


NOTES TO FINANCIAL STATEMENTS (continued) December 31, 2007

Note 1 — Organization and Significant Accounting Policies (continued)

Security Transactions and Investment Income

Security transactions are recorded on the date on which securities are purchased or sold. Dividend
income and corporate action transactions are recorded on the ex-dividend date, and interest income is
recorded on the accrual basis. Realized gains and losses are reported on an identified cost basis.

Income Taxes

The Fund is a “regulated investment company” as defined in Subtitle A, Chapter 1, subchapter M of the
Internal Revenue Code (the Code), as amended. No provision has been made for federal income taxes
as it is the intention of the Fund to comply with the provisions of the Code applicable to regulated
investment companies and to make distributions of income and realized gains sufficient to relieve it
from all or substantially all excise and income taxes.

Basis of Presentation

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States requires management to make estimates and assumptions that affect the reported
amount of net assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported results of operations during the reporting period. Actual results
could differ from those estimates.

Note 2 — Related-Party Transactions

Investment Management and Fund Administration Fees

Mairs and Power, Inc. provides investment management and fund administration services to the Fund
under written agreements approved by the Board. The Fund is charged an investment management fee
paid to Mairs and Power, Inc. equal to 0.60% of average daily net assets per annum and a fund
administration fee paid to Mairs and Power, Inc. equal to 0.01% of average daily net assets per annum.

Directors’ Compensation

Director’s compensation is paid to individuals who are disinterested directors of the Fund. No
compensation is paid to the owners of Mairs and Power, Inc., including principal officers who are not
directors of the Fund and William B. Frels, who is an interested director and officer of the Fund.
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NOTES TO FINANCIAL STATEMENTS (continued) December 31, 2007

Note 3 — Indemnifications

In the normal course of business, the Fund enters into contracts that contain general indemnifications to
other parties. The Fund’s maximum exposure under these contracts is unknown as this would involve
future claims that may be made against the Fund that have not yet occurred. However, based on
experience, the Fund expects the risk of loss to be remote.

Note 4 — Distributions Paid, Distributable Earnings, and Investment Transactions

Net investment income and net realized gains (losses) may differ for financial reporting and tax purposes
because of temporary or permanent book/tax differences. To the extent these differences are permanent,
reclassifications are made to the appropriate equity accounts in the period that the difference arises.

Income and capital gain distributions are determined in accordance with income tax regulations, which
may differ from accounting principles generally accepted in the United States. In addition, due to the
timing of dividend distributions, the fiscal year in which the amounts are distributed may differ from the
year that the income or realized gains (losses) were recorded by the Fund.

The tax character of distributions paid during the years ended December 31, 2007 and 2006, was as follows:

2007 2006
Distributions paid from:
Ordinary income $4,279,526 $3,908,650
Long-term capital gains 1,558,642 1,213,552
$5,838,168 $5,122,202
At December 31, 2007, the components of accumulated earnings (losses) on a tax basis were as follows:
Cost of investments $106,277,363
Gross unrealized appreciation $ 40,744,778
Gross unrealized depreciation 2,216,124
Net unrealized appreciation $ 38,528,654
Undistributed ordinary income $ 9,473
Undistributed long-term capital gains 4,243
Total distributable earnings $ 13,715
Total accumulated earnings $ 38,542,369

Purchases and sales of investment securities, excluding government securities, short-term securities and
temporary cash investments, during the year ended December 31, 2007, aggregated $9,183,256 and
$5,140,180, respectively.
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NOTES TO FINANCIAL STATEMENTS (continued) December 31, 2007

Note 5 — New Accounting Pronouncements

On July 13, 2006, the Financial Accounting Standards Board (FASB) released FASB Interpretation

No. 48 Accounting for Uncertainty in Income Taxes (FIN 48). FIN 48 provides guidance for how uncertain
tax positions should be recognized, measured, presented, and disclosed in the financial statements. FIN
48 requires the evaluation of tax positions taken or expected to be taken in the course of preparing the
Fund’s tax return to determine whether the tax positions are “more-likely-than-not” of being sustained
by the applicable tax authority. In June 2007, the Fund adopted FIN 48. Based on its evaluation,
management believes that the Fund’s tax positions meet the more-likely-than-not threshold, and that,
accordingly, the adoption of FIN 48 has no material impact on the financial statements of the Fund.

