March 5, 2009

Neil M. Barofski

Special Inspector General — TARP
1500 Pennsylvania Avenue, Suite 1064
Washington, DC 20220

Re: SIGTARP Response

Dear Mr. Barofski

As a participant in the Troubled Asset Relief Program (TARP) Capital Purchase Program
established under the Emergency Economic Stabilization Act of 2008, we are formally
responding to your letter dated February 6, 2009 requesting certain information relating to such
participation. We received $70.0 miliion in TARP funds on December 19, 2008.

Anticipated Use of TARP Funds

Our application to participate in the TARP stated we intended to use the proceeds from the
sale of senior preferred shares fo the U.S. Treasury to grow our loan portfolio. Since receiving
the $70 million in TARP funds, we have lent more than $72 million in real estate and business
loans.

The Bank has not segregated the TARP funds from other funds. We developed a strategy to
deploy these funds in our normal course of business. We believe it is important to be able to
utilize the funds received under the TARP to generate income to be able to: (1) pay the
dividends required on the prefered shares, (2) generate income to eventually repurchase the
preferred shares issued under the TARP, and (3) not dilute the value of our existing
shareholders’ investment in the Company.

Prior to receiving preliminary approval to participate in the TARP, we had prepared our budget
for 2009 and updated our strategic plan for the period 2009 through 2011. (See attachment

i ;w fead)
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Since the receipt of the TARP funds, we implemented an initiative to increase our loan and
securities portfolic.

Since receipt of the TARP funds, we closed the following loans:

Real Estate Loans

December 18 new deals $21,090,000

January 21 new deals $9,151,000

February 19 new deals $14,356,000
Business Loans

SBA 504 Loans 2 new loans $7,400,000

SBA Express 1 new loans $150,000

Commercial Loans 7 new loans $5,800,000

Taxi Medallion Loans 16 new loans $14,800,000
Total $72,747,000

Additionally, we utilized the TARP funds and purchased $163 million of mortgage-backed
securities issued by GNMA, FNMA or FHLMC.

New Loan Activity in the Pipeline:

In accordance with the strategy described above, since our receipt of TARP funds, our Real
Estate Lending Department has been actively pursuing new lending opportunities in our
primary business. From December 15 through December 21, 2008, we received
approximately 28 written inquiries for loans totaling $64.7 million. We made offers to 18 of
these potential borrowers totaling approximately $33.6 million.

In January 2009, the Real Estate Lending Department began to more aggressively price our
multi family loans in order to further stimulate new lending, including by way of a new
telemarketing program. As a result, between January 1, 2009 and February 20, 2009, an
additional 156 written inquiries for loans were received for loans totaling approximately $540.0
million. Many of the loan requests were for types of properties that we do not ordinarily finance

" or were outside of our primary service area. Others were for loan amounts that we deemed

excessive. Of the 156 inquires received, we made offers to 97 of these potential borrowers
totaling approximately $233.4 million.

Also in accordance with our strategy described above, in December 2008 our Business
Banking division reduced rates on taxi medallion ioans in order to generate more
applications, which rates were further reduced in January and February 2009. These
reductions increased our taxi loan pipeline to $7.7 million presently as compared with 13
taxi medallion loans totaling $6.7 million closed in all of 2008.

Executive Compensation

Prior to submitting our application for participation in the TARP, our management and Board of
Directors reviewed the executive compensation requirements of Section 111 of the EESA and
the guidance and regulations relating thereto issued by the Secretary of the Treasury as of
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such date. Our outside legal counsel also reviewed existing employment contracts and
incentive plans for compliance with those requirements. These reviews indicated our
compliance with those requirements upon the closing of the TARP funds.

The following indicates certain of our plans and status regarding our compliance with these
requirements as set forth on the Treasury’s website as of the date hereof during the applicable
period specified in the EESA and such regulations:

Excessive Risk Review. To comply with the requirement that we eliminate incentives for our
senior executive officers to take unnecessary and excessive risks that threaten the value of our
institution, our Compensation Committee shall:

s Not later than March 19, 2008 (90 days after the closing of our TARP funds)
review the senior executive officer incentive compensation arrangements with our
officers deemed to be our senior risk officers (the “Risk Officers”) to ensure that
such arrangements do not encourage the senior executive officers o take
unnecessary and excessive risks that threaten the value of our institution. Our
Compensation Committee will conduct this review on March 10, 2009 to
determine that such arrangements comply with this requirement. In making this
determination, our Compensation Committee will note the generality of the
expression “unnecessary and excessive risk’ and in the absence of regulatory
guidance consider the nature of performance criteria on which senior
executive officer compensation is based, the manner and level at which
targets tied to those criteria are set and the risk factors contained in our
filings with the Securities and Exchange Commission (the "SEC"). among
other things.

