are required to be designated as special mention.

    In connection with the filing of periodic reports with the FDIC and in accordance with our classification of assets
policy, we regularly review the problem assets in our portfolio to determine whether any assets require classification
in accordance with applicable regulations.  On the basis of our review of our assets, as of December 31, 2007, we had
classified $35.5 million of our assets as substandard, no assets were classified as loss, doubtful or special
mention.  Substantially all of the assets classified substandard represent loans to one builder for projects secured by
real estate in King, Pierce and Thurston counties, Washington.  This is an entry level builder whose sales have been
impacted by the current credit tightening as the purchasers generally have lower credit scores and a minimal amount
of equity in the property.  With the exception of these classified loans, management is not aware of any loans as of
December 31, 2007, where the known credit problems of the borrower would cause us to have serious doubts as to the
ability of such borrowers to comply with their present loan repayment terms.
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  The aggregate amounts of our classified and special mention, assets at the dates indicated (as determined by
management), were as follows:

At December 31,
2007 2006 2005

(In Thousands)
Classified Assets:
  Loss $ -- $ -- $ --
  Doubtful -- -- --
  Substandard 35,541 448 458
Special mention -- 4,500 4,500
     Total $ 35,541 $ 4,948 $ 4,958

    Allowance for Loan Losses.  Management recognizes that loan losses may occur over the life of a loan and that the
allowance for loan losses must be maintained at a level necessary to absorb specific losses on impaired loans and
probable losses inherent in the loan portfolio.   Our Asset Liability Management Committee assesses the allowance for
loan losses on a quarterly basis.  The committee analyzes several different factors, including delinquency, charge-off
rates and the changing risk profile of our loan portfolio, as well as local economic conditions such as unemployment
rates, bankruptcies and vacancy rates of business and residential properties.

    We believe that the accounting estimate related to the allowance for loan losses is a critical accounting estimate
because it is highly susceptible to change from period to period requiring management to make assumptions about
probable losses inherent in the loan portfolio; and the impact of a sudden large loss could deplete the allowance and
potentially require increased provisions to replenish the allowance, which would negatively affect earnings.

    Our methodology for analyzing the allowance for loan losses consists of two components: formula and specific
allowances.  The formula allowance is determined by applying an estimated loss percentage to various groups of
loans.  The loss percentages are generally based on various historical measures such as the amount and type of
classified loans, past due ratios and loss experience, which could affect the collectibility of the respective loan types.

    The specific allowance component is created when management believes that the collectibility of a specific large
loan, such as a real estate, multi-family or commercial real estate loan, has been impaired and a loss is probable.

    The allowance is increased by the provision for loan losses, which is charged against current period earnings and
decreased by the amount of actual loan charge-offs, net of recoveries.

    The provision for loan losses was $6.0 million and $320,000 for the year ended December 31, 2007 and 2006,
respectively.   Of the $6.0 million provision for loan losses, $4.5 million related to impaired residential construction
loans originated by First Savings Bank=s subsidiary Executive House.  The loans were made to a real estate developer
for projects secured by real estate located in King, Pierce and Thurston counties, Washington.  First Savings Bank
continues to monitor these loans closely.  The additional increase in the loss provision was the result of our increased
construction/land development portfolio and the incremental risks associated with the increased lending activities. The
allowance for loan losses was $8.0 million or 0.80% of total loans at December 31, 2007 as compared to $2.0 million,
or 0.26% of total loans outstanding at December 31, 2006. The level of the allowance is based on estimates, and the
ultimate losses may vary from the estimates.  Management will continue to review the adequacy of the allowance for
loan losses and make adjustments to the provision for loan losses based on loan growth, economic conditions,
charge-offs and portfolio composition.
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    A loan is considered impaired when, based on current information and events, it is probable we will be unable to
collect the scheduled payments of principal or interest when due according to the contractual terms of the loan
agreement.  Factors considered by management in determining impairment include payment status, collateral value,
and the probability of collecting scheduled principal and interest payments when due.  Loans that experience
insignificant payment delays and payment shortfalls generally are not classified as impaired.  Management determines
the significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of the
circumstances surrounding the loans and the borrowers, including length of the delay, the reasons for the delay, the
borrower=s prior payment record and the amounts of the shortfall in relation to the principal and interest
owed.  Impairment is measured on a loan-by-loan basis for commercial and construction/land development loans by
the fair value of the collateral.

    We separately identify individual loans for impairment purposes.  The remaining groups of smaller balance
homogeneous loans are collectively evaluated for impairment.

    As of December 31, 2007, 2006 and 2005, we had $30.7 million, $0 and $0, respectively, of loans considered as
impaired.
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The following table summarizes the distribution of the allowance for loan losses by loan category.

At December 31,
2007 2006 2005 2004 2003

Loan
Balance

Allowance
 by

Loan
Category

Percent
of

Loans
in Loan

Category
to

total
Loans

Loan
Balance

Allowance
 by

Loan
Category

Percent
of

Loans
in Loan

Category
to

total
Loans

Loan
Balance

Allowance
 by

Loan
Category

Percent
of

Loans
in Loan

Category
to

total
Loans

Loan
Balance

Allowance
 by

Loan
Category

Percent
of

Loans
in Loan

Category
to

total
Loans

Loan
Balance

Allowance
 by

Loan
Category

Percent
of

Loans
in Loan

Category
to

total
Loans

Real estate: (Dollars in Thousands)                                                               
  One- to four-
    family
residential $ 424,863 $ 1,508 42.45% $ 373,192 $ 302 48.86% $ 266,081 $ 259 43.18% $ 231,553 $ 325 56.87% $ 216,259 $ 317 60.81%
  Multi-family
    residential 76,039 151 7.60 79,701 38 10.44 68,267 30 11.08 61,913 131 15.20 55,472 28 15.60
  Commercial 204,798 1,066 20.46 153,924 515 20.15 109,300 405 17.73 86,558 403 21.26 68,300 238 19.20
  Construction/land
    development 288,378 5,128 28.82 153,401 1,094 20.08 171,246 950 27.79 25,265 134 6.20 13,880 411 3.90
    Total real estate 994,078 7,853 99.33 760,218 1,949 99.53 614,894 1,644 99.78 405,289 993 99.53 353,911 994 99.51

Consumer:
  Home equity 6,368 118 0.64 3,038 22 0.40 915 7 0.15 932 2 0.23 1,074 1 0.30
  Savings account 127 -- 0.01 296 -- 0.04 209 -- 0.03 553 -- 0.14 326 -- 0.09
  Other 177 -- 0.02 203 -- 0.03 217 -- 0.04 419 -- 0.10 353 -- 0.10
    Total consumer 6,672 118 0.67 3,537 22 0.47 1,341 7 0.22 1,904 2 0.47 1,753 1 0.49

Unallocated -- -- -- -- -- -- -- -- -- -- -- -- -- -- --

Total $ 1,000,750 $ 7,971 100.00% $ 763,755 $ 1,971 100.00% $ 616,235 $ 1,651 100.00% $ 407,193 $ 995 100.00% $ 355,664 $ 995 100.00%
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Management believes that it uses the best information available to determine the allowance for loan losses.  However,
unforeseen market conditions could result in adjustments to the allowance for loan losses and net income could be
significantly affected, if circumstances differ substantially from the assumptions used in determining the allowance.

The following table sets forth an analysis of our allowance for loan losses at the dates and for the periods indicated.

Year Ended December 31,
2007 2006 2005 2004 2003

(Dollars in Thousands)

Allowance at beginning of period $ 1,971 $ 1,651 $ 995 $ 995 $ 690
Provision for loan losses 6,000 320 137 -- 305

Total recoveries -- -- -- -- --

Charge-offs:
   One-to-four family -- -- -- -- --
   Consumer -- -- 27 -- --

Total charge-offs -- -- 27 -- --
Net charge-offs -- -- 27 -- --
Acquisition of Executive House -- -- 546 -- --
Balance at end of period $ 7,971 $ 1,971 $ 1,651 $ 995 $ 995

Allowance for loan losses as a percentage
 of total loans outstanding at the end of
 the period 0.80% 0.26% 0.27% 0.24% 0.28%

Net charge-offs to average loans
  receivable, net -- -- 0.01 -- --

Allowance for loan losses as a percentage
 of nonperforming loans at end of period 24.71% 1279.87% 550.33% 375.47% 146.32%
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Investment Activities

General.  Under Washington law, savings banks are permitted to invest in various types of liquid assets, including
U.S.  Treasury obligations, securities of various federal agencies, certain certificates of deposit of insured banks and
savings institutions, banker=s acceptances, repurchase agreements, federal funds, commercial paper, investment grade
corporate debt securities, and obligations of states and their political sub-divisions.

The investment committee, consisting of the Chief Executive Officer, Chief Financial Officer and Controller of First
Savings Bank have the authority and responsibility to administer our investment policy, monitor portfolio strategies,
and recommend appropriate changes to policy and strategies to the Board.  On a monthly basis, our management
reports to the board a summary of investment holdings with respective market values, and all purchases and sales of
investment securities.  The Chief Executive Officer has the primary responsibility for the management of the
investment portfolio.  The Chief Executive Officer considers various factors when making decisions, including the
marketability, maturity and tax consequences of proposed investments.  The maturity structure of investments will be
affected by various market conditions, including the current and anticipated slope of the yield curve, the level of
interest rates, the trend of new deposit inflows and the anticipated demand for funds via deposit withdrawals and loan
originations and purchases.

The general objectives of the investment portfolio are to provide liquidity when loan demand is high, to assist in
maintaining earnings when loan demand is low and to maximize earnings while satisfactorily managing risk,
including credit risk, reinvestment risk, liquidity risk and interest rate risk.

At December 31, 2007, our investment portfolios consisted principally of mortgage-backed securities, U.S.
Government Agency obligations, municipal bonds and mutual funds consisting of mortgage-backed securities.  From
time to time, investment levels may increase or decrease depending upon yields available on investment opportunities
and management=s projected demand for funds for loan originations, deposits and other activities.

Mortgage-Backed Securities.  The mortgage-backed securities in our portfolios were comprised of Freddie Mac,
Fannie Mae, and Ginnie Mae mortgage-backed securities.  The principal on these securities is backed by the U.S.
agency issuing the security.  The underlying mortgages to these securities are seasoned and do not contain sub-prime
mortgages.  The mortgage-backed securities held in the available for sale category had a weighted average yield of
4.43% at December 31, 2007, while the mortgage-backed securities in the held to maturity portfolio had a weighted
average yield of 4.77%.

U.S. Government Agency Obligations.  At December 31, 2007, the portfolios had a weighted-average- yield of 5.11%
and 4.37%, in the available for sale and held to maturity categories, respectively.

Municipal Bonds.  The tax-exempt and taxable municipal bond portfolios were comprised of general obligation bonds
(i.e., backed by the general credit of the issuer) and revenue bonds (i.e., backed by revenues from the specific project
being financed) issued by various municipal corporations.   All bonds are rate AA@ or better and are from issuers
located within the State of Washington.  The weighted average yield on the tax exempt bonds (on a tax equivalent
basis) was 6.20% at December 31, 2007, while the weighted average yield on the taxable municipal bonds was 4.54%
for the same period.

Federal Home Loan Bank Stock.  As a member of the Federal Home Loan Bank of Seattle, we are required to own
capital stock in the Federal Home Loan Bank of Seattle.  The amount of stock we hold is based on guidelines
specified by the Federal Home Loan Bank of Seattle.  The redemption of any excess stock we hold is at the discretion
of the Federal Home Loan Bank of Seattle.  The carrying value of Federal Home Loan Bank stock totaled $4.7 million
and had a weighted-average-yield of 0.60% at December 31, 2007.
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The following table sets forth the composition of our investment securities portfolios at the dates indicated.  The
amortized cost of the available for sale investments is their net book value before the mark-to-market fair value
adjustment.

At December 31,
2007 2006 2005

Amortized
Cost Fair Value

Amortized
Cost Fair Value

Amortized
Cost Fair Value

(Dollars in Thousands)
Available for sale:
U.S. Government agencies $ 2,001 $ 2,004 $ 2,016 $ 2,009 $ -- $ --
Mortgage-backed securities:
  Federal Home Loan
     Mortgage Corporation 36,794 36,190 45,815 44,505 57,206 55,624
  Federal National Mortgage
     Association 66,594 65,638 85,195 82,775 106,616 103,735
  Government National
     Mortgage Association 10,116 10,057 14,315 14,091 19,846 19,497
Mutual fund 6,120 5,948 5,819 5,671 5,559 5,423
    Total available for sale $ 121,625 $ 119,837 $ 153,160 $ 149,051 $ 189,227 $ 184,279

Held to maturity:
U.S. Government agencies $ 3,931 $ 3,976 $ 3,443 $ 3,402 $ 3,026 $ 2,982
Tax-exempt municipal bonds 73,912 75,019 78,598 79,661 80,195 82,440
Taxable municipal bonds 1,659 1,656 1,677 1,660 1,174 1,152
Mortgage-backed securities:
  Federal National Mortgage
    Association 907 893 3,067 3,000 2,268 2,189
Other securities 1 1 1 1 -- --
    Total held to maturity $ 80,410 $ 81,545 $ 86,786 $ 87,724 $ 86,663 $ 88,763

Subsequent to December 31, 2007, the Company elected to make a one time transfer of its entire investments held to
maturity portfolio to investments available for sale portfolio as a tax planning strategy.  During January 2008, a
portion of the tax-exempt municipal bond portfolio was sold.  Gross proceeds from the sales were $62.6 million with
gross gains of $1.4 million and gross losses of $56,000.
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The table below sets forth information regarding the carrying value, weighted average yields and maturities or call
dates of First Savings Bank=s investment portfolio at December 31, 2007.  Federal Home Loan Bank stock has no
stated maturity and is included in the total column only.

At December 31, 2007
Amount Due or Repricing within:

Over One to Over Five to
One Year or

Less Five Years Ten Years Over Ten Years Totals
Weighted Weighted Weighted Weighted Weighted

CarryingAverage Carrying Average Carrying Average Carrying Average Carrying Average
Value Yield Value Yield Value Yield Value Yield Value Yield

(Dollars in Thousands)
Available for sale:
U.S. Government
agencies $ -- --% $ -- --% $ 2,004 5.11% $ -- --% $ 2,004 5.11%
Mortgage-backed
securities 17 5.82 6,830 4.50 37,673 4.28 67,365 4.51 111,885 4.43
Mutual fund 5,948 5.02 -- -- -- -- -- -- 5,948 5.02
      Total available
for sale $ 5,965 5.02% $ 6,830 4.50% $ 39,677 4.32% $ 67,365 4.51% $ 119,837 4.47%

Held to maturity:
U.S. Government
agencies $ -- --% $ 1,977 4.56% $ 1,954 4.17% $ -- --% $ 3,931 4.37%
Tax-exempt
municipal bonds
(1) 1,605 6.79 11,052 5.39 12,366 6.12 48,889 6.39% 73,912 6.20
Taxable municipal
bonds 1,005 3.85 -- -- -- -- 654 5.61 1,659 4.54
Mortgage-backed
securities -- -- -- -- 907 4.77 -- -- 907 4.77
Other securities 1 -- -- -- -- -- -- -- 1 --
    Total held to
maturity $ 2,611 5.66% $ 13,029 5.27% $ 15,227 5.79% $ 49,543 6.38% $ 80,410 6.06%

Federal Home
Loan Bank stock $ -- --% $ -- --% $ -- --% $ -- --% $ 4,671 0.60%

______________
(1) Yields on tax exempt obligations are computed on a tax equivalent basis.
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Deposit Activities and Other Sources of Funds

General.  Deposits and loan repayments are the major sources of our funds for lending and other investment
purposes.  Scheduled loan repayments are a relatively stable source of funds, while deposit inflows and outflows and
loan prepayments are influenced significantly by general interest rates and market conditions.  Borrowings from the
Federal Home Loan Bank of Seattle are used to supplement the availability of funds from other sources and also as a
source of term funds to assist in the management of interest rate risk.

Our deposit composition reflects a mixture of noninterest-bearing accounts, NOW accounts, statement savings
accounts, money market accounts and certificates of deposit.  We rely on marketing activities, convenience, customer
service and the availability of a broad range of deposit products and services to attract and retain customer deposits.

Deposits.  Substantially all of our depositors are residents of Washington State.  Deposits are attracted from within our
market area through the offering of a broad selection of deposit instruments, including checking accounts, money
market deposit accounts, statement savings accounts and certificates of deposit with a variety of rates.  Deposit
account terms vary according to the minimum balance required, the time periods the funds must remain on deposit and
the interest rate, among other factors.  In determining the terms of our deposit accounts, we consider the development
of long term profitable customer relationships, current market interest rates, current maturity structure and deposit
mix,  our customer preferences and the profitability of acquiring customer deposits compared to alternative sources.

At December 31, 2007, our deposits totaled $729.5 million.  We had $346.2 million of jumbo ($100,000 or more)
certificates of deposit of which $65.3 million were public funds, which represent 47.46% and 8.95%, respectively, of
total deposits at December 31, 2007.  There were no brokered deposits at December 31, 2007.

In the unlikely event we are liquidated, depositors will be entitled to full payment of their deposit accounts prior to
any payment being made to First Financial Northwest, as the sole shareholder of First Savings Bank.

Deposit Activities.  The following table sets forth our total deposit activities for the periods indicated.