In September 2006, the FASB issued Statement on Financial Accounting Standards No. 157, Fair Value
Measurements (FAS 157). FAS 157 clarifies the definition of fair value for financial reporting, establishes a
framework for measuring fair value, and requires additional disclosures about the use of fair value
measurements. FAS 157 is effective for financial statements issued for fiscal years beginning after
November 15, 2007 and interim periods within the fiscal years. As of December 31, 2007, management
does not believe the adoption of FAS 157 will impact the amounts reported in the financial statements;
however, additional qualitative and quantitative disclosures may be required about the assumptions and
factors used to develop the measurements of fair value and the effect of certain measurements reported
in the Statement of Operations for a fiscal period.
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FINANCIAL HIGHLIGHTS

SELECTED DATA AND RATIOS

(for a share outstanding throughout each period)
Year Ended December 31

2007 2006 2005 2004 2003

Per share
Net asset value, beginning of year $63.06 $58.42 $57.66 $53.20 $45.09
Income from investment operations:

Net investment income 1.89 1.81 1.59 1.53 1.41

Net realized and unrealized gain 0.82 5.20 0.95 4.80 8.21
Total from investment operations 2.71 7.01 2.54 6.33 9.62
Distributions to shareholders from:

Net investment income (1.89) (1.81) (1.59) (1.52) (1.43)

Net realized gains (0.69) (0.56) (0.19) (0.35) (0.08)

Return of capital - - - - (0.00)™
Total distributions (2.58) (2.37) (1.78) (1.87) (1.51)
Net asset value, end of year $63.19 $63.06 $58.42 $57.66 $53.20
Total investment return 4.28% 12.10% 4.47% 12.04% 21.62%
Net assets, end of year

(In thousands) $145,644 $141,224 $117,947 $90,669 $63,878
Ratios/supplemental data:

Ratio of expenses to average net

assets 0.77% 0.79% 0.84% 0.92% 0.94%
Ratio of net investment income to
average net assets 2.92 2.97 2.84 2.86 3.01
Portfolio turnover rate 9.07 6.86 13.49 8.91 7.02

™ Return of capital in 2003 is $0.004 per share and is considered a negligible amount.

See accompanying Notes to Financial Statements.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors
Mairs and Power Balanced Fund, Inc.

We have audited the accompanying statement of assets and liabilities of Mairs and Power Balanced
Fund, Inc. (the Fund), including the schedule of investments, as of December 31, 2007, and the
related statement of operations for the year then ended, the statements of changes in net assets for
each of the two years in the period then ended, and the financial highlights for each of the five
years in the period then ended. These financial statements and financial highlights are the
responsibility of the Fund’s management. Our responsibility is to express an opinion on these
financial statements and financial highlights based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements and financial highlights are free
of material misstatement. We were not engaged to perform an audit of the Fund’s internal control
over financial reporting. Our audits included consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Fund’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements and
financial highlights, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. Our procedures included
confirmation of securities owned as of December 31, 2007, by correspondence with the custodian.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements and financial highlights referred to above present fairly, in
all material respects, the financial position of Mairs and Power Balanced Fund, Inc. at December 31,
2007, the results of its operations for the year then ended, the changes in its net assets for each of the
two years in the period then ended, and the financial highlights for each of the five years in the
period then ended, in conformity with U.S. generally accepted accounting principles.

érvmt MLLP

Minneapolis, Minnesota
February 8, 2008
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FUND EXPENSES (unaudited)

As a shareholder of the Fund, you incur ongoing expenses for the operation of the Fund (e.g., asset-
based charges, such as investment management fees). The Fund is a “no-load” mutual fund. As a result,
shareholders pay no commissions, fees, or expenses associated with sales representatives or sales charges.

This example is intended to help you understand your ongoing costs (in dollars) of investing in the Fund
and to compare these costs with the ongoing costs of investing in other mutual funds. The table below
reports the Fund’s expenses during the reporting period (July 1, 2007 through December 31, 2007) and
includes the costs associated with a $1,000 investment.