e Atleast annually thereafter, meet with the Risk Officers to discuss and review the
relationship between our risk management policies and practices and the senior
executive officer incentive compensation arrangements. This annual requirement
has not yet occurred, but will be observed by the Compensation Committee.

o  Certify that it has completed the reviews of the senior executive officer incentive
compensation arrangements required above in the Compensation Discussion
and Analysis section contained in our annual proxy statement. Although we have
not vet filed with the SEC our proxy statement for our next annual meeting of
shareholders, that filing is expected to occur in the current month and the
Compensation Committee will include in that filing the required certification.

Clawback Rule. To comply with the requirement that we recover bonuses paid to senior
executive officers based on materially inaccurate eamnings or cther performance metrics, our
Board of Directors will implement a policy expressly to this effect at its March meeting. We
recognize that this requirement is similar to the requirement under Section 304 of the
Sarbanes Oxley Act of 2002, but more restrictive in several respects, including that it applies to
all senior executive officers (not just the principal executive and financial officers) and does not
limit the recovery period to 12 months following an accounting restatement.

Golden Parachute Restriction. To comply with the requirement that we not make any golden
parachute payments to senior executive officers, our Board of Directors will implement a policy
expressly to this effect at its next regularly scheduled meeting. For this purpose we will
recognize a “golden parachute” payment similarly fo an “"excess parachute payment” under
Section 280G—any compensatory payment, other than a payment under a qualified
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retirement plan, to the extent the aggregate present value of the payment equals or exceeds
three times the senior executive officer's base amount. However, unlike Section 280G, a
“golden parachute” payment for this purpose will be any payment triggered by an applicable
severance from employment, without regard to whether there has been a change in control of
us. An “applicable severance from employment’ for this purpose will be a senior executive
officers severance from employment with us by reason of involuntary termination of
employment or in connection with our bankruptcy, insolvency or receivership. “Involuntary
termination” for this purpose will be any termination due to the independent exercise of our
unilateral authority to terminate the senior executive officers services, including any “good
reason’ termination that is treated as an involuntary termination for purposes of Section 409A
and any voluntary termination where the facts and circumstances indicate that we would have
terminated the senior executive officer's employment but for such voluntary termination.

Our Compensation Committee is scheduled to meet in March 0 approve the executive and
senior officers’ incentive plan for 2009, including the targets and levels for incentive awards for
2009. At this meeting, management, with the assistance of our independent compensation
consultants and legal advisors, will review the foregoing requirements of the TARP.

We have a comprehensive Risk Management program designed to ensure that inherent risks
are identified and controlled. Management reviewed this risk assessment with the Board of
Directors at their meeting in February 2009 in a presentation entitled "Risk Management
Review.” (See attachment If) This review identified risks we face in our operations, and tools
used to monitor these risks by management and the Board.

in addition to our banking Risk Assessment, our Internal Audit Department conducts an annual
Audit Risk Assessment (See attachment I1i) that identifies the risks in certain departments and
uses the same criteria as our banking risk assessment. The Audit Risk Assessment has
identified risks in key areas, including the various lending groups. This Audit Risk Assessment
is presented to, and approved by, our Audit Committee.

|, John R. Buran, as President and Chief Executive Officer of Flushing Financial Corporation,

certify that | have reviewed this response and supporting documents and, based on my actual

knowledge, this response and the supporting documents do not contain any untrue statement

of a material fact or omit to state a material fact necessary to make the statements made, in

light o@;the circumgtances in which they were made, not misteading.

‘_5.,, & :"})i} ‘:}

# Johi R. Buran
Predident & CEO
Fluszhing Financial Corporation

RN
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Lo
i, Attachments:
Cf
| Strategic Plan
I Risk Assessment presentation
fil  internal Audit Risk Assessment methodology

IV Current Billboard: “Need Financing? We're Lending”
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Attachment {

www, fushingsavings.com Fim

STRATEGIC PLAN

2009 - 2011

December 2008

CONFIDENTIAL

cigl Corp.
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Attachmeni i

Repnirsere For e
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Internal Audit Department

Risk Assessment Analysis
And
Audit Schedule

2009

Confidential — for internal use only




Attachment IV

Billboard on Northern Boulevard, Flushing Queens
Annual cost of $160,000

This generated numerous loan inquiries

Need Financing? We're Lending.
Over $500 million in loans [ast year.
o Multi-family. Business. Consumer.
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