Year Ended December 31,
2007 2006 2005

(In Thousands)

Beginning balance $ 750,710 $ 689,502 $ 666,271
Net increase (decrease) in deposits
  before interest credited (54,687) 31,789 1,625
Interest credited 33,471 29,419 21,606
      Net increase (decrease) in deposits (21,216) 61,208 23,231
          Ending balance $ 729,494 $ 750,710 $ 689,502
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The following table sets forth information concerning our certificates of deposit and other deposits at December 31,
2007.

Weighted
Average Percentage
Interest Minimum of Total
 Rate Term Category Amount Balance Deposits

(In
Thousands)

                 --% N/A
Noninterest-bearing
demand accounts $ 1,652 N/A        0.23%

             0.67 N/A NOW accounts 12,428 N/A    1.70

             1.75 N/A
Statement savings
accounts 11,591 N/A    1.59

             2.66 N/A
Money market
accounts 161,433 N/A   22.13 
Certificates of deposit

             3.65 3 month 831 $ 1,000
             4.89 6 month 5,450 1,000
             3.89 9 month 210 1,000

             4.95
Variable 12
month 507 1,000

             5.08 12 month 314,816 1,000
             4.68 18 month 7,062 1,000
             4.44 24 month 16,631 1,000
             4.76 30 month 45,323 1,000
             4.67 36 month 13,071 1,000
             5.02 48 month 132,015 1,000
             4.40 60 month 6,374 1,000
             5.15 72 month 100 1,000

Total Certificates 542,390 74.35 
   TOTAL $ 729,494 100.00%

Certificates of Deposit.  The following table sets forth the amount and maturities of certificates of deposit at
December 31, 2007.

Amount Due
After 1
Year

After 2
Years

After 3
Years

Within Through Through Through Beyond
1 Year 2 Years 3 Years 4 Years 4 Years Total

(In Thousands)

1.01 - 2.00% $ -- $ -- $ 3 $ -- $ -- $ 3
2.01 - 3.00% -- -- -- -- -- --
3.01 - 4.00% 5,754 1,541 -- -- -- 7,295
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4.01 - 5.00% 102,000 44,506 23,486 5,662 266 175,920
5.01 - 6.00% 279,955 18,281 25,087 29,501 6,348 359,172
     Total $ 387,709 $ 64,328 $ 48,576 $ 35,163 $ 6,614 $ 542,390
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The following table indicates the amount of our jumbo certificates of deposit by time remaining until maturity as of
December 31, 2007.  Jumbo certificates of deposit are certificates in amounts of $100,000 or more.

Certificates
Maturity Period of Deposit

(In Thousands)

Three months or less $ 48,819
Over three through six months 59,802
Over six through twelve months 126,813
Over twelve months 110,717
    Total $ 346,151

Deposit Flow.  The following table sets forth the balances of deposits in the various types of accounts we offered  at
the dates indicated.

At December 31,
2007 2006 2005

Percent Percent Percent
of of of

Amount Total Amount Total Amount Total
                                                                                         (Dollars in Thousands)

Noninterest-bearing
  accounts $ 1,652 0.23% $ 3,737 0.50% $ 1,204 0.17%
NOW accounts 12,428 1.70 10,104 1.34 13,140 1.91
Statement savings
accounts 11,591 1.59 14,280 1.90 19,157 2.78
Money market accounts 161,433 22.13 198,178 26.40 179,488 26.03
Certificates of deposit:
   1.01 - 2.00% 3 -- -- -- 735 0.11
   2.01 - 3.00% -- -- 2,446 0.33 26,701 3.87
   3.01 - 4.00% 7,295 1.00 46,760 6.23 203,438 29.51
   4.01 - 5.00% 175,920 24.12 219,413 29.23 227,660 33.01
   5.01 - 6.00% 359,172 49.23 255,792 34.07 16,526 2.40
   6.01 - 7.00% -- -- -- -- 1,453 0.21
     Total certificates
        of deposit 542,390 74.35 524,411 69.86 476,513 69.11
     Total $ 729,494 100.00% $ 750,710 100.00% $ 689,502 100.00%

Borrowings.  Customer deposits are the primary source of funds for our lending and investment activities.  We use
advances from the Federal Home Loan Bank of Seattle to supplement our supply of lendable funds to meet short-term
deposit withdrawal requirements and also to provide longer term funding to better match the duration of selected loan
and investment maturities.

As one of our capital management strategies, we have used advances from the Federal Home Loan Bank of Seattle to
fund loan originations in order to increase our net interest income.  We will continue to utilize leverage strategies
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within applicable regulatory requirements or restrictions.  Such borrowings would be expected to primarily consist of
Federal Home Loan Bank of Seattle advances.

As a member of the Federal Home Loan Bank of Seattle, we are required to own capital stock in the Federal Home
Loan Bank of Seattle and are authorized to apply for advances on the security of that stock and certain of our
mortgage loans and other assets (principally securities which are obligations of, or guaranteed by, the U.S.
Government) provided certain creditworthiness standards have been met.  Advances are individually made under
various terms pursuant to several different credit programs, each with its own interest rate and range of maturities.  
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Depending on the program, limitations on the amount of advances are based on the financial condition of the member
institution and the adequacy of collateral pledged to secure the credit.  We maintain a committed credit facility with
the Federal Home Loan Bank of Seattle that provides for immediately available advances, which at December 31,
2007 was $331.8 million.  During the mutual to stock conversion, First Savings Bank experienced larger levels of
liquidity on a daily basis.  First Savings Bank utilized this excess liquidity to reduce its interest costs by reducing its
daily balances in advances.  At December 31, 2007, outstanding advances to First Savings Bank from the Federal
Home Loan Bank of Seattle totaled $96.0 million.

The following table sets forth information regarding Federal Home Loan Bank of Seattle advances by us at the end of
and during the periods indicated.  The table includes both long- and short-term borrowings.

Year Ended December 31,
2007 2006 2005

(Dollars in Thousands)
Maximum amount of borrowing outstanding
  at any month end:
Federal Home Loan Bank advances $ 224,000 $ 147,000 $ 90,000

Approximate average borrowing outstanding:
Federal Home Loan Bank advances $ 149,365 $ 119,966 $ 12,616

Approximate weighted average rate paid on:
Federal Home Loan Bank advances 5.37% 5.22% 4.53%

At December 31,
2007 2006 2005

(Dollars in Thousands)
Balance outstanding at end of period:
Federal Home Loan Bank advances $ 96,000 $ 147,000 $ 90,000

Weighted average rate paid on:
Federal Home Loan Bank advances 4.32% 5.52% 4.29%

Subsidiaries and Other Activities

First Financial Northwest. First Financial Northwest has two wholly-owned subsidiaries, First Savings Bank and First
Financial Diversified.  First Financial Diversified primarily provides escrow services to First Savings Bank and its
subsidiary, Executive House, other major area lenders and some private individuals.  First Financial Diversified also
offers limited consumer loans to First Savings Bank=s customers, which consist of short-term unsecured loans, second
mortgages and, to a lesser extent, home equity loans.  At December 31, 2007, loans from First Financial Diversified
represented less than one percent of the Company=s loan portfolio.

First Savings Bank.  First Savings Bank is a community-based savings bank primarily serving King and to a lesser
extent, Pierce and Snohomish counties, Washington through our full-service banking office and automated teller
machine.  We are in the business of attracting deposits from the public and utilizing those deposits to originate
loans.  Our recent business strategy has included an increased emphasis on the expansion of construction/land
development and commercial real estate lending.  Consistent with this strategy, First Savings Bank acquired Executive
House, Inc. in December 2005 for the purpose of preserving a business relationship of over 30 years.  Executive
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House is the only wholly-owned subsidiary of First Savings Bank and its primary function is to provide multi-family,
commercial real estate and construction/land development loans for First Savings Bank.  Prior to its acquisition in
2005, Executive House represented approximately $218.1 million and $58.7 million, or 71% and 47%
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 of First Savings Bank=s loan production volume during the years ended December 31, 2005 and 2004, respectively,
and serviced approximately $351.4 million and $188.8 million, or 57% and 46% of First Savings Bank=s loan
portfolio at December 31, 2005 and 2004, respectively.  During 2007, loan originations by Executive House
represented approximately $340.8 million, or 78.45% of the Company=s total loan production volume.

Effective January 1, 2008, the lending operations of Executive House were assumed by First Savings Bank, creating a
commercial lending division of First Savings Bank while retaining Executive House=s commercial/construction
lending emphasis.

Competition

We face intense competition in originating loans and in attracting deposits within our targeted geographic market.  We
compete by consistently delivering high-quality, personal service to our customers that result in a high level of
customer satisfaction.

With our one office in King County, and none outside of this county, we currently rank eighth in terms of deposits
with a deposit market share of 1.77%, among the 60 federally insured depository institutions in King County, our
primary market.  Our key competitors are Banner Bank, Columbia State Bank, First Mutual Bank, Frontier Bank, US
Bank and Washington Mutual.  These competitors control approximately 28.0% of the King County deposit market
with deposits of $13.8 billion, of the $49.3 billion total deposits in King County as of June 30, 2007.  Outside of our
stated key competitors, there is one competitor that has over 34.0% control of the King County deposit market and has
96 offices in King County and over 5,600 offices outside King County.  In addition, of our key and non-key
competitors, five have over 75.0% control of the deposits in King County.  Aside from these traditional competitors,
credit unions, insurance companies and brokerage firms are an increasingly competing challenge for consumer deposit
relationships.

Our competition for loans comes principally from commercial banks, mortgage brokers, thrift institutions, credit
unions and finance companies.   Several other financial institutions, including those previously mentioned, have
greater resources than we do and compete with us for banking business in our targeted market area.  These national
institutions have far more resources than we do and as a result are able to offer a broader range of services such as
trust departments, business lending, merchant banking and enhanced retail services.  Among the advantages of some
of these institutions are their ability to make larger loans, finance extensive advertising campaigns, access lower cost
funding sources and allocate their investment assets to regions of highest yield and demand.  The challenges posed by
such large competitors may impact our ability to originate loans, secure low cost deposits and establish product
pricing levels that support our net interest margin goals, which may limit our future growth and earnings prospects.

Natural Disasters

King, Pierce and Snohomish counties, where substantially all of the real and personal properties securing our loans are
located, is an earthquake-prone region.  We have not suffered any losses in the last five years from earthquake damage
to collateral secured loans, which include the February 2001 major earthquake in the region.  Although we have
experienced no losses related to earthquakes, a major earthquake could result in material loss to us in two primary
ways.  If an earthquake damages real or personal properties collateralizing outstanding loans to the point of insurable
loss, material loss would be suffered to the extent that the properties are uninsured or inadequately insured.  A
substantial number of our borrowers do not have insurance which provides for coverage as a result of losses from
earthquakes.  In addition, if the collateralized properties are only damaged and not destroyed to the point of total
insurable loss, borrowers may suffer sustained job interruptions or job loss, which may materially impair their ability
to meet the terms of their loan obligations.  While risk of credit loss can be insured against by, for example, job
interruption insurance or Aumbrella@ insurance policies, such forms of insurance often are beyond the financial
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means of many individuals.  Accordingly, for most individuals, sustained job interruption or job loss would likely
result in financial hardship that could lead to delinquency in their financial obligations or even bankruptcy.  
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Accordingly, no assurances can be given that a major earthquake in our primary market area will not result in material
losses to us.

Employees

At December 31, 2007, we had 78 full-time employees and one part-time employee.  Our employees are not
represented by any collective bargaining group.  We consider our employee relations to be good.

How We Are Regulated

The following is a brief description of certain laws and regulations which are applicable to First Financial Northwest
and First Savings Bank.  Legislation is introduced from time to time in the United States Congress that may affect the
operations of First Financial Northwest and First Savings Bank.  In addition, the regulations governing us may be
amended from time to time by the respective regulators.  Any such legislation or regulatory changes in the future
could adversely affect us.  We cannot predict whether any such changes may occur.

As part of the conversion and reorganization, First Savings Bank elected, pursuant to Section 10(l) of the Home
Owners= Loan Act, as amended, to be treated as a savings association.  As a result, First Financial Northwest is a
registered savings and loan holding company subject to regulation of the Office of Thrift Supervision.  First Savings
Bank continues to be regulated by the Washington Department of Financial Institutions and the Federal Deposit
Insurance Corporation.

Regulation and Supervision of First Savings Bank

General.  As a state-chartered savings bank, First Savings Bank is subject to applicable provisions of Washington law
and regulations of the Washington State Department of Financial Institutions.  State law and regulations govern First
Savings Bank=s ability to take deposits and pay interest, to make loans on or invest in residential and other real estate,
to make consumer loans, to invest in securities, to offer various banking services to its customers, and to establish
branch offices.  Under state law, savings banks in Washington State also generally have all of the powers that federal
savings banks have under federal laws and regulations.  First Savings Bank is subject to periodic examination and
reporting requirements by and of the Washington State Department of Financial Institutions.

Insurance of Accounts and Regulation by the FDIC.  First Savings Bank is a member of the Deposit Insurance Fund,
or DIF, which is administered by the Federal Deposit Insurance Corporation.  The Federal Deposit Insurance
Corporation insures deposits up to the applicable limits and this insurance is backed by the full faith and credit of the
United States government.  As insurer, the Federal Deposit Insurance Corporation imposes deposit insurance
premiums and is authorized to conduct examinations of and to require reporting by institutions insured by the Federal
Deposit Insurance Corporation.  It also may prohibit any institution insured by the Federal Deposit Insurance
Corporation from engaging in any activity determined by regulation or order to pose a serious risk to
the  institution.  The Federal Deposit Insurance Corporation also has the authority to initiate enforcement actions
against savings institutions and may terminate the deposit insurance if it determines that an institution has engaged in
unsafe or unsound practices or is in an unsafe or unsound condition.

Under regulations effective January 1, 2007, the Federal Deposit Insurance Corporation adopted a new risk-based
premium system that provides for quarterly assessments based on an insured institution=s ranking in one of four risk
categories based upon supervisory and capital evaluations.  Well-capitalized institutions (generally those with capital
adequacy, asset quality, management, earnings and liquidity, or ACAMELS@ composite ratings of 1 or 2) are
grouped in Risk Category I and assessed for deposit insurance at an annual rate of between five and seven basis
points.  The assessment rate for an individual institution is determined according to a formula based on a weighted
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average of the institution=s individual CAMEL component ratings plus either five financial ratios or, in the case of an
institution with assets of $10.0 billion or more, the average ratings of its long-term debt.  Institutions in Risk
Categories II, III and IV are assessed at annual rates of 10, 28 and 43 basis points, respectively.
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Deposit Insurance Fund-insured institutions are required to pay a Financing Corporation assessment, in order to fund
the interest on bonds issued to resolve thrift failures in the 1980s.  For the semi-annual period ended December 31,
2007, the Financing Corporation assessment equaled 1.25 basis points for each $100 in domestic deposits.  These
assessments, which may be revised based upon the level of DIF deposits, will continue until the bonds mature in the
years 2017 through 2019.

The Federal Deposit Insurance Corporation may terminate the deposit insurance of any insured depository institution,
including First Savings Bank, if it determines after a hearing that the institution has engaged or is engaging in unsafe
or unsound practices, is in an unsafe or unsound condition to continue operations, or has violated any applicable law,
regulation, order or any condition imposed by an agreement with the Federal Deposit Insurance Corporation.  It also
may suspend deposit insurance temporarily during the hearing process for the permanent termination of insurance, if
the institution has no tangible capital.  If insurance of accounts is terminated, the accounts at the institution at the time
of the termination, less subsequent withdrawals, shall continue to be insured for a period of six months to two years,
as determined by the Federal Deposit Insurance Corporation.  Management is aware of no existing circumstances
which would result in termination of First Savings Bank=s deposit insurance.

Capital Requirements.  Federally insured savings institutions, such as First Savings Bank, are required to maintain a
minimum level of regulatory capital.  Federal Deposit Insurance Corporation regulations recognize two types, or tiers,
of capital: core (ATier 1@) capital and supplementary (ATier 2@) capital.  Tier 1 capital generally includes common
shareholders= equity and noncumulative perpetual preferred stock, less most intangible assets.  Tier 2 capital, which is
limited to 100 percent of Tier 1 capital, includes such items as qualifying general loan loss reserves, cumulative
perpetual preferred stock, mandatory convertible debt, term subordinated debt and limited life preferred stock;
however, the amount of term subordinated debt and intermediate term preferred stock (original maturity of at least
five years but less than 20 years) that may be included in Tier 2 capital is limited to 50 percent of Tier 1 capital.

The Federal Deposit Insurance Corporation currently measures an institution=s capital using a leverage limit together
with certain risk-based ratios.  The Federal Deposit Insurance Corporation=s minimum leverage capital requirement
specifies a minimum ratio of Tier 1 capital to average total assets.  Most banks are required to maintain a minimum
leverage ratio of at least 4% to 5% of total assets.  At December 31, 2007, First Savings Bank had a Tier 1 leverage
capital ratio of 16.62%.  The Federal Deposit Insurance Corporation retains the right to require a particular institution
to maintain a higher capital level based on its particular risk profile.

Federal Deposit Insurance Corporation regulations also establish a measure of capital adequacy based on ratios of
qualifying capital to risk-weighted assets.  Assets are placed in one of four categories and given a percentage weight
based on the relative risk of that category.  In addition, certain off-balance-sheet items are converted to balance-sheet
credit equivalent amounts, and each amount is then assigned to one of the four categories.  Under the guidelines, the
ratio of total capital (Tier 1 capital plus Tier 2 capital) to risk-weighted assets must be at least 8%, and the ratio of Tier
1 capital to risk-weighted assets must be at least 4%.  In evaluating the adequacy of a bank=s capital, the Federal
Deposit Insurance Corporation may also consider other factors that may affect the bank=s financial condition, such as
interest rate risk exposure, liquidity, funding and market risks, the quality and level of earnings, concentration of
credit risk, risks arising from nontraditional activities, loan and investment quality, the effectiveness of loan and
investment policies, and management=s ability to monitor and control financial operating risks.

The Washington Department of Financial Institutions requires that net worth equal at least five percent of total assets.
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The table below sets forth First Savings Bank's capital position relative to its FDIC capital requirements at December
31, 2007.  The definitions of the terms used in the table are those provided in the capital regulations issued by the
FDIC, and First Savings Bank has not been notified by the FDIC of any higher capital requirements specifically
applicable to it.

At December 31
2007 2006

Percent of Percent of
Amount Assets (1) Amount Assets

(Dollars in thousands)

Bank equity capital under GAAP $ 198,095 $ 95,192

Total risk-based capital $ 192,784 25.91% $ 85,385 14.56%
Total risk-based capital requirement 59,522 8.00 46,924 8.00
Excess $ 133,262 17.91% $ 38,461 6.56%

Tier 1 (leverage) capital (2) $ 184,843 24.84% $ 83,444 14.23%
Tier 1 (leverage) capital requirement 29,761 4.00 23,462 4.00
Excess $ 155,082 20.84% $ 59,982 10.23%

Tier 1 risk adjusted capital $ 184,843 16.62% $ 83,444 8.61%
Tier 1 risk adjusted capital requirement 44,498 4.00 38,753 4.00
Excess $ 140,345 12.62% $ 44,691 4.61%
_______________
(1) For the Tier 1 (leverage) capital and Washington regulatory capital calculations,

percent of total average assets of $1.1 billion.  For the Tier 1 risk-based capital and
total risk-based capital calculations, percent of total risk-weighted assets of $744.0
million.

(2) As a Washington-chartered savings bank, First Savings Bank is subject to the capital
requirements of the FDIC and the Division.  The FDIC requires state-chartered
savings banks, including First Savings Bank, to have a minimum leverage ratio of
Tier 1 capital to total assets of at least 4%, provided, however, that all institutions,
other than those (i) receiving the highest rating during the examination process and
(ii) not anticipating any significant growth, are required to maintain a ratio of 1% to
2% above the stated minimum, with an absolute total capital to risk-weighted assets
of at least 8%.

First Savings Bank=s management believes that, under the current regulations, First Savings Bank will continue to
meet its minimum capital requirements in the foreseeable future.  However, events beyond the control of First Savings
Bank, such as a downturn in the economy in areas where it has most of its loans, could adversely affect future
earnings and, consequently, the ability of First Savings Bank to meet its capital requirements.

Standards for Safety and Soundness.  The federal banking regulatory agencies have prescribed, by regulation,
guidelines for all insured depository institutions relating to: internal controls, information systems and internal audit
systems; loan documentation; credit underwriting; interest rate risk exposure; asset growth; asset quality; earnings and
compensation, fees and benefits.  The guidelines set forth the safety and soundness standards that the federal banking
agencies use to identify and address problems at insured depository institutions before capital becomes impaired.  If
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Activities and Investments of Insured State-Chartered Financial Institutions.  Federal law generally limits the activities
and equity investments of Federal Deposit Insurance Corporation-insured, state-chartered banks to those that are
permissible for national banks.  An insured state bank is not prohibited from, among other things, (1) acquiring or
retaining a majority interest in a subsidiary, (2) investing as a limited partner in a partnership the sole purpose of
which is direct or indirect investment in the acquisition, rehabilitation or new construction of a qualified housing
project, provided that such limited partnership investments may not exceed 2% of the bank=s total assets, (3)
acquiring up to 10% of the voting stock of a company that solely provides or reinsures directors=, trustees= and
officers= liability insurance coverage or bankers= blanket bond group insurance coverage for insured depository
institutions, and (4) acquiring or retaining the voting shares of a depository institution if certain requirements are met.

Washington State has enacted a law regarding financial institution parity.  Primarily, the law affords
Washington-chartered commercial banks the same powers as Washington-chartered savings banks.  In order for a
bank to exercise these powers, it must provide 30 days notice to the Director of Financial Institutions and the Director
must authorize the requested activity.  In addition, the law provides that Washington-chartered commercial banks may
exercise any of the powers that the Federal Reserve has determined to be closely related to the business of banking
and the powers of national banks, subject to the approval of the Director in certain situations.  The law also provides
that Washington-chartered savings banks may exercise any of the powers of Washington-chartered commercial banks,
national banks and federally-chartered savings banks, subject to the approval of the Director in certain
situations.  Finally, the law provides additional flexibility for Washington-chartered commercial and savings banks
with respect to interest rates on loans and other extensions of credit.  Specifically, they may charge the maximum
interest rate allowable for loans and other extensions of credit by federally-chartered financial institutions to
Washington residents.

Environmental Issues Associated With Real Estate Lending. The Comprehensive Environmental Response,
Compensation and Liability Act (ACERCLA@) is a federal statute that generally imposes strict liability on, all prior
and present Aowners and operators@ of sites containing hazardous waste.  However, Congress asked to protect
secured creditors by providing that the term Aowner and operator@ excludes a person whose ownership is limited to
protecting its security interest in the site.  Since the enactment of the CERCLA, this Asecured creditor exemption@
has been the subject of judicial interpretations which have left open the possibility that lenders could be liable for
cleanup costs on contaminated property that they hold as collateral for a loan.

To the extent that legal uncertainty exists in this area, all creditors, including First Savings Bank, that have made loans
secured by properties with potential hazardous waste contamination (such as petroleum contamination) could be
subject to liability for cleanup costs, which costs often substantially exceed the value of the collateral property.

Federal Reserve System.  The Federal Reserve Board requires that all depository institutions maintain reserves on
transaction accounts or non-personal time deposits.  These reserves may be in the form of cash or non-interest-bearing
deposits with the regional Federal Reserve Bank.  Negotiable order of withdrawal (NOW) accounts and other types of
accounts that permit payments or transfers to third parties fall within the definition of transaction accounts and are
subject to the reserve requirements, as are any non-personal time deposits at a savings bank.  As of December 31,
2007, First Savings Bank=s deposit with the Federal Reserve Bank and vault cash exceeded its reserve requirements.

Affiliate Transactions.  Federal laws strictly limit the ability of banks to engage in certain transactions with their
affiliates, including their bank holding companies.  Transactions deemed to be a Acovered transaction@ under Section
23A of the Federal Reserve Act and between a subsidiary bank and its parent company or the nonbank subsidiaries of
the bank holding company are limited to 10% of the bank subsidiary=s capital and surplus and, with respect to the
parent company and all such nonbank subsidiaries, to an aggregate of 20% of the bank subsidiary=s capital and
surplus.  Further, covered transactions that are loans and extensions of credit generally are required to be secured by
eligible collateral in specified amounts.  Federal law also requires that covered transactions and certain
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other transactions listed in Section 23B of the Federal Reserve Act between a bank and its affiliates be on terms as
favorable to the bank as transactions with non-affiliates.

Community Reinvestment Act.  Banks are also subject to the provisions of the Community Reinvestment Act of 1977,
which requires the appropriate federal bank regulatory agency to assess a bank=s record in meeting the credit needs of
the community serviced by the bank, including low and moderate income neighborhoods.  The regulatory agency=s
assessment of the bank=s record is made available to the public.  Further, an assessment is required of any bank which
has applied to establish a new branch office that will accept deposits, relocate an existing office or merge or
consolidate with, or acquire the assets or assume the liabilities of, a federally regulated financial institution.  First
Savings Bank received a Asatisfactory@ rating during its most recent examination.

Dividends. Dividends from First Savings Bank constitute the major source of funds for dividends which may be paid
by First Financial Northwest to shareholders.  The amount of dividends payable by First Savings Bank to First
Financial Northwest depends upon First Savings Bank=s earnings and capital position, and is limited by federal and
state laws.  According to Washington law, First Savings Bank may not declare or pay a cash dividend on its capital
stock if it would cause its net worth to be reduced below (1) the amount required for liquidation accounts or (2) the net
worth requirements, if any, imposed by the Director of the Washington Department of Financial
Institutions.  Dividends on First Savings Bank=s capital stock may not be paid in an aggregate amount greater than the
aggregate retained earnings of First Savings Bank, without the approval of the Director of the Washington Department
of Financial Institutions.

The amount of dividends actually paid during any one period is strongly affected by First Savings Bank=s policy of
maintaining a strong capital position.  Federal law further provides that no insured depository institution may pay a
cash dividend if it would cause the institution to be Aundercapitalized,@ as defined in the prompt corrective action
regulations.  Moreover, the federal bank regulatory agencies also have the general authority to limit the dividends paid
by insured banks if such payments are deemed to constitute an unsafe and unsound practice.

Privacy Standards.  The Gramm-Leach-Bliley Act modernized the financial services industry by establishing a
comprehensive framework to permit affiliations among commercial banks, insurance companies, securities firms and
other financial service providers.  First Savings Bank is subject to Federal Deposit Insurance Corporation regulations
implementing the privacy protection provisions of the Gramm-Leach-Bliley Act.  These regulations require First
Savings Bank to disclose its privacy policy, including identifying with whom it shares Anon-public personal
information,@ to customers at the time of establishing the customer relationship and annually thereafter.

Anti-Money Laundering and Customer Identification.  Congress enacted the Uniting and Strengthening America by
Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001 (the AUSA Patriot Act@) on
October 26, 2001 in response to the terrorist events of September 11, 2001.  The USA Patriot Act gives the federal
government new powers to address terrorist threats through enhanced domestic security measures, expanded
surveillance powers, increased information sharing and broadened anti-money laundering requirements. Since its
enactment, Congress has ratified certain expiring provisions of the USA Patriot Act.

Regulation and Supervision of First Financial Northwest

General.  First Financial Northwest is subject to regulation as a savings and loan holding company under the Home
Owners= Loan Act, as amended, instead of being subject to regulation as a bank holding company under the Bank
Holding Company Act of 1956 because First Savings Bank made an election in under Section 10(l) of the Home
Owners= Loan Act, in connection with the mutual to stock conversion,  to be treated as a Asavings association@ for
purposes of Section 10 of the Home Owners= Loan Act.  As a result, First Financial Northwest registered with the
Office of Thrift Supervision and is subject to Office of Thrift Supervision regulations, examinations, supervision and
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Commission.  As a subsidiary of a savings and loan holding company, First Savings Bank is subject to certain
restrictions in its dealings with First Financial Northwest and affiliates thereof.

First Financial Northwest is a nondiversified unitary savings and loan holding company within the meaning of federal
law.  Generally, companies that become savings and loan holding companies following the May 4, 1999 grandfather
date in the Gramm-Leach-Bliley Act of 1999 may engage only in the activities permitted for financial institution
holding companies under the law for multiple savings and loan holding companies.

Although savings and loan holding companies are not currently subject to specific capital requirements or specific
restrictions on the payment of dividends or other capital distributions, federal regulations do prescribe such
restrictions on subsidiary savings institutions as described below.  First Savings Bank must notify the Office of Thrift
Supervision 30 days before declaring any dividend to First Financial Northwest.  In addition, the financial impact of a
holding company on its subsidiary institution is a matter that is evaluated by the Office of Thrift Supervision and the
Office of Thrift Supervision has authority to order cessation of activities or divestiture of subsidiaries deemed to pose
a threat to the safety and soundness of the institution.

Acquisition of Control.  Under the federal Change in Bank Control Act, a notice must be submitted to the Office of
Thrift Supervision if any person (including a company), or group acting in concert, seeks to acquire Acontrol@ of a
savings and loan holding company or savings association.  An acquisition of control can occur upon the acquisition of
10% or more of the voting stock of a savings and loan holding company or savings institution or as otherwise defined
by the Office of Thrift Supervision.  Under the Change in Bank Control Act, the Office of Thrift Supervision has 60
days from the filing of a complete notice to act, taking into consideration certain factors, including the financial and
managerial resources of the acquiror and the anti-trust effects of the acquisition.  Any company that so acquires
control would then be subject to regulation as a savings and loan holding company.

Qualified Thrift Lender Test.  Under Section 2303 of the Economic Growth and Regulatory Paperwork Reduction Act
of 1996, a savings association can comply with the Qualified Thrift Lender test by either meeting the Qualified Thrift
Lender test set forth in the Home Owners= Loan Act and implementing regulations or qualifying as a domestic
building and loan association as defined in Section 7701(a)(19) of the Internal Revenue Code of 1986.  A savings
bank subsidiary of a savings and loan holding company that does not comply with the Qualified Thrift Lender test
must comply with the following restrictions on its operations:

$the institution may not engage in any new activity or make any new investment, directly or indirectly, unless the
activity or investment is permissible for a national bank;

$ the branching powers of the institution are restricted to those of a national bank; and

$payment of dividends by the institution are subject to the rules regarding payment of dividends by a national bank.

Upon the expiration of three years from the date the institution ceases to meet the Qualified Thrift Lender test, it must
cease any activity and not retain any investment not permissible for a national bank (subject to safety and soundness
considerations).

As of December 31, 2007, First Savings Bank maintained 81.03% of its portfolio assets in qualified thrift investments
and, therefore, met the Qualified Thrift Lender test.

Limitations on Transactions with Affiliates.  Transactions between savings institutions and any affiliate are governed
by Sections 23A and 23B of the Federal Reserve Act.  An affiliate of a savings institution is any company or entity
which controls, is controlled by or is under common control with the savings institution.  In a  holding company
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institution=s capital stock and surplus, and contain an aggregate limit on all such transactions with all affiliates to an
amount equal to 20% of such capital stock and surplus.  Section 23B applies to Acovered transactions@ as well as
certain other transactions and requires that all transactions be on terms substantially the same, or at least as favorable,
to the savings institution as those provided to a non-affiliate.  The term Acovered transaction@ includes the making of
loans to, purchase of assets from and issuance of a guarantee to an affiliate and similar transactions.  Section 23B
transactions also include the provision of services and the sale of assets by a savings institution to an affiliate.  In
addition to the restrictions imposed by Sections 23A and 23B, Section 11 of the Home Owners= Loan Act prohibits a
savings institution from (1) making a loan or other extension of credit to an affiliate, except for any affiliate which
engages only in certain activities which are permissible for bank holding companies or (2) purchasing or investing in
any stocks, bonds, debentures, notes or similar obligations of any affiliate, except for affiliates which are subsidiaries
of the savings institution.

In addition, Sections 22(g) and (h) of the Federal Reserve Act place restrictions on loans to executive officers,
directors and principal shareholders.  Under Section 22(h), loans to a director, executive officer or greater than 10%
shareholder of a savings institution, and certain affiliated interests, may not exceed, together with all other outstanding
loans to such person and affiliated interests, the savings institution=s loans to one borrower limit (generally equal to
15% of the institution=s unimpaired capital and surplus).  Section 22(h) also requires that loans to directors, executive
officers and principal shareholders be made on terms substantially the same as offered in comparable transactions to
other persons unless the loans are made pursuant to a benefit or compensation program that (1) is widely available to
employees of the institution, and (2) does not give preference to any director, executive officer or principal
shareholder, or certain affiliated interests, over other employees of the savings institution.  Section 22(h) also requires
prior board approval for certain loans.  In addition, the aggregate amount of extensions of credit by a savings
institution to all insiders cannot exceed the institution=s unimpaired capital and surplus.  Furthermore, Section 22(g)
places additional restrictions on loans to executive officers.  At December 31, 2007, First Savings Bank was in
compliance with these restrictions.

Restrictions on Acquisitions.  Except under limited circumstances, savings and loan holding companies are prohibited
from acquiring, without prior approval of the Director of the Office of Thrift Supervision, (1) control of any other
savings institution or savings and loan holding company or substantially all the assets thereof, or (2) more than 5% of
the voting shares of a savings institution or holding company thereof which is not a subsidiary.  Except with the prior
approval of the Director, no director or officer of a savings and loan holding company or person owning or controlling
by proxy or otherwise more than 25% of such company=s stock, may acquire control of any savings institution, other
than a subsidiary savings institution, or of any other savings and loan holding company.

The Director of the Office of Thrift Supervision may only approve acquisitions resulting in the formation of a multiple
savings and loan holding company which controls savings institutions in more than one state if: (1) the multiple
savings and loan holding company involved controls a savings institution which operated a home or branch office
located in the state of the institution to be acquired as of March 5, 1987; (2) the acquiror is authorized to acquire
control of the savings institution pursuant to the emergency acquisition provisions of the Federal Deposit Insurance
Act; or (3) the statutes of the state in which the institution to be acquired is located specifically permit institutions to
be acquired by the state-chartered institutions or savings and loan holding companies located in the state where the
acquiring entity is located (or by a holding company that controls such state-chartered savings institutions).

Federal Securities Laws.  First Financial Northwest=s common stock is registered with the Securities and Exchange
Commission under Section 12(b) of the Securities Exchange Act of 1934, as amended.  We are subject to information,
proxy solicitation, insider trading restrictions and other requirements under the Securities Exchange Act of 1934.

        Sarbanes-Oxley Act of 2002. First Financial Northwest, as a public company, is subject to the Sarbanes-Oxley
Act of 2002, beginning in 2008, which implements a broad range of corporate governance and accounting measures

Edgar Filing: First Financial Northwest, Inc. - Form 10-K

64



for public companies designed to promote honesty and transparency in corporate America and better protect investors
from corporate wrongdoing.  The Sarbanes-Oxley Act of 2002 was signed into law by

35

Edgar Filing: First Financial Northwest, Inc. - Form 10-K

65



President Bush on July 30, 2002 in response to public concerns regarding corporate accountability in connection with
several accounting scandals.  The stated goals of the Sarbanes-Oxley Act are to increase corporate responsibility, to
provide for enhanced penalties for accounting and auditing improprieties at publicly traded companies and to protect
investors by improving the accuracy and reliability of corporate disclosures pursuant to the securities laws.

The Sarbanes-Oxley Act includes very specific additional disclosure requirements and new corporate governance
rules, requires the Securities and Exchange Commission and securities exchanges to adopt extensive additional
disclosure, corporate governance and other related rules and mandates further studies of certain issues by the
Securities and Exchange Commission and the Comptroller General.

Taxation

Federal Taxation

General.  First Financial Northwest and First Savings Bank are subject to federal income taxation in the same general
manner as other corporations, with some exceptions discussed below.  The following discussion of federal taxation is
intended only to summarize certain pertinent federal income tax matters and is not a comprehensive description of the
tax rules applicable to First Financial Northwest or First Savings Bank.  The income tax returns of First Financial
Northwest and First Savings Bank have not been audited in the past seven years.

First Financial Northwest anticipates that it will file a consolidated federal income tax return with First Savings Bank
commencing with the first taxable year after completion of the conversion.  Accordingly, it is anticipated that any cash
distributions made by First Financial Northwest to its shareholders would be considered to be taxable dividends and
not as a non-taxable return of capital to shareholders for federal and state tax purposes.

Method of Accounting.  For federal income tax purposes, First Financial Northwest currently reports its income and
expenses on the accrual method of accounting and uses a fiscal year ending on December 31 for filing its federal
income tax return.

Minimum Tax.  The Internal Revenue Code imposes an alternative minimum tax at a rate of 20% on a base of regular
taxable income plus certain tax preferences, called alternative minimum taxable income.  The alternative minimum tax
is payable to the extent such alternative minimum taxable income is in excess of an exemption amount.  Net operating
losses can offset no more than 90% of alternative minimum taxable income.  Certain payments of alternative
minimum tax may be used as credits against regular tax liabilities in future years.  First Savings Bank has not been
subject to the alternative minimum tax, nor does it have any such amounts available as credits for carryover.

Net Operating Loss Carryovers.  A financial institution may carry back net operating losses to the pre- ceding two
taxable years and forward to the succeeding 20 taxable years.  This provision applies to losses incurred in taxable
years beginning after August 6, 1997.

Charitable Contribution Carryovers.  The Company may carryforward charitable contributions to the succeeding five
taxable years.  The utilization of the charitable contribution carryforward may not exceed 10% of taxable income as
defined by the federal taxation laws.  At December 31, 2007, First Financial Northwest had a charitable contribution
carryforward for federal income tax purposes of $15.5 million.  This carryforward was generated from the
Company=s creation of the First Financial Northwest Foundation to which it contributed a block of stock in
connection with the mutual to stock conversion, having a market value of $16.9 million.  Management fully expects to
utilize the benefit of the carryforward over the next five years.
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Corporate Dividends-Received Deduction.  First Financial Northwest may eliminate from its income dividends
received from First Savings Bank as a wholly-owned subsidiary of First Financial Northwest which intends to file a
consolidated return with First Savings Bank.  The corporate dividends-received deduction is 100%, or 80%, in the
case of dividends received from corporations with which a corporate recipient does not file a consolidated tax
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return, depending on the level of stock ownership of the payor of the dividend.  Corporations which own less than
20% of the stock of a corporation distributing a dividend may deduct 70% of dividends received or accrued on their
behalf.

Washington Taxation

The Company and its subsidiaries are subject to a business and occupation tax imposed under Washington law at the
rate of 1.50% of gross receipts. In addition, various municipalities also assess business and occupation taxes at
differing rates.  Interest received on loans secured by mortgages or deeds of trust on residential properties, rental
income from properties, and certain investment securities are exempt from this tax.

Executive Officers of the Company

The following table sets forth certain information with respect to the executive officers of First Financial Northwest
and First Savings Bank.

The current executive officers of First Financial Northwest consist of the same individuals who are executive officers
of First Savings Bank.  The business experience for at least the past five years for the executive officers of First
Financial Northwest or First Savings Bank is set forth below.

Victor Karpiak, age 53, is Chairman of the Board, President and Chief Executive Officer of First Financial Northwest
and First Savings Bank.  Prior to his appointment as President of First Savings Bank in 1999, he served as Executive
Vice President and Chief Financial Officer.  Mr. Karpiak has served as President and Chief Financial Officer of First
Financial Holdings, MHC and First Financial of Renton, predecessors of the Company, since they were established in
2002.  In January 2005, he was appointed Chairman of the Board and Chief Executive Officer of First Financial
Holdings, MHC, First Financial of Renton and First Savings Bank.  He has been with First Savings Bank for 30 years.

David G. Kroeger, age 62, is Executive Vice President of First Savings Bank=s commercial/construction lending
division, which was formed as a result of the lending operations of Executive House being assumed by First Savings
Bank effective January 1, 2008.  Prior to that, Mr. Kroeger had served as Executive Vice President of Executive
House since February 2006.  Before that, Mr. Kroeger was Director of the Division of Banks of the Washington State
Department of Financial Institutions from 1999 until 2006.  Prior to 1999, Mr. Kroeger held a number of senior
positions at the Federal Deposit Insurance Corporation.  Mr. Kroeger also serves on the board of directors of Bank of
Fairfield, Fairfield, Washington.

Robert H. Gagnier, age 60, is Vice President of First Financial Northwest and Senior Vice President and Chief
Lending Officer of First Savings Bank.  Mr. Gagnier has held his current position at First Financial Northwest since
2007, and at First Savings Bank since 2001.  Prior to serving in his current position, Mr. Gagnier had served as Vice
President, Loan Officer and Compliance Officer of First Savings Bank since 1986.

Roger Elmore, age 41, is Vice President of First Financial Northwest and Senior Vice President and Chief Operating
Officer of First Savings Bank as of January 1, 2008.  Prior to his promotion Mr. Elmore served as Vice President and
Senior Operations Officer of First Savings Bank, a position he had held since 2004.  Prior to that, Mr. Elmore was
Vice President-Risk Operations Division Manager at Washington Mutual Bank from 1993 until 2004.

Item 1A.  Risk Factors.

An investment in our common stock is subject to risks inherent in our business.  Before making an investment
decision, you should carefully consider the risks and uncertainties described below together with all of the other
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information included in this report.  In addition to the risks and uncertainties described below, other risks and
uncertainties not currently known to us or that we currently deem to be immaterial also may materially and adversely
affect our business, financial condition and results of operations.  The value or market price of our
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common stock could decline due to any of these identified or other risks, and you could lose all or part of your
investment.

A continued slowdown in the housing market may have a negative impact on our earnings and liquidity position.

The overall credit quality of our loan portfolio is directly affected by the strength of the U.S. economy, in particular
the strength of the economy in Washington state as well as the local economies in which we conduct our lending
operations.  Trends in residential housing prices also have an impact on the loan portfolio.  We continually monitor
changes in key economic factors such as unemployment and housing prices because changes in these factors can
impact the ability of our borrowers to repay their loans.

Across the United States over the past year, the housing market has experienced significant adverse trends, including
accelerated price depreciation and rising delinquency and default rates.  These conditions led to significant increases
in loan delinquencies and credit losses as well as increased provisions for loan losses which in turn have had a
negative affect on earnings for many banks across the country.  The Pacific Northwest did not experienced the same
adverse economic conditions until the fourth quarter of 2007.  At that time there were signs that our local economy
was beginning to experience some price deprecation and rising delinquency and default rates.  The current slowdown
in the housing market may continue to cause housing inventories to increase and slow ongoing housing developments,
putting more downward pressure on sales prices. Despite reduced home prices, the lack of liquidity in the housing
market and tightening of credit standards within the banking industry may continue to affect all home sales, further
reducing cash flow and weakening borrowers= ability to repay their debt obligations to us. As a result we may
experience a further negative material impact on our earnings and liquidity positions.

The lack of diversification in our loan portfolio may hurt both our asset quality and profits.

With substantially all of our loans secured by real property and concentrated in the State of Washington, and
specifically, 57.12%, 24.78%, and 5.15% of our total loan portfolio concentrated in King, Pierce and Snohomish
counties, Washington, respectively, a decline in local economic conditions could adversely affect the values of our
real estate collateral. Consequently, a decline in local economic conditions may have a greater effect on our earnings
and capital than on the earnings and capital of larger financial institutions whose real estate loan portfolios are
geographically diverse.

While one- to four-family first mortgages remain the largest portion of our loan portfolio, our operating strategy has
included an increased emphasis on the expansion of construction/land development, and commercial real estate and
multi-family lending and a decrease in the overall percentage of one- to four-family loans in our loan portfolio. In
addition, although these loans are intended to enhance the average yield of our earning assets, they do involve a
different, and possibly higher, level of risk of delinquency or collection than generally associated with loan portfolios
of more traditional community banks because, among other factors, these loans involve larger balances to a single
borrower or groups of related borrowers. In this regard, at December 31, 2007, approximately $103.3 million or
11.73% of our total loan portfolio, net consisted of construction/land development loans to five real estate builders and
their affiliates. As a result of this lending concentration, and since construction/land development  loans  generally
have large balances, if we make any errors in judgment in the collectibility of these loans, we may need to
significantly increase our provision for loan losses since any resulting charge-offs will be larger on a per loan
basis.  Consequently, this could materially adversely affect our future earnings. Further, if we lost our relationship
with one or more of these large borrowers our liquidity would substantially increase and our future earnings could be
adversely affected.

Our business strategy may result in increased volatility of earnings.
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Our business strategy is focused on diversifying our construction portfolio among more builders with less
concentration per builder.  In addition First Savings Bank is planning greater expansion in consumer and commercial
real estate lending.  These types of lending activities, while potentially more profitable than single-family lending,
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are generally more sensitive to regional and local economic conditions, making loss levels more difficult to
predict.  Collateral evaluation and financial statement analysis in these types of loans requires a more detailed analysis
at the time of loan underwriting and on an ongoing basis.  While economic trends in Western Washington State show
signs of weakening and may contribute to a decline in real estate values, which would reduce the value of the real
estate collateral securing our loans and increase the risk that we would incur losses if borrowers defaulted on their
loans.  In addition, the repayment of commercial real estate loans and apartment loans generally is dependent, in large
part, on the successful operation of the property securing the loan or the business conducted on the property securing
the loan.  Also, loan balances for commercial real estate and residential construction tract loans are typically larger
than those for permanent single-family and consumer loans.  Accordingly, when there are defaults and losses on these
types of loans, they are often larger on a per loan basis than those for permanent single-family and consumer loans.  A
secondary market for most types of commercial real estate and construction loans is not readily liquid, so we have less
opportunity to mitigate credit risk by selling part or all of our interest in these loans.

Our business strategy includes significant growth plans, and our financial condition and results of operations could be
negatively affected if we fail to grow or fail to manage our growth effectively.

We expect to experience growth in the amount of our assets, the level of our deposits and the scale of our
operations.  Achieving our growth targets requires us to attract customers that currently bank with other financial
institutions in our market, thereby increasing our share of the market.  In addition, to the extent we expand our lending
beyond our current market area, we could incur additional risk related to those new market areas. Our ability to
successfully grow will depend on a variety of factors, including our ability to attract and retain experienced bankers,
the continued availability of desirable business opportunities, the competitive responses from other financial
institutions in our market area and our ability to manage our growth.  While we believe we have the management
resources and internal systems in place to successfully manage our future growth, there can be no assurance growth
opportunities will be available or that we will successfully manage our growth.  If we do not manage our growth
effectively, we may not be able to achieve our business plan, and our business and prospects could be harmed.

We need to add additional executive officers and integrate these executive officers into our current operations.

Historically, as a result of operating a traditional thrift institution from one office, we had very few officers and
employees.  As a result of our growth and more complex operations, we added a chief financial officer effective
February 19, 2008, and we need to add a credit risk officer as well as a financial analyst with emphasis on interest rate
risk managment.  Because of the many management positions currently filled by Mr. Karpiak, any management
personnel recruited by us will need to interact successfully with him. It may be difficult to find qualified personnel
willing to work within our organizational structure knowing that Mr. Karpiak, who has previously served in their
capacity, is now supervising the position.  These employees will be important to our operations and our inability to fill
these positions could make continued growth difficult.  Furthermore, these employees must be successfully integrated
with our other personnel, which involves combining individuals with different business backgrounds, corporate
cultures, and management styles, while retaining other key employees. The process of hiring these executive officers
and integrating them into our organization could cause an interruption of, or loss of momentum in, our operations,
including the loss of customers and key personnel.

The loss of our current Chairman, President and Chief Executive Officer may hurt First Financial Northwest=s and
First Savings Bank=s operations because it may be difficult to hire qualified replacements.

The loss of our Chairman, President, and Chief Executive Officer, Victor Karpiak, could have a material adverse
impact on the operations of First Savings Bank since he has been instrumental in managing the business affairs of
First Savings Bank.  Other officers within First Savings Bank do not have the experience and expertise to readily
replace Mr. Karpiak.   If First Savings Bank were to lose Mr. Karpiak, the board of directors would most likely have
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to search outside of First Savings Bank for a qualified, permanent replacement.  This search may be prolonged and we
cannot assure you that First Savings Bank would be able to locate and hire a qualified replacement without
interruption of, or loss of momentum in, our operations.
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Mr. Karpiak has a significant amount of responsibility for the operations of First Savings Bank and performs a number
of different roles. As a result we face unique operational and internal control challenges because of our reliance on
him, which also makes risk management and general supervisory oversight more difficult. We believe we have
adequate risk management procedures and internal control systems in place, however, there can be no assurance that
errors will not occur or that we will be able to maintain effective internal controls in the future.  Any future failure to
maintain effective internal controls could impair the reliability of our financial statements which in turn could harm
our business, impair investor confidence and subject us to regulatory penalties.

Our business is subject to various lending risks which could adversely impact our results of operations and financial
condition.

Our business strategy centers on the continued transition to commercial banking activities in order to expand our net
interest margin.  Consistent with this strategy, we acquired Executive House to increase the percentage of our assets
consisting of construction/land development loans.  We are working to further reduce the percentage of our assets that
are lower-yielding residential loans and mortgage-backed securities by focusing on consumer lending, commercial
real estate and multi-family loans that have higher risk-adjusted returns.  Since December 31, 2003 we have increased
the amount of our construction/land development loans from 3.90% to 28.82% of our total loan portfolio at December
31, 2007 while reducing our one- to four-family residential loans from 60.81% to 42.45% of our total loan portfolio
over the same period.  Our increasing focus on these types of lending will continue to increase our risk profile relative
to traditional thrift institutions as we continue to implement our business strategy for the following reasons:

Construction Loans.  We make land purchase, lot development and real estate construction loans to individuals and
builders, primarily for the construction of residential properties.  We will originate these loans whether or not the
collateral property underlying the loan is under contract for sale.  Residential real estate construction loans include
single-family tract construction loans for the construction of entry level residential homes.  Over the last three years,
we have significantly increased the amount of construction/land development loans in our loan portfolio, both in
dollar amounts and as a percentage of our total loans.  At December 31, 2007, $288.4 million or 28.82% of our total
loan portfolio consisted of construction/land development loans primarily to builders of residential properties.  Of this
amount, $103.1 million in total, or $81.0 million, net of loans in process, are loans with three builders.  At December
31, 2007, we had an additional $14.8 million, or 1.48% of our total loan portfolio in construction loans for one- to
four-family properties that convert to permanent loans, which are classified in the one- to four-family category.  Also
at that date, we had an additional $15.5 million, or 1.55% of our total loan portfolio in construction loans on
commercial real estate loans that convert to permanent loans, which are commercial loans.  There were no
multi-family construction loans that convert to permanent loans at December 31, 2007.

Our construction/land development loans are based upon estimates of costs and values associated with the completed
project.  These estimates may be inaccurate.  Construction/land development lending involves additional risks when
compared with permanent residential lending because funds are advanced upon the security of the project, which is of
uncertain value prior to its completion.  Because of the uncertainties inherent in estimating construction costs, as well
as the market value of the completed project and the effects of governmental regulation of real property, it is relatively
difficult to evaluate accurately the total funds required to complete a project and the related loan-to-value ratio.  This
type of lending also typically involves higher loan principal amounts and is often concentrated with a small number of
builders.  In addition, generally during the term of a construction/land development loan, no payment from the
borrower is generally required since the accumulated interest is added to the principal of the loan through an interest
reserve.  These loans often involve the disbursement of substantial funds with repayment substantially dependent on
the success of the ultimate project and the ability of the borrower to sell or lease the property or obtain permanent
take-out financing, rather than the ability of the borrower or guarantor to repay principal and interest.  If our appraisal
of the value of a completed project proves to be overstated, we may have inadequate security for the repayment of the
loan upon completion of construction of the project and may incur a loss.  Our ability to continue to originate a

Edgar Filing: First Financial Northwest, Inc. - Form 10-K

74



significant amount of construction loans is dependent on the continued strength of the housing market in King, Pierce
and Snohomish counties, Washington which has recently shown signs
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of weakening. Further, if we lost our relationship with one or more of our larger borrowers building in these counties
or there is a decline in the demand for new housing in these counties, it is expected that the demand for construction
loans would decline, our liquidity would substantially increase and our net income would be adversely affected.

Commercial Real Estate Loans.  We originate commercial real estate loans for individuals and businesses for various
purposes which are secured by commercial real estate.  At December 31, 2007, $204.8 million or 20.46% of our total
loan portfolio consisted of commercial real estate loans, including commercial real estate construction loans of $15.5
million.

The credit risk related to commercial real estate loans is considered to be greater than the risk related to one- to
four-family residential or consumer loans because the repayment of commercial real estate loans typically is
dependent on the income stream of the real estate securing the loan as collateral and the successful operation of the
borrower=s business, which can be significantly affected by conditions in the real estate markets or in the
economy.  For example, if the cash flow from the borrower=s project is reduced as a result of leases not being
obtained or renewed, the borrower=s ability to repay the loan may be impaired.  In addition, many of our commercial
real estate loans are not fully amortizing and contain large balloon payments upon maturity.  These balloon payments
may require the borrower to either sell or refinance the underlying property in order to make the balloon payment.

If we foreclose on a commercial real estate loan, our holding period for the collateral typically is longer than for one-
to four-family residential mortgage loans because there are fewer potential purchasers of the collateral.  Additionally,
as a result of our increasing emphasis on this type of lending, a large portion of our commercial real estate loan
portfolio is relatively unseasoned and has not been subjected to unfavorable economic conditions.  As a result we may
not have enough payment history with which to judge future collectibility or to predict the future performance of this
part of our loan portfolio.  These loans may have delinquency or charge-off levels above our historical experience,
which could adversely affect our future performance.  Further, commercial real estate loans generally have relatively
large balances to single borrowers or related groups of borrowers.  Accordingly, if we make any errors in judgment in
the collectibility of our commercial real estate loans, any resulting charge-offs may be larger on a per loan basis than
those incurred with our residential or consumer loan portfolios.

Multi-family Residential Real Estate Loans.  Our multi-family loans are subject to collateral risk similar to other real
estate secured products.  While our primary lending markets have experienced strong demand for affordable housing,
valuations have increased significantly over the past several years and could be negatively impacted by a decrease in
investor demand.  At December 31, 2007, $76.0 million or 7.60% of our total loan portfolio consisted of multi-family
residential real estate loans.  We had no multi-family construction loans at December 31, 2007.

If our allowance for loan losses is not sufficient to cover actual loan losses, our earnings could be reduced.

We make various assumptions and judgments about the collectibility of our loan portfolio, including the
creditworthiness of our borrowers and the value of the real estate and other assets serving as collateral for the
repayment of many of our loans.  In determining the amount of the allowance for loan losses, we review our loans and
our loss and delinquency experience, and evaluate economic conditions.  Management recognizes that significant new
growth in loan portfolios, new loan products and the refinancing of existing loans can result in portfolios comprised of
unseasoned loans that may not perform in a historical or projected manner.  If our assumptions are incorrect, our
allowance for loan losses may not be sufficient to cover actual losses, resulting in additions to our
allowance.  Material additions to our allowance could materially decrease our net income.  Our allowance for loan
losses was 0.80% of total loans, and 24.71% of non-performing loans at December 31, 2007.  Our allowance
compared to total loans is below our peers as a result of our historical loss experience. In addition, bank regulators
periodically review our allowance for loan losses and may require us to increase our provision for loan losses or
recognize additional loan charge-offs.  Any increase in our allowance for loan losses or loan charge-offs as required
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by these regulatory authorities could have a material adverse effect on our financial condition and results of
operations.
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We may be unable to successfully integrate and grow the operations of Executive House.

In December 31, 2005, we acquired Executive House as a subsidiary of First Savings Bank.  Executive House has
always operated previously as an unregulated mortgage originator primarily of commercial real estate and
construction loans.  As part of the acquisition, the owner of Executive House, John P. Mills, continued his
employment with Executive House as President. In February 2006, First Savings Bank hired David G. Kroeger,
formerly with the Washington Division of Financial Institutions, as Executive Vice President to work with Mr. Mills.

On December 1, 2007, Mr. Mills retired as President of Executive House and Mr. Kroeger assumed his
duties.  Effective January 1, 2008, the lending  operations of Executive House were assumed by First Savings Bank,
creating a commercial lending division of First Savings Bank while retaining Executive House=s commercial/
construction lending emphasis.  Following January 1, 2008, Mr. Kroeger became an Executive Vice President of First
Savings Bank and oversees the commercial/construction lending division.

The difficulties in hiring and training new personnel for this type of business include integrating personnel with
different business backgrounds, and combining different corporate cultures, while retaining other key employees.  The
process of integrating personnel could cause an interruption of, or loss of momentum in, the operations of Executive
House and the loss of customers and key personnel.  During the years ended December 31, 2007 and  December 31,
2006, Executive House originated construction/land development loans of $233.7 million and $111.5 million,
respectively. These originations included $155.5 million and $76.3 million of one- to four-family construction loans to
builders, and $13.3 million and $3.6 million of multi-family real estate construction loans, and $63.6 million, $31.6
million of land development loans, and $1.3 million and $0 of commercial nonresidential construction loans, for the
respective periods.

In addition, we may not realize expected revenue increases, cost savings and other projected benefits from the
acquisition. Any delays or difficulties encountered in connection with integrating and growing the operations of
Executive House could have an adverse effect on our business and results of operations or otherwise adversely affect
our ability to achieve the anticipated benefits of the acquisition.

Fluctuations in interest rates could reduce our profitability and affect the value of our assets.

Like other financial institutions, we are subject to interest rate risk.  Our primary source of income is net interest
income, which is the difference between interest earned on loans and investments and the interest paid on deposits and
borrowings.  We expect that we will periodically experience imbalances in the interest rate sensitivities of our assets
and liabilities and the relationships of various interest rates to each other.  Over any defined period of time, our
interest-earning assets may be more sensitive to changes in market interest rates than our interest-bearing liabilities, or
vice versa.  In addition, the individual market interest rates underlying our loan and deposit products (e.g., prime) may
not change to the same degree over a given time period.  In any event, if market interest rates should move contrary to
our position, our earnings may be negatively affected.  In addition, loan volume and quality and deposit volume and
mix can be affected by market interest rates.  Changes in levels of market interest rates could materially affect our net
interest spread, asset quality, origination volume, and overall profitability.

 Interest rates have recently been at historically low levels. However, since December 31, 2004, the U.S. Federal
Reserve has changed its target for the federal funds rate 15 times, from 2.25% to 4.25%. While these short-term
market interest rates (which we use as a guide to price our deposits) increased through September 30, 2007, they
began to decrease in the fourth quarter of 2007.  Longer-term market interest rates (which we use as a guide to price
our longer-term loans such as one- to four-family residential mortgages) have stayed relatively flat through September
2007 and in the fourth quarter of 2007 began to decrease.  If short-term interest rates continue to fall, and if rates on
our deposits and borrowings continue to reprice downward faster than the rates on our long-term loans and
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investments, we would experience an increase in our interest rate spread and net interest margin, which would have a
positive effect on our profitability.
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We principally manage interest rate risk by managing our volume and mix of our earning assets and funding
liabilities. In a changing interest rate environment, we may not be able to manage this risk effectively. If we are unable
to manage interest rate risk effectively, our business, financial condition and results of operations could be materially
harmed.

Changes in the level of interest rates also may negatively affect our ability to originate real estate loans, the value of
our assets and our ability to realize gains from the sale of our assets, all of which ultimately affect our earnings. At
December 31, 2007, we had $671.8 million in loans due after one year with fixed rates of interest, representing
67.13% of our total loan portfolio and 58.88% of our total assets.  Our most recent Arate shock@ analysis  indicates
that our net portfolio value would be more adversely affected by an increase in interest rates than by a decrease.   See
Item 7, AManagement=s Discussion and Analysis of Financial Condition and Results of Operations B Asset and
Liability Management and Market Risk.@

Our single branch location limits our ability to attract retail deposits and as a result a large portion of our deposits are
certificates of deposit, including AJumbo@ certificates which may not be as stable as other types of deposits.

Our single branch location limits our ability to compete with larger institutions for non-interest bearing deposits as
these institutions have a larger branch network providing greater convenience to customers.  As a result, we are
dependent on more interest rate sensitive deposits. At December 31, 2007, $542.4 million, or 74.35%, of our total
deposits were certificates of deposit, and of that amount $346.2 million, or 63.83%, of the certificates of deposit were
Ajumbo@ certificates of $100,000 or more.  In addition, at that date our high yield money market accounts totaled
$161.4 million or 22.13% of our total deposits.  Deposit inflows are significantly influenced by general interest
rates.  Our money market accounts and jumbo certificates of deposit and the retention of these deposits are particularly
sensitive to general interest rates, making these deposits traditionally a more volatile source of funding than other
deposit accounts.  In order to retain our money market accounts and jumbo certificates of deposit, we may have to pay
a higher rate, resulting in an increase in our cost of funds. In a rising rate environment, we may be unwilling or unable
to pay a competitive rate because of the resulting compression in our interest rate spread.  To the extent that such
deposits do not remain with us, they may need to be replaced with borrowings or other deposits which could increase
our cost of funds and negatively impact our interest rate spread and our financial condition.

Our business is subject to general economic risks that could adversely impact our results of operations and financial
condition.

Changes in economic conditions, particularly an economic slowdown in Washington, could hurt our business.  Our
business is directly affected by political and market conditions, broad trends in industry and finance, legislative and
regulatory changes, and changes in governmental monetary and fiscal policies and inflation, all of which are beyond
our control.  Deterioration in economic conditions, in particular an economic slowdown within Washington, could
result in the following consequences, any of which could hurt our business materially:

$ loan delinquencies may increase;

$ problem assets and foreclosures may increase;

$ demand for our products and services may decline; and

$collateral for loans made by us, especially real estate, may decline in value, in turn reducing a client=s borrowing
power, and reducing the value of assets and collateral associated with our loans held for investment.
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A further downturn in the regional real estate market could hurt our business. Our business activities and credit
exposure are concentrated in Washington.  An extended downturn in the Washington real estate market could hurt our
business because many of our loans are secured by real estate located within the State of Washington,
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especially King, Pierce and Snohomish counties, Washington.  As of December 31, 2007, almost all of our real estate
loan portfolio, including home equity loans, consisted of loans secured by real estate located in Washington.  In recent
years, there has been a significant increase in real estate values in our market area, however, the fourth quarter of 2007
trends indicated these values have stabilized.  If there is a significant decline in real estate values in these geographic
areas, the collateral for our loans will provide less security and we may experience increases in nonperforming
loans.  As a result, our ability to recover on defaulted loans by selling the underlying real estate would be diminished,
and we would be more likely to suffer losses on defaulted loans which would hurt our net income.  Additionally, a
decline in real estate values could likewise adversely impact our portfolio of real estate loans and could result in a
decline in the origination of such loans.

We face strong competition from other financial institutions, financial service companies and other organizations
offering services similar to those offered by us, which could limit our growth and profitability.

We face direct competition from a significant number of financial institutions, many with a state-wide or regional
presence, and in some cases a national presence, in both originating loans and attracting deposits.  Competition in
originating loans comes primarily from other banks, mortgage companies and consumer finance institutions that make
loans in our primary market areas.  We also face substantial competition in attracting deposits from other banking
institutions, money market and mutual funds, credit unions and other investment vehicles.

In addition, banks with larger capitalization and non-bank financial institutions that are not governed by bank
regulatory restrictions have large lending limits and are better able to serve the needs of larger customers.  Many of
these financial institutions are also significantly larger and have greater financial resources than us, have been in
business for a longer period of time and have established customer bases and name recognition.

We compete for loans principally on the basis of interest rates and loan fees, the types of loans we originate and the
quality of service we provide to borrowers.  Our ability to attract and retain deposits requires that we provide
customers with competitive investment opportunities with respect to rate of return, liquidity, risk and other
factors.  To effectively compete, we may have to pay higher rates of interest to attract deposits, resulting in reduced
profitability.  If we are not able to effectively compete in our market area, our profitability may be negatively affected,
potentially limiting our ability to pay dividends.  The greater resources and deposit and loan products offered by some
of our competitors may also limit our ability to increase our interest-earning assets.  See Item 1., ABusiness B
Competition.@

We continually encounter technological change, and we may have fewer resources than many of our competitors to
continue to invest in technological improvements.

The financial services industry is undergoing rapid technological changes, with frequent introductions of new
technology-driven products and services.  The effective use of technology increases efficiency and enables financial
institutions to better serve customers and to reduce costs.  Our future success will depend, in part, upon our ability to
address the needs of our clients by using technology to provide products and services that will satisfy client demands
for convenience, as well as to create additional efficiencies in our operations.  Many of our competitors have
substantially greater resources to invest in technological improvements.  We may not be able to effectively implement
new technology-driven products and services or be successful in marketing these products and services to our
customers.

We are subject to extensive regulation which could adversely affect our business.

Our operations are subject to extensive regulation by federal, state and local governmental authorities and are subject
to various laws and judicial and administrative decisions imposing requirements and restrictions on part or all of our
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operations.  Because our business is highly regulated, the laws, rules and regulations applicable to it are subject to
regular modification and change.  Regulatory authorities have extensive discretion in their supervisory and
enforcement activities, including the imposition of restrictions on our operations, the classification of our assets and
determination of the level of our allowance for loan losses.  Any change in this regulation and oversight, whether in
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the form of regulatory policy, regulations, legislation or supervisory action, may have a material impact on our
operations or otherwise materially and adversely affect our business, financial condition, prospects or
profitability.  See Item 1., ABusiness  B How We Are Regulated B Regulation and Supervision of First Savings
Bank.@

Earthquakes in our primary market area may result in material losses because of damage to collateral properties and
our borrowers= inability to repay loans.

The Puget Sound region, where substantially all of the real and personal property securing our loans is located, is an
earthquake-prone region.  A major earthquake could result in material losses to us, although we have not experienced
any losses in the past ten years as a result of earthquake damage to collateral securing loans. Earthquake insurance is
generally not required by other lenders in the market area, and as a result in order to remain competitive in the
marketplace, we do not require earthquake insurance as a condition of making a loan.  Earthquake insurance is also
not always available at a reasonable coverage level and cost because of changing insurance underwriting practices in
our market area resulting from past earthquake activity and the likelihood of future earthquake activity in the
region.  Additionally, if the collateralized properties are only damaged and not destroyed to the point of total insurable
loss, borrowers may suffer sustained job interruption or job loss, which may materially impair their ability to meet the
terms of their loan obligations.  We cannot assure you that a major earthquake in our primary market area will not
result in material losses to us.  See Item 1., ABusiness B Natural Disasters.@

If we fail to maintain an effective system of internal control over financial reporting, we may not be able to accurately
report our financial results or prevent fraud, and as a result, investors and depositors could lose confidence in our
financial reporting, which could adversely affect our business, the trading price of our stock, and our ability to attract
additional deposits.

In connection with the rules and regulations promulgated by the SEC, we document and evaluate the Company=s
internal control over financial reporting in order to satisfy these requirements.  This requires us to prepare an annual
management report on our internal control over financial reporting, including among other matters, management=s
assessment of the effectiveness of internal control over financial reporting.  If we fail to identify and correct any
significant deficiencies in the design or operating effectiveness of our internal control over financial reporting or fail
to prevent fraud, current and potential shareholders and depositors could lose confidence in our internal controls and
financial reporting, which could adversely affect our business, financial condition and results of operations, the
trading price of our stock, and our ability to attract additional deposits.

Item 1B.  Unresolved Staff Comments

Not applicable.  First Financial Northwest has not received any written comments from the SEC regarding its periodic
or current reports under the Exchange Act that are unresolved.

Item 2.  Properties

At December 31, 2007, we had one full service office, which we own.  In October 2004, we began the renovation and
expansion of our existing office with the construction of a new two-story office building on property adjacent to our
existing office. The new building has approximately 49,500 square feet, including 47 underground garage parking
spaces, and is located on 2nd Street South between Wells Avenue and Williams Avenue in downtown Renton,
Washington.  This unique setting allows us to house each of our operations in adjoining offices, but with different
addresses.  The first phase of construction was completed in September 2005 and it is the site of First Financial
Northwest=s and First Savings Bank=s offices at 201 Wells Avenue South.  This location is also the site for the
operations of First Financial Northwest=s subsidiary, First Financial Diversified, at the address of 208 Williams
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Avenue South.  The final phase of construction, which included the renovation of our existing office, was completed
in March 2006 and has approximately 6,400 square feet, plus 11 parking spaces.  Beginning in January 2007, this
space housed the operations of First Savings Bank=s subsidiary, Executive House, at 207 Wells Avenue South.  The
total investment for the renovation of our existing office, land purchases, construction of the new office building and
equipment was approximately $14.1 million.
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Item 3.  Legal Proceedings

From time to time, we are involved as plaintiff or defendant in various legal actions arising in the normal course of
business.  As of December 31, 2007, we were not involved in any significant litigation and do not anticipate incurring
any material liability as a result of any such litigation.

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

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal year ended
December 31, 2007.

PART II

Item 5.    Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Our common stock is traded on The Nasdaq Stock Market LLC=s Global Select Market, under the symbol
"FFNW."  As of December 31, 2007, there were 22,852,800 shares of common stock issued and we had
approximately 1,108 shareholders of record, excluding persons or entities who hold stock in nominee or "street name"
accounts with brokers.

Dividends

Dividend payments by First Financial Northwest depend primarily on dividends it receives from First Savings
Bank.  Under federal regulations, the dollar amount of dividends First Savings Bank may pay depends upon its capital
position and recent net income.  Generally, if First Savings Bank satisfies its regulatory capital requirements, it may
make dividend payments up to the limits prescribed in the state law and FDIC regulations.  However, institutions that
have converted to a stock form of ownership may not declare or pay a dividend on, or repurchase any of, its common
stock if the effect thereof would cause the regulatory capital of the institution to be reduced below the amount required
for the liquidation account which was established in connection with the conversion.  Under Washington law, First
Financial Northwest is prohibited from paying a dividend if, as a result of its payment, it would be unable to pay its
debts as they become due in the normal course of business, or if First Financial Northwest's total liabilities would
exceed its total assets.  See Item 1., "Business - How We Are Regulated - Regulation and Supervision of First
Financial Northwest - Dividends."

The following table sets forth the market price range of, and dividends paid on, the Company's common stock for the
year ended December 31, 2007.  The Company=s common stock began trading on The Nasdaq Stock Market LLC on
October 10, 2007 accordingly no information prior to this date is available.  The following information was provided
by The Nasdaq Stock Market LLC.

High Low Dividends
Year ended December 31, 2007

October 10 - December 31 $ 11.95 $ 9.80 --

Stock Purchases

There have been no stock purchases since the completion of the mutual to stock conversion on October 9, 2007.
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Equity Compensation Plan Information

The equity compensation plan information presented under subparagraph (d) in Part III, Item 12 of this report is
incorporated herein by reference.

Performance Graph.  The following graph compares the cumulative total shareholder return on the Company=s
Common Stock with the cumulative total return on the Russell 2000 Index, the Nasdaq Bank Index, and the SNL
Thrift Index, a peer group index.  The graph assumes that total return includes the reinvestment of all dividends, and
that the value of the investment in the Company=s Common Stock and each index was $100 on October 10, 2007, and
is the base amount used in the graph.  The closing price of the Company=s Common Stock on December 31, 2007 was
$9.84.

Period Ending

Index 10/10/07 10/31/07 11/30/07 12/31/07
First Financial Northwest, Inc. 100.00 96.59 85.00 83.89
NASDAQ Bank Index 100.00 94.14 90.43 85.52
Russell 2000 100.00 98.01 90.98 90.92
SNL Thrift Index 100.00 88.82 76.98 69.46
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Item 6.    Selected Financial Data

The following table sets forth certain information concerning our consolidated financial position and results of
operations at and for the dates indicated and have been derived from our audited consolidated financial
statements.  The information below is qualified in its entirety by the detailed information included elsewhere herein
and should be read along with "Item 7. Management's Discussion and Analysis of Financial Condition and Results of
Operations" and "Item 8. Financial Statements and Supplementary Data."

At December 31,
2007 2006 2005 2004 2003

FINANCIAL CONDITION DATA: (In Thousands)

Total assets $ 1,140,888 $ 1,004,711 $ 879,650 $ 776,363 $ 726,876
Investment securities available for sale 119,837 149,051 184,279 265,557 291,391
Investment securities held to maturity 80,410 86,786 86,663 88,512 60,942
Loans receivable, net (1) 880,664 700,328 540,695 384,128 343,945
Goodwill 14,206 14,206 13,754 -- --
Deposits 729,494 750,710 689,502 666,271 634,973
Advances from Federal Home Loan Bank 96,000 147,000 90,000 17,000 7,000
Stockholders= Equity 309,286 104,042 96,353 90,238 81,456
Book value per common share (2) 13.53 N/A N/A N/A N/A

Year Ended December 31,
OPERATING DATA: 2007 2006 2005 2004 2003

(In Thousands)

Interest income $ 66,569 $ 55,260 $ 40,285 $ 36,464 $ 33,904
Interest expense 42,848 37,248 23,668 19,335 20,762

Net interest income 23,721 18,012 16,617 17,129 13,142
Provision for loan losses 6,000 320 137 -- 305

Net interest income after
   provision for loan losses 17,721 17,692 16,480 17,129 12,837

Noninterest income (expense) 589 (92) 354 400 611
Noninterest expense 25,969 8,384 4,739 3,782 3,235

Income before federal income
  taxes (7,659) 9,216 12,095 13,747 10,213
Federal income tax expense (3,675) 2,128 3,021 3,692 2,760

Net income (loss) $ (3,984) $ 7,088 $ 9,074 $ 10,055 $ 7,453

Basic loss per share (3) $ (0.51) N/A N/A N/A N/A

Diluted loss per share (3) $ (0.51) N/A N/A N/A N/A
___________________
(1)           Net of allowances for loan losses, loans in process and deferred loan fees.
(2)           The Company completed its mutual to stock conversion on October 9, 2007.
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(3)Loss per share is calculated for the period from October 9, 2007 to December 31, 2007 the period for which the
company was publicly-owned.
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At December 31,
OTHER DATA: 2007 2006 2005 2004 2003

Number of:
  Loans outstanding 3,015 2,558 2,209 1,886 1,820
  Deposit accounts 15,548 15,836 14,522 13,668 13,085
  Full-service offices 1 1 1 1 1

At or For the
Year Ended December 31,

KEY FINANCIAL RATIOS: 2007 2006 2005 2004 2003

Performance Ratios:
Return on assets (1) (0.37)% 0.75% 1.14% 1.35% 1.07%
Return on equity (2) (2.59) 6.86 9.55 11.82 9.78
Equity to asset ratio (3) 14.37 10.89 11.94 11.40 10.91
Interest rate spread (4) 1.75 1.76 1.87 2.05 1.56
Net interest margin (5) 2.30 2.01 2.18 2.34 1.90
Tangible equity to tangible assets (6) 26.19 9.07 9.54 11.62 11.21
Average interest-earning assets to
  average interest-bearing liabilities 113.48 106.05 109.94 111.38 111.28
Efficiency ratio (7)(8) 106.82 46.79 27.92 21.58 23.52
Noninterest expense as a
  percent of average total assets (8) 2.42 0.88 0.60 0.51 0.46

Capital Ratios (9):
Tier I leverage 16.62 8.61 9.70 10.94 10.50
Tier I risk-based 24.84 14.23 15.70 23.72 24.67
Total risk-based 25.91 14.56 16.03 24.00 25.00

Asset Quality Ratios:
Non-accrual and 90 days or
  more past due loans as a
  percent of total loans 3.22 0.02 0.05 0.07 0.19
Non-performing assets as a
  percent of total assets 2.83 0.02 0.03 0.03 0.09
Allowance for loan losses as a percent
  of total loans 0.80 0.26 0.27 0.24 0.28
Allowance for loan losses as a percent
  of non-performing loans 24.71 1279.87 550.33 375.47 146.32
Net charge-offs to average
  loans receivable, net -- -- 0.01 -- --
_______________________
(1) Net income divided by average total assets. 
(2) Net income divided by average equity.
(3) Average equity divided by average total assets.
(4)Difference between weighted average yield on interest-earning assets and weighted average cost on

interest-bearing liabilities.
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(5)Net interest margin, otherwise known as net yield on interest-earning assets, is calculated as net interest income
divided by average interest-earning assets.

(footnotes continue on following page)
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(6) Tangible equity is equity less goodwill and other intangible assets.
(7)The efficiency ratio represents the ratio of noninterest expense divided by the sum of net interest income and

noninterest income (expense).
(8)Noninterest expense in 2007 included a one-time expense for the establishment of the First Financial Northwest

Foundation of $16.9 million.  Without this one-time expense, the efficiency ratio for the year
ended December 31, 2007 would have been 37.19% and noninterest expense as a percent of average total assets for
this same period would have been 0.84%.

(9) Capital ratios are for First Savings Bank only.

Item 7.    Management's Discussion and Analysis of Financial Condition and Results of Operations

This discussion and analysis reviews our consolidated financial statements and other relevant statistical data and is
intended to enhance your understanding of our financial conditions and results of operations. The information in this
section has been derived from the Consolidated Financial Statements and footnotes thereto, which appear in Item 8 of
this Form 10-K.  You should read the information in this section in conjunction with the business and financial
information regarding First Savings Bank as provided in this Form 10-K.  Unless otherwise indicated, the financial
information presented in this section reflects the consolidated financial condition and results of operations of First
Financial Northwest and its subsidiaries.

Overview

First Savings Bank is a community-based savings bank primarily serving King and to a lesser extent, Pierce and
Snohomish counties, Washington through our full-service banking office and automated teller machine.  We are in the
business of attracting deposits from the public through our office and utilizing those deposits to originate loans.
Historically, we have been a traditional fixed rate portfolio lender originating residential home loans. We do not
participate in the subprime mortgage market. Our business strategy centers on the continued transition to commercial
banking activities in order to expand our net interest margin. Since December 31, 2003 we have increased the amount
of our construction/land development loans from 3.90% to 28.82% of our total loan portfolio at December 31, 2007
while reducing our one-to four-family residential loans from 60.81% to 42.45% over the same period. At December
31, 2007 our construction/land development loans totaled $288.4 million or 28.82% of our loan portfolio, substantially
all which are short-term adjustable rate loans. In contrast, our residential mortgage loans, commercial real estate and
multi-family loans are generally long term fixed rate loans.  We have not actively participated in traditional one- to
four-family adjustable rate mortgages, which portfolio comprises 0.70% of the total loan portfolio at December 31,
2007.  Included in this portfolio are construction permanent loans which adjust based on prime during the construction
phase but convert to a fixed rate loan upon completion, along with a limited number of seasoned residential loans.  We
consider this an insignificant portion of our loan portfolio and do not promote this type of loan product, nor do we
offer Ateaser@ rates or sub-prime lending.  Our loss history for this type of lending has been immaterial.

In recent years, national real estate and home values have increased substantially, as a result of the generally strong
national economy, speculative investing, and aggressive lending practices that provided loans to marginal borrowers
(generally termed as Asubprime@ loans).  The strong economy also resulted in strong increases in residential and
commercial real estate values and commercial and residential construction.  The national residential lending market
has experienced a noted slowdown in recent months, as loan delinquencies and foreclosure rates have risen. The
national home loan 30 days or more delinquency rate was 5.12% and the home foreclosure rate was 1.40% for the
second quarter of 2007, the most current data available, according to the National Delinquency Survey published by
the Mortgage Bankers Association.  In addition, according to the Survey the national percentage of subprime
adjustable rate mortgage loans in foreclosure was 5.52%.  Nationally, foreclosures and delinquencies are also being
driven by investor speculation in the states of Arizona, California, Florida and Nevada, while job losses and depressed
economic conditions in Indiana, Michigan and Ohio have resulted in the highest level of seriously delinquent loans.
Louisiana and Mississippi also have high residential loan delinquencies as a result of Katrina-related economic
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To date, King, Pierce and Snohomish counties have not experienced the same level of residential or commercial loan
delinquencies, as other parts of the United States, because the market area did not experience a high level of
speculative development for either residential or commercial development although there was some weakening in the
housing market during the fourth quarter of 2007.  In addition, unemployment levels in the region remained lower
than the national averages.  While King, Pierce and Snohomish counties real estate prices decreased for the first time
in several years, such prices did not decrease as rapidly as the rates experienced in other areas of the United
States.  For the third quarter of 2007, the delinquency rate of real estate borrowers in Washington State was
approximately one-half of the national average according to statistics published by the FDIC.  A contributing factor is
that the subprime loan market in the Seattle-Puget Sound region is a very small portion of the loans originated in the
market.  The Company does not originate Asubprime@ mortgage loans and currently holds no such loans in its
portfolio.

Our primary source of pre-tax income is net interest income. Net interest income is the difference between interest
income, which is the income that we earn on our  loans and investments, and interest expense, which is the interest
that we pay on our deposits and borrowings. Changes in levels of interest rates affect our net interest income. The
recent interest rate environment, which has caused short-term market interest rates to rise, while longer term interest
rates have not, has had a negative impact on our interest rate spread and net interest margin, which has reduced
profitability and caused a decrease in our return on average assets and return on average equity. To offset the negative
impact the current interest rate environment is having on our profitability, we are seeking to find means of increasing
interest income while controlling expenses. Consistent with this strategy, we acquired Executive House and are
working to further reduce the percentage of our assets that are lower-yielding residential loans and mortgage-backed
securities and to increase the percentage of our assets consisting of construction/land development loans, commercial
real estate and multi-family loans that have higher risk-adjusted returns. Although historically our loan losses have
been low, during 2007 we increased the allowance for loan losses by $6.0 million.  Of this increase, $4.5 million
related to impaired loans in our residential construction loan portfolio related to a specific borrowing
relationship.  The remaining increase was attributable to the change in the mix of our loan portfolio.  We will continue
to monitor our loan portfolios and make adjustments to our allowance as we deem necessary.

Our operating expenses consist primarily of compensation and benefits, occupancy and equipment, data processing,
marketing, postage and supplies, professional services and deposit insurance premiums. Compensation and benefits
consist primarily of the salaries and wages paid to our employees, payroll taxes and expenses for retirement and other
employee benefits. Occupancy and equipment expenses, which are the fixed and variable costs of building and
equipment, consist primarily of real estate taxes, depreciation charges, maintenance and costs of utilities.

Our employee stock ownership plan acquired 1,692,800 shares of First Financial Northwest common stock with a
$16.9 million loan from First Financial Northwest that will be be repaid over 15 years, resulting in an annual pre-tax
increase in compensation expense of approximately $1.1 million (assuming that the common stock maintains a value
of $10.00 per share).   Our operating expense has increased as a result of this increase in compensation expenses
associated with the allocation of employee stock ownership plan shares to employees.  The actual expense that will be
recorded for the employee stock ownership plan will be determined by the market value of the shares of common
stock as they are released to employees over the term of the loan, and whether the loan is repaid faster than its
contractual term allowing for an acceleration in the release of shares held as collateral for the loan. Accordingly,
increases in the stock price above $10.00 per share will increase the total employee stock ownership plan expense, and
any accelerated repayment of the loan along with an accelerated release of shares will increase the annual employee
stock ownership plan expense.  Through December 31, 2007, we recorded additional pre-tax operating expense of
$212,000 as a result of increased compensation costs with respect to the implementation of our employee stock
ownership plan.
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Subject to our shareholder approval, we plan on implementing our stock-based incentive plans in May 2008 which
will result in an increase in operating expenses.  Our stock-based incentive plan would grant options to purchase
shares up to 10% of our total outstanding shares to eligible participants, which would result in compensation expense
over the vesting period of the options. Assuming the market price of the common stock is
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$10.00 per share; all options are granted with an exercise price of $10.00 per share and have a term of 10 years; the
dividend yield on the stock is zero; the risk free interest rate is 4.90%; and the volatility rate on the common stock is
11.75%, the estimated grant-date fair value of the options utilizing a Black-Scholes option pricing analysis is $3.87
per option granted. Assuming this value is amortized over the five year vesting period, the corresponding annual
pre-tax expense associated with the stock option plan would be approximately $1.8 million.  In addition, our
stock-based incentive plan would award approximately 915,000 shares to eligible participants, which would be
expensed as the awards vest. Assuming that all shares are awarded at a price of $10.00 per share, and that the awards
vest over a five year period, the corresponding annual pre-tax expense would be approximately $1.8 million.

Additionally, the actual expense of the restricted shares will be determined by the fair market value of the stock on the
grant date, which might be greater than $10.00 per share. Further, the actual expense of the stock options will be
determined by the grant-date fair value of the options which will depend on a number of factors, including the
valuation assumptions used in the Black-Scholes option pricing model.

In addition to the operating expenses we will experience from the implementation of our existing and proposed stock
benefit plans as described above, we also will likely have an increase in compensation in connection with the hiring of
additional officers and employees.  We hired a chief financial officer effective February 19, 2008, and we intend to
hire a credit risk officer, a financial analyst, and accounting staff, which we estimate will increase our annual pre-tax
compensation expenses by approximately $400,000.

Our operating expenses are likely to also increase as a result of operating as a public company. These additional
expenses will be primarily legal and accounting fees, expenses necessary to comply with the internal control over
financial reporting provisions of The Sarbanes-Oxley Act of 2002 and expenses related to shareholder
communications and meetings.  We estimate that we will have an additional operating expenses as a public company
in 2008 of approximately $600,000.

While these additional expenses will reduce our earnings, we do not expect them to offset the additional income we
expect to receive by leveraging the proceeds we received in the mutual to stock conversion.

Our results of operations for 2007 were also significantly affected by the $16.9 million one-time operating expense
attributable to the formation of our charitable foundation First Financial Northwest Foundation.

Business Strategy

We are a community-oriented savings bank whose focus for the past several years has been primarily to gather
low-cost checking and saving deposits to fund a diversified mix of residential mortgage loans, commercial and
multi-family real estate loans and construction/land development loans.

Our business strategy is to operate and grow First Savings Bank as a well-capitalized and profitable community bank,
offering primarily one- to four-family mortgage loans, commercial and multi-family real estate loans and
construction/land development loans along with a diversified array of deposits and other products and services to
individuals and businesses in our market areas.  We intend to accomplish this strategy by leveraging our established
name and franchise, capital strength and mortgage production capability by:

$Capitalizing on our intimate knowledge of our local communities to serve the convenience and needs of customers,
delivering a consistent and high-quality level of professional service;

$Offering competitive deposit rates and developing customer relationships to attract new consumer and
transaction-based accounts;
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$Growing our loan portfolio by diversifying our construction loan portfolios and placing an emphasis on consumer
and commercial real estate, lending;
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$Managing credit risk to maintain a low level of nonperforming assets, and interest rate risk to optimize our net
interest margin; and

$ Improving our overall efficiency and profitability.

Critical Accounting Policies

Critical accounting policies are those that involve significant judgments and assumptions by management and that
have, or could have, a material impact on our income or the carrying value of our assets.  Our critical accounting
policies are those related to our allowance for loan losses.

Allowance for Loan Losses.  Management recognizes that loan losses may occur over the life of a loan and that the
allowance for loan losses must be maintained at a level necessary to absorb specific losses on impaired loans and
probable losses inherent in the loan portfolio.   Our Asset Liability Management Committee assesses the allowance for
loan losses on a quarterly basis.  The committee analyzes several different factors, including delinquency, charge-off
rates and the changing risk profile of our loan portfolio, as well as local economic conditions such as unemployment
rates, bankruptcies and vacancy rates of business and residential properties.

We believe that the accounting estimate related to the allowance for loan losses is a critical accounting estimate
because it is highly susceptible to change from period to period requiring management to make assumptions about
probable losses inherent in the loan portfolio; and the impact of a sudden large loss could deplete the allowance and
potentially require increased provisions to replenish the allowance, which would negatively affect earnings.

Our methodology for analyzing the allowance for loan losses consists of two components: formula and specific
allowances.  The formula allowance is determined by applying an estimated loss percentage to various groups of
loans.  The loss percentages are generally based on various historical measures such as the amount and type of
classified loans, past due ratios and loss experience, which could affect the collectibility of the respective loan types.

The specific allowance component is created when management believes that the collectibility of a specific loan, such
as a real estate, multi-family or commercial real estate loan, has been impaired and a loss is probable.

The allowance is increased by the provision for loan losses, which is charged against current period earnings and
decreased by the amount of actual loan charge-offs, net of recoveries.

Comparison of Financial Condition at December 31, 2007 and December 31, 2006

General.  Our total assets increased $136.2 million, or 13.55%, to $1.1 billion at December 31, 2007 from $1.0 billion
at December 31, 2006.  The asset growth resulted mainly from an increase in net loans receivable of $180.3
million.  This loan growth was funded primarily by excess liquidity, a combined net decrease in cash on hand and in
banks, interest-bearing deposits and Federal funds sold of $15.1 million, and a decrease in investments available for
sale of $29.2 million.
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Assets.  Total assets increased $136.2 million or 13.55% during the year ended December 31, 2007.  The following
table details the changes in the composition of our assets from December 31, 2006 to December 31, 2007.

Balance at
December 31,

2007

Increase/(Decrease)
from

 December 31,
2006

Percentage
Increase/(Decrease)

(Dollars in Thousands)

Cash on hand and in banks $ 3,675 $ (8,460) (69.72)%
Interest-bearing deposits                                           787 (6,451) (89.13)
Federal funds sold                                7,115 (175) (2.40)
Mortgage servicing rights 1,126 (434) (27.82)
Investments available for sale 119,837 (29,214) (19.60)
Investments held to maturity 80,410 (6,376) (7.35)
Loans receivable, net                                           880,664 180,336 25.75
Premises and equipment, net 13,339 (398) (2.90)
Federal Home Loan Bank
  stock, at cost                                4,671 -- --
Accrued interest receivable 5,194 484 10.28
Prepaid expenses and other assets 2,771 408 17.27
Income tax receivable                                           -- (636) (100.00)
Deferred tax assets, net                                           7,093 7,093 100.00
Goodwill                      14,206 -- --
    Total assets                                $ 1,140,888 $ 136,177 13.55%

Cash on hand and in banks, interest-bearing deposits, and Federal funds sold decreased $8.5 million, $6.5 million, and
$175,000, respectively, from December 31, 2006, as these funds were used to fund the loan growth during the year
ended December 31, 2007.

Loans receivable, net increased $180.4 million to $880.7 million at December 31, 2007 from $700.3 million at
December 31, 2006.  During the year ended December 31, 2007, we originated $118.6 million in one- to four-family
mortgage loans.  We also originated $66.3 million and $10.0 million in commercial real estate and multi-family
mortgages and $5.9 million in consumer loans.  Our construction/land development loan originations during the
period were $233.7 million in line with our business strategy previously adopted.  The loan growth during the year
ended December 31, 2007 was partially offset by $191.7 million in principal repayments received during the period.

Investments available for sale decreased $29.2 million or 19.60% to $119.8 million at December 31, 2007 from
$149.0 million at December 31, 2006.  This decrease was the result of our using the liquidity generated by principal
repayments to fund increased commercial real estate and construction/land development loan demand.

Net deferred tax assets, increased $7.1 million primarily as a result of the deferred tax effect of the Company=s one
time contribution to establish First Financial Northwest Foundation and the increase in the provision for loan losses.

Deposits.  During the year ended December 31, 2007, deposits decreased $21.2 million to $729.5 million at December
31, 2007.   The decrease in deposits was the result of decreases in money market accounts of $36.7 million,
noninterest-bearing accounts of $2.1 million and statement savings accounts of $2.7 million.  These decreases were
partially offset by  increases in certificate accounts of $18.0 million and NOW accounts of $2.3 million.  The growth
in our certificates of deposit was the result of our increasing rates available on those products relative to other deposit
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Advances.  We use advances from the Federal Home Loan Bank of Seattle as an alternative funding source to deposits
to manage funding costs and reduce interest rate risk and to leverage our balance sheet.  The net effect was to fund
increases in total interest-earning assets, thereby incrementally increasing our net interest income.  Total advances at
December 31, 2007 were $96.0 million, a decrease of $51.0 million, or 34.69%, from December 31, 2006.  This
decrease was attributable to our utilization of funds received from our recent offering to reduce advances from the
Federal Home Loan Bank of Seattle.

Stockholders= Equity.  Total stockholders= equity increased $205.3 million, or 197.40%, to $309.3 million at
December 31, 2007 from $104.0 million at December 31, 2006.  This was primarily a result of $224.4 million from
our offering partially offset by the purchase of employee stock ownership plan shares of $16.9 million and a net loss
of $4.0 million, which included the one-time contribution of $16.9 million of the First Financial Northwest
Foundation, for the year ended December 31, 2007.

Comparison of Operating Results for the Year Ended December 31, 2007 and December 31, 2006

General.  Our net loss for the year ended December 31, 2007 was $4.0 million, a decrease of $11.1 million from net
income of $7.1 for the prior year.  The decrease in net income was the result of a $5.7 million increase in net interest
income, a $5.7 million increase in the provision for loan losses, a $681,000 increase in total noninterest income, an
increase of $17.6 million in noninterest expense, which included the one-time contribution and a decrease of $5.8
million in federal income tax expense.

Net Interest Income.  Our net interest income increased $5.7 million for the year ended December 31, 2007 to $23.7
million, compared to $18.0 million for the year ended December 31, 2006 primarily as a result of the $172.4 million
increase in our average loans receivable partially offset by a 30 basis point increase in our average cost of funds and a
$63.8 million increase in our average interest bearing liabilities.  During the year, our average yield on
interest-earning assets and our average cost of funds increased 29 and 30 basis points, respectively, resulting in a one
basis point decrease in our interest rate spread.

Interest Income.  Total interest income increased $11.3 million to $66.6 million for the year ended December 31, 2007
from $55.3 million for the year ended December 31, 2006.  The following table compares detailed average earning
asset balances, associated yields and resulting changes in interest income for the year ended December 31, 2007 and
2006:

Year Ended December 31,
2007 2006 Increase/

Average
Balance Yield

Average
Balance Yield

(Decrease)
in Interest

and
Dividend
Income

(Dollars in Thousands)

Loans receivable,
net                                           $ 794,610 7.06% $ 622,183 6.98% $ 12,707
Investment securities available for sale 132,217 4.50 165,668 4.37 (1,284)
Investment securities held to maturity 85,661 4.45 86,854 4.40 (10)
Federal Home Loan Bank
stock                                                      4,671 0.60 4,671 0.11 23
Federal funds sold and interest bearing
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  deposits                      12,451 5.30 15,129 5.20 (127)
Total interest-earning
assets                                                      $ 1,029,610 6.47% $ 894,505 6.18% $ 11,309

Average total interest-earning assets increased $135.1 million during the year ended December 31, 2007 compared to
the year ended December 31, 2006 primarily as a result of the increase in the average balance of our loans receivable,
net which resulted in an increase of $12.7 million in loan interest income.  These results were

55

Edgar Filing: First Financial Northwest, Inc. - Form 10-K

103



attributable to our investing our stock offering proceeds and utilizing proceeds received from the maturation of and
interest received on investment securities and using increased deposits and Federal Home Loan Bank advances to fund
higher yielding commercial real estate and construction/land development loans.

Interest Expense.  Total interest expense for the year ended December 31, 2007 was $42.8 million, an increase of $5.6
million from the prior year.  The following table details average balances, cost of funds and the resulting increase in
interest expense for the year ended December 31, 2007 and 2006:

Year Ended December 31,
2007 2006 Increase/

Average
Balance Cost

Average
Balance Cost

(Decrease)
in Interest
Expense

(Dollars in Thousands)

NOW accounts                                $ 33,780 0.95% $ 14,596 0.54% $ 241
Statement savings
accounts                                                      14,217 1.75 16,139 1.76 (35)
Money market
accounts                                           188,805 4.18 201,109 4.16 (484)
Certificates of
deposit                                           521,126 5.06 491,657 4.53 4,121
Advances from Federal Home Loan Bank 149,365 5.37 119,966 5.22 1,757
Total interest-bearing
liabilities                                                      $ 907,293 4.72% $ 843,467 4.42% $ 5,600

The average balance of total interest-bearing liabilities increased $63.8 million for the year ended December 31, 2007
compared to December 31, 2006.  Our total interest expense increased $5.6 million primarily as a result of a 30 basis
point increase in our average total cost of funds and to a lesser extent increases in the average balance of our
deposits.  The average balance of certificates of deposit increased $29.5 million compared to the same period last year,
the average cost of funds for these certificates increased 53 basis points reflecting the higher interest rate environment
during the period and related interest expense increased $4.1 million.  The average balance of advances from the
Federal Home Loan Bank increased $29.4 million for the year ended December 31, 2007 from the same period in
2006, the average cost of advances increased 15 basis points and related interest expense increased $1.8 million.

Provision for Loan Losses.  We establish provisions for loan losses, which are charged to operations, at a level
necessary to absorb known and inherent losses that are both probable and reasonably estimable at the date of the
financial statements.  In evaluating the level of the allowance for loan losses management considers historical loss
experience, the types of loans and the amount of loans in the loan portfolio, adverse situations that may affect the
borrower=s ability to repay, the estimated value of any underlying collateral, peer group information, and prevailing
economic conditions.  This evaluation is inherently subjective, as it requires estimates that are susceptible to
significant revision as more information becomes available or as future events differ from predictions.

We recorded a $6.0 million provision for loan losses for the year ended December 31, 2007, an increase of $5.7
million from the year ended December 31, 2006.  Of this increase, $4.5 million related to $30.7 million of impaired
loans to one builder for projects secured by real estate in King, Pierce and Thurston counties, Washington.  These
loans are to a builder of entry level homes whose sales have been impacted by the current credit tightening as first
time home purchasers generally have lower credit scores and a minimal amount of equity to finance the purchase. The
remaining increase is attributable to growth in the portfolio and the peer group analysis incorporated as part of the
methodology we utilized to compute the balance required for our allowance for loan loss account as a result of our
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lack of any historical loss experience.

We used a consistent methodology in assessing the allowance for both 2007 and 2006.  However, for 2007 our
assumptions were modified to place greater emphasis on our increasing construction/land development loan portfolio
and the incremental risks associated with the increased lending activities.  We also reviewed the national

56

Edgar Filing: First Financial Northwest, Inc. - Form 10-K

105



trend of declining home sales with potential housing market value depreciation and our expanded position in
construction/land development and commercial real estate lending.  The allowance for loan losses was $8.0 million or
0.80% of total loans at December 31, 2007 as compared to $2.0 million, or 0.26% of total loans outstanding at
December 31, 2006.  The level of the allowance is based on estimates, and the ultimate losses may vary from the
estimates.

Determining the amount of the allowance for loan losses necessarily involves a high degree of
judgment.  Management reviews the level of the allowance at least on a quarterly basis, and establishes the provision
for loan losses based on the composition of the loan portfolio, delinquency levels, loss experience, economic
conditions, and other factors related to the collectibility of the loan portfolio.  We have allocated the allowance
amount categories of loan types as well as classification status at each period-end date.  Assumptions and allocated
percentages based on loan types and classification status have been consistently applied.   Non-performing loans are
assigned a higher percentage of allowance allocation.

Although we believe that we used the best information available to establish the allowance for loan losses, future
additions to the allowance may be necessary based on estimates that are susceptible to change as a result of changes in
economic conditions and other factors.  Any increase or decrease in the provision for loan losses has a corresponding
negative or positive effect on net income.

At or For the Year
Ended

December 31,
2007 2006

(Dollars in Thousands)

Provision for loan losses $ 6,000 $ 320
Net charge-offs -- --
Allowance for loan losses 7,971 1,971
Allowance for losses as a percentage of total loans
  outstanding at a the end of the period 0.80% 0.26%
Allowance for loan losses as a percentage of
  nonperforming loans at end of period 24.71% 1279.87%
Total nonaccrual and 90 days or more past due loans 32,255 154
Nonaccrual and 90 days or more past due loans as a
  percentage of total loans 3.22% 0.02%
Total loans receivable $ 1,000,750 $ 763,755
Total loans originated $ 434,427 $ 312,922
Total loans purchased $ 25 $ 6,130
Total loans sold $ 5,796 $ 4,245

Noninterest Income (Expense).  Noninterest income increased $681,000 or 740.22% to $589,000 for the year ended
December 31, 2007 from the year ended December 31, 2006.  The following table provides a detailed analysis of the
changes in the components of noninterest income:
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Year Ended
December 31, 2007

Increase/(Decrease)
from

December 31, 2006
Percentage

Increase/(Decrease)
(Dollars in Thousands)

Service fees and charges on
  deposit accounts                                $ 78 $ 5 6.85%
Loan service fees and charges 339 (81) (19.29)
Gain (loss) on sale of investments -- 3 100.00
Mortgage servicing rights, net (331) 316 48.84
Other           503 438 673.85
Total noninterest income (expense) $ 589 $ 681 740.22%

Noninterest income related to mortgage servicing rights increased $316,000 for the year ended December 31, 2007
from the year ended December 31, 2006.  The primary difference was the result of a decrease of $321,000 in mortgage
servicing amortization caused by the reduction in amortization expense for the period. Mortgage servicing rights are
amortized in proportion to, and over, the estimated period the net servicing income will be collected.  The carrying
value of mortgage servicing rights is evaluated quarterly in relation to estimated future cash flows to be received with
amortization expense adjusted to reflect any change in evaluation.

Other noninterest income increased $438,000 for the year ended December 31, 2007 from the year ended December
31, 2006.  The difference was primarily attributable to proceeds of $374,000 on a one-time payment due from an
insurance policy First Savings Bank owned on one of its former officers who passed away in December 2007, wire
transfer fees generated approximately $16,000 mainly from customers involved with our mutual to stock conversion
and an increase in miscellaneous fees and other income of $48,000.

Noninterest Expense.  Noninterest expense increased $17.6 million during the year ended December 31, 2007 to $26.0
million, from $8.4 million for the year ended December 31, 2006.  The following table provides an analysis of the
changes in the components of noninterest expense:

Year Ended
December 31, 2007

Increase/(Decrease)
from

December 31, 2006
Percentage

Increase/(Decrease)
(Dollars in Thousands)

Compensation and benefits $ 5,383 $ 52 0.98%
Occupancy and equipment 1,060 (32) (2.93)
Data processing                                468 111 31.09
Professional fees                                619 382 161.18
Marketing                      274 37 15.61
First Financial Northwest
  Foundation contribution 16,928 16,928 100.00
Office supplies and postage 194 (7) (3.48)
Regulatory fees and deposit
  insurance
premiums                                           126 (53) (29.61)
Bank and ATM
charges                                           244 126 106.78
Other           673 41 6.49
Total noninterest expense $ 25,969 $ 17,585 209.74%
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Major components of the increase in noninterest expense include:
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Professional fees increased $382,000 for the year ended December 31, 2007 from the year ended December 31,
2006.  The increase was the result of additional accounting and legal fees incurred as a result of the change to a
publicly owned company.

The $16.9 million contribution to the First Financial Northwest Foundation for the year ended December 31, 2007 was
a one-time contribution to fund the Foundation.

Noninterest expense will increase going forward as a result of the accounting, legal, and various other additional
noninterest expenses associated with operating as a public company, particularly as a result of the requirements of the
Sarbanes-Oxley of 2002.  In addition, noninterest expense will increase going forward as a result of the
implementation of the stock benefit plans being proposed at our annual meeting of shareholders.

Federal Income Tax (Benefit) Expense.  Federal income tax expense decreased $5.8 million for the year ended
December 31, 2007 to a tax benefit of $3.7 million from an expense of $2.1 million for the year ended December 31,
2006.  The decrease in the federal income tax expense was mainly related to the $16.9 million donation to First
Financial Northwest Foundation.  There is no State of Washington income tax.

Comparison of Financial Condition at December 31, 2006 and December 31, 2005

General.  Our total assets increased $125.1 million, or 14.22%, to $1.0 billion at December 31, 2006 from $879.7
million at December 31, 2005.  The asset growth resulted mainly from an increase in net loans receivable of $159.6
million.  This loan growth was funded primarily by a decrease in investments available for sale of $35.2 million, a
$61.2 million increase in deposits, a $57.0 million increase in advances from the Federal Home Loan Bank of Seattle
and $7.1 million in net income.

Assets.  Total assets increased $125.1 million or 14.22% during the year ended December 31, 2006.  The following
table details the changes in the composition of our assets from December 31, 2005 to December 31, 2006.

Balance at
December 31, 2006

Increase/(Decrease)
from

 December 31, 2005
Percentage

Increase/(Decrease)
(Dollars in Thousands)

Cash on hand and in
banks                                                      $ 12,135 $ 7,566 165.59%
Interest-bearing
deposits                                           7,238 (5,066) (41.17)
Federal funds sold                                7,290 (2,020) (21.70)
Mortgage servicing
rights                                                      1,560 (1,440) (48.00)
Investment securities available for sale 149,051 (35,228) (19.12)
Investment securities held to maturity 86,786 123 0.14
Loans receivable,
net                                           700,328 159,633 29.52
Premises and equipment,
net                                                      13,737 (45) (0.33)
Federal Home Loan Bank   stock, at cost 4,671 -- --
Accrued interest
receivable                                                      4,710 292 6.61
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Prepaid expenses and other assets 2,363 158 7.17
Income tax
receivable                                           636 636 100.00
Goodwill                      14,206 452 3.29
    Total assets                                $ 1,004,711 $ 125,061 14.22%

Mortgage servicing rights decreased $1.4 million from the prior year based on a combination of a purchase accounting
adjustment and principal amortization on loans contained in the servicing portfolio during the year.  Goodwill
increased $452,000 during 2006 as a result of adjustments made to the account for the acquisition of Executive
House.  This acquisition was made on December 30, 2005.
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Securities available for sale decreased $35.2 million or 19.12% to $149.1 million at December 31, 2006 from $184.2
million at December 31, 2005.  This decrease was the result of our using the liquidity generated by investment sales
and maturities to fund increased commercial real estate and construction/land development loan demand.

Loans receivable, net increased $159.6 million, or 29.52%, to $700.3 million at December 31, 2006 from $540.7
million at December 31, 2005.  During the year ended December 31, 2006 we originated $126.2 million in one- to
four-family mortgage loans. We also originated $51.9 million and $12.7 million in commercial real estate and
multi-family mortgages, respectively, $118.4 million in construction/land development loans, and $3.9 million in
consumer loans. Loan purchases amounted to $6.1 million during the year ended December 31, 2006 compared to
$218.2 million during the year ended December 31, 2005. During 2005, prior to, and in connection with the
acquisition of Executive House, we purchased $14.9 million in one- to four-family loans, $9.5 million in multi-family
loans, $29.3 million in commercial real estate loans, and $164.5 million in construction/land development loans.  Our
loan growth during the year ended December 31, 2006 was partially offset by $167.3 million in principal repayments
received during the year. Principal repayments received during the year ended December 31, 2005 were $99.7 million.

Deposits.  During the year ended December 31, 2006, deposits increased $61.2 million to $750.7 million at December
31, 2006.   The increase in deposits was the result of an increase in certificate accounts of $47.9 million, money
market accounts of $18.7 million and noninterest-bearing accounts of $2.5 million that was partially offset by a
decrease in statement savings and NOW accounts of $7.9 million.  The shift towards higher-rate certificates of deposit
was a result of the increased rates available on those products relative to other deposit products or other investments in
the interest rate environment experienced in 2006.

Advances.  We use advances from the Federal Home Loan Bank of Seattle as an alternative funding source to deposits
to manage funding costs and reduce interest rate risk and to leverage our balance sheet.  The net effect was to fund
increases in total interest-earning assets, thereby incrementally increasing our net interest income.   Total advances at
December 31, 2006 were $147.0 million, an increase of $57.0 million, or 63.33%, from December 31, 2005.  This
increase was attributable to our utilization of advances from the Federal Home Loan Bank of Seattle to fund loan
originations generated by Executive House.

Equity.  Total equity increased $7.7 million, or 7.98%, to $104.0 million at December 31, 2006 from $96.4 million at
December 31, 2005 primarily due to $7.1 million of net income for the year ended December 31, 2006.

Comparison of Operating Results for the Years Ended December 31, 2006 and December 31, 2005

General.  Our net income for the year ended December 31, 2006 was $7.1 million, a decrease of $2.0 million from the
comparable period in the prior year.  The decrease in net income was the result of a $1.4 million increase in net
interest income, offset by a $183,000 increase in the provision for loan losses, a $446,000 decrease in total noninterest
income (expense), an increase of $3.6 million in noninterest expense and a decrease of $893,000 in federal income tax
expense.

Net Interest Income.  Our net interest income increased $1.4 million for the year ended December 31, 2006 to $18.0
million, compared to $16.6 million for the comparable period in the prior year.  Average total interest-earning assets
increased $132.5 million from the prior year.  During that same period, our average cost of funds increased 100 basis
points resulting in an 11 basis point reduction in our interest rate spread.

Interest Income.  Total interest income for the year ended December 31, 2006 increased $15.0 million to $55.3 million
from the prior year.  The following table compares detailed average earning asset balances, associated yields and
resulting changes in interest income for the years ended December 31, 2006 and 2005:
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Year Ended December 31,
2006 2005 Increase/

Average
Balance Yield

Average
Balance Yield

(Decrease)
in Interest

and
Dividend
Income

from 2005
(Dollars in Thousands)

Loans receivable, net                                           $ 622,183 6.98% $ 415,457 6.28% $ 17,341
Investment securities available for sale 165,668 4.37 231,590 4.13 (2,334)
Investment securities held to maturity 86,854 4.40 87,159 4.41 (22)
Federal Home Loan Bank
stock                                                      4,671 0.11 4,671 0.41 (14)
Federal funds sold and interest bearing
  deposits                      15,129 5.20 23,092 3.39 4
Total interest-earning
assets                                                      $ 894,505 6.18% $ 761,969 5.29% $ 14,975

Average total interest-earning assets increased $132.5 million during the year ended December 31, 2006 compared to
the year ended December 31, 2005 as a result of the increase in our loan portfolio. Our 89 basis point increase in the
average yield on total interest-earning assets resulted in an increase of $15.0 million in total interest income.  These
results were attributable to our redeploying proceeds received from the maturation of and interest received on
investment securities and using increased deposits and Federal Home Loan Bank advances to fund higher yielding
commercial real estate and construction/land development loans.

Interest Expense.  Total interest expense for the year ended December 31, 2006 was $37.2 million, an increase of
$13.6 million from the prior year.  The following table details average balances, cost of funds and the resulting
decrease in interest expense for the year ended December 31, 2006 and 2005:

Year Ended December 31,
2006 2005 Increase/

Average
Balance Cost

Average
Balance Cost

(Decrease)
in Interest
Expense

from 2005
(Dollars in Thousands)

NOW accounts                                $ 14,596 0.54% $ 14,734 0.58% $ (6)
Statement savings
accounts                                                      16,139 1.76 23,415 1.77 (130)
Money market accounts                                           201,109 4.16 186,026 2.70 3,337
Certificates of deposit                                           491,657 4.53 456,262 3.85 4,685
Advances from Federal Home Loan Bank 119,966 5.22 12,616 4.53 5,694
Total interest-bearing
liabilities                                                      $ 843,467 4.42% $ 693,053 3.42% $ 13,580
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The average balance of total interest-bearing liabilities increased $150.4 million for the year ended December 31,
2006 compared to the year ended December 31, 2005.  Our total interest expense increased $13.6 million primarily as
a result of a 100 basis point increase in our average total cost of funds and to a lesser extent, increases in the average
balance of our deposits.  The average balance of certificates of deposit increased $35.4 million during the same period,
the average cost of funds for these certificates increased 68 basis points and interest expense increased $4.7
million.  This increase was primarily the result of a higher interest rate environment during the year and a special
promotion in connection with the grand opening of our new bank facility. The average balance of advances from the
Federal Home Loan Bank increased $107.4 million for the year ended December 31, 2006
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from the same period in 2005, the average cost of funds increased 69 basis points and interest expense increased $5.7
million.

Provision for Loan Losses.  We recorded a provision for loan losses for the year ended December 31, 2006, of
$320,000, an increase of $183,000 compared to the year ended December 31, 2005 in connection with the continuing
change in the portfolio mix of our loans.  This increase was a direct result of the methodology we utilized to compute
the balance required for our allowance for loan loss account.

We used a consistent methodology in assessing the allowance for loan losses for both 2006 and 2005.  The allowance
for loan losses was $2.0 million or 0.26% of total loans at December 31, 2006 as compared to $1.7 million, or 0.27%
of total loans outstanding at December 31, 2005.  The level of the allowance is based on estimates, and our ultimate
losses may vary from the estimates.  In addition, during 2005, the allowance increased by $546,000 as a result of the
acquisition of Executive House.

Although we believe that we used the best information available to establish the allowance for loan losses, future
additions to the allowance may be necessary based on estimates that are susceptible to change as a result of changes in
economic conditions and other factors.  Any increase or decrease in the provision for loan losses has a corresponding
negative or positive effect on net income.  The following table details activity and information related to the allowance
for loan losses for the years ended December 31, 2006 and 2005:

At or For the Year
Ended December 31,

2006 2005
(Dollars in Thousands)

Provision for loan losses $ 320 $ 137
Acquisition of Executive House -- 546
Net charge-offs -- 27
Allowance for loan losses 1,971 1,651
Allowance for losses as a percentage of total loans
  outstanding at a the end of the period 0.26% 0.27%
Allowance for loan losses as a percentage of
  nonperforming loans at end of period 1279.87% 550.33%
Total nonaccrual and 90 days or more past due loans 154 300
Nonaccrual and 90 days or more past due loans as a
  percentage of total loans 0.02% 0.05%
Total loans receivable $ 763,755 $ 616,235
Total loans originated $ 312,922 $ 91,333
Total loans purchased $ 6,130 $ 218,230
Total loans sold $ 4,245 $ --

Noninterest Income (Expense).  Noninterest income (expense) decreased $446,000, or 125.99% to an expense of
$92,000 for the year ended December 31, 2006 from the prior year.  The following table provides a detailed analysis
of the changes in the components of noninterest income:
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Year Ended
December 31,

2006

Increase/(Decrease)
from

December 31,
2005

Percentage
Increase/(Decrease)

(Dollars in Thousands)
Service fees and charges on
  deposit accounts                                $ 73 $ 7 10.61%
Loan service fees and charges 420 100 31.25
Gain (loss) on sale of investments (3) 82 96.47
Mortgage servicing rights, net (647) (647) (100.00)
Other           65 12 22.64
Total noninterest income (expense) $ (92) $ (446) (125.99)%

Loan service fees and charges increased $100,000 to $420,000 for the year ended December 31, 2006 compared to the
year ended December 31, 2005 primarily reflecting our increased loan origination as a result of our acquisition of
Executive House.

Mortgage servicing rights, net decreased $647,000 during 2006 from the prior year.  This decrease was the result of
amortization during the year of $755,000, offset by mortgage servicing fees of $108,000.

Noninterest Expense.  Noninterest expense increased $3.6 million during the year ended December 31, 2006 to $8.4
million, compared to $4.7 million for the prior year.  The following table provides an analysis of the changes in the
components of noninterest expense:

Year Ended
December 31,

2006

Increase/(Decrease)
from

December 31,
2005

Percentage
Increase/(Decrease)

(Dollars in Thousands)

Compensation and benefits $ 5,331 $ 2,454 85.30%
Occupancy and equipment 1,092 620 131.36
Data processing                                357 58 19.40
Professional fees                                237 53 28.80
Marketing                      237 94 65.73
Office supplies and postage 201 72 55.81
Regulatory fees and deposit
  insurance premiums                                           179 61 51.69
Bank and ATM charges                                           118 14 13.46
Other           632 219 53.03
Total noninterest expense $ 8,384 $ 3,645 76.91%

Major components of the increase in noninterest expense include:

Compensation and benefits increased $2.5 million for the year ended December 31, 2006 from the comparable period
in 2005.  This increase was attributable in part to our acquisition of Executive House and reflects a full year of
operations in 2006 which contributed $1.2 million to the increase in compensation and benefits.  The remaining $1.3
million increase was attributable to $168,000 in employee benefits, $370,000 in deferred compensation expense, and
$750,000 in salary adjustments, annual salary increases and the creation of 15 full time equivalent positions.  These
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positions were created in the Information Technology Department,  Compliance Department, and our deposit, loan
and administrative support areas to accommodate our acquisition of Executive House and our continued growth.
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Occupancy and equipment increased $620,000 during the year ended December 31, 2006 from 2005.  These increases
were primarily attributable to the opening and operation of our new bank facility in 2006.

Marketing expense increased $94,000 for the year ended December 31, 2006 primarily as a result of the costs
associated with the grand opening of our new bank facility in 2006 and a time deposit certificate promotion which was
run during 2006.

Other expenses increased $219,000 during the year ended December 31, 2006 from the prior year.  This increase was
primarily attributable to $206,000 of other expense generated by Executive House and an increase in other expenses at
First Savings Bank of $13,000.

Federal Income Tax Expense.  Federal income tax expense decreased $893,000 for the year ended December 31, 2006
to $2.1 million from $3.0 million for the year ended December 31, 2005.  The effective tax rate for the year ended
December 31, 2006 was 23.09%, compared to 24.98% for the year ended December 31, 2005.  The decrease was a
result of the tax effect on the increase of other nontaxable income of $176,000 offset by the tax effect on the decrease
in tax exempt interest of $263,000.

Impact of Benefit Plans

In connection with the mutual to stock conversion we adopted an employee stock ownership plan.  We also intend to
adopt, subject to approval by a majority of the total votes eligible to be cast at a duly called meeting by shareholders, a
restricted stock plan and a stock option plan.  The implementation of the employee stock ownership plan and the
restricted stock plan will affect our results of operations as a component of employee compensation expense.  The
employee stock ownership plan has resulted in employee compensation expense equal to the current market price of
the shares that were released and allocated to the participants in the plan. The employee stock ownership plan expense
for the year ended December 31, 2007 was for the period from the date of the conversion, October 9, 2007, to
December 31, 2007. The effect the restricted stock plan will have on employee compensation expense will be equal to
the current market price of the shares being awarded to the employees receiving the shares recognized as
compensation expense over the vesting period of the shares. We will account for stock option awards issued to
employees under Financial Accounting Standards Board Statements of Financial Accounting Standards No. 123R,
which requires recognition of compensation expense based on the fair value of the award at the measurement date,
which is generally the date of grant.

Average Balances, Interest and Average Yields/Cost

The following table sets forth for the periods indicated, information regarding average balances of assets and liabilities
as well as the total dollar amounts of interest income from average interest-earning assets and interest expense on
average interest-bearing liabilities, resultant yields, interest rate spread, net interest margin (otherwise known as net
yield on interest-earning assets), and the ratio of average interest-earning assets to average interest-bearing
liabilities.  Average balances have been calculated using either the average of the weekly or monthly balances during
the period depending on the availability of the applicable balances.  Management believes this method is not
materially different from other methods of calculating average balances.  Interest and dividends are not reported on a
tax-equivalent basis.
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Year Ended December 31,
2007 2006 2005

Average
Balance (1)

Interest
and

 Dividends
Yield/
Cost

Average
Balance

(1)

Interest
and

Dividends
Yield/
Cost

Average
Balance

(1)

Interest
and

 Dividends
Yield/
Cost

(Dollars in Thousands)

Interest-earning assets:
  Loans receivable, net (1) $ 794,610 $ 56,123 7.06% $ 622,183 $ 43,416 6.98% $ 415,457 $ 26,075 6.28%
  Investment securities
    available for
sale                                132,217 5,950 4.50 165,668 7,234 4.37 231,590 9,568 4.13
  Investment securities
    held to
maturity                                85,661 3,808 4.45 86,854 3,818 4.40 87,159 3,840 4.41
  Federal Home Loan Bank
     stock                      4,671 28 0.60 4,671 5 0.11 4,671 19 0.41
  Federal funds sold
    and interest-bearing
    deposits                      12,451 660 5.30 15,129 787 5.20 23,092 783 3.39
      Total interest-
         earning
assets                                1,029,610 66,569 6.47 894,505 55,260 6.18 761,969 40,285 5.29

Noninterest earning assets 41,810 54,574 33,439

  Total average assets $ 1,071,420 $ 949,079 $ 795,408

Interest-bearing liabilities:
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