Actual Expenses

The first line in the table below may be used to estimate the actual expenses you paid over the reporting
period. You can do this by dividing your account value by $1,000 and multiplying the result by the
expense shown in the table below. For example, if your account value is $10,500, divided by $1,000 =
$10.50. Multiply the result by the number in the first line under the heading entitled “Expenses Paid
During Period.” By doing this you can estimate the expenses you paid on your account during this period.

Hypothetical Example

The second line of the table below provides information about hypothetical account values and
hypothetical expenses based on the Fund’s actual expenses and an assumed return of 5% per year
before expenses, which is not the Fund’s actual return. The results may be used to provide you with a
basis for comparing the ongoing costs of investing in the Fund with the costs of investing in other funds.
To do so, compare this 5% hypothetical example with the 5% hypothetical examples that appear in the
shareholder reports of other funds. Please note that this hypothetical example may not be used to
estimate the actual ending account balance or expenses you paid during the period.

Beginning Account  Ending Account Expenses Paid

Value 07/01/2007  Value 12/31/2007 During Period *
Actual return $1,000 $ 982.70 $3.80
Hypothetical assumed 5% return $1,000 $1,021.37 $3.87

* The Fund’s expenses are equal to the Fund’s annualized expense ratio for the most recent six-month period of 0.76%,
multiplied by the average account value over the Fund’s second fiscal half-year, multiplied by the number of days in the Fund’s

second fiscal half-year (184 days), divided by 365 days.
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PROXY VOTING (unaudited)

Proxy Voting Policies and Procedures that the Fund uses to determine how to vote proxies relating to
portfolio securities is available (i) without charge, upon request, by calling Shareholder Services at
(800) 304-7404 and requesting a copy of the Statement of Additional Information (SAI) and (ii) on the
Securities and Exchange Commission’s (SEC’s) website at www.sec.gov (access Form N-1A).

Information on how the Fund voted proxies relating to portfolio securities during the 12-month period
ended June 30, 2007, is available at www.mairsandpower.com and on the SEC’s website at www.sec.gov.

DISCLOSURE OF PORTFOLIO HOLDINGS (unaudited)

The Fund files a complete schedule of portfolio holdings on Form N-Q for the first and third quarter-
ends and on Form N-CSR for the second and fourth quarter-ends with the SEC. The schedule of
portfolio holdings is also printed in the Fund’s first quarter, semi-annual, third quarter, and annual
reports to shareholders.

You may obtain a copy of the Fund’s latest quarterly report without charge by calling Shareholder
Services at (800) 304-7404. The Fund’s Forms N-Q and N-CSR are available on the SEC’s website at
www.sec.gov. Forms N-Q and N-CSR may also be reviewed and copied at the SEC’s Public Reference
Room in Washington, D.C. Information on the operation of the Public Reference Room may be

obtained by calling (800) SEC-0330.

A complete copy of the Fund’s portfolio holdings will also be available on or about 15 days following
each quarter-end on the Fund’s website at www.mairsandpower.com.
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DIRECTORS AND OFFICERS (unaudited)

Information pertaining to the Directors and Officers of the Fund is set forth below. The Statement of
Additional Information includes additional information about the Fund’s Directors and is available
without charge, upon request, by calling Shareholder Services at (800) 304-7404.

Name (age)
and address'’

Position(s)
held with the
Fund and
length of
time served?

Principal occupation(s)
during past five years

Number of
portfolios
in fund
complex
overseen by
Director

Other
directorships

held by directors

and officers

INTERESTED PRINCIPAL OFFICER WHO IS A DIRECTOR

» Manager of Mutual Fund Services of
the Investment Adviser (1996 to
present).

William B. Frels (68) President * Chairman and CEO of the Investment 2 N/A
and Director Adviser (2007-present).
since 1992 » President of the Investment Adviser
(2002 to 2007).
 Treasurer of the Investment Adviser
(1996 to 2007).
» Vice President of the Investment
Adviser (1994 to 2002).
INTERESTED PRINCIPAL OFFICERS WHO ARE NOT DIRECTORS
Peter G. Robb (59) Vice » Vice President and Secretary of the N/A N/A
President Investment Adviser (1994 to present).
since 1994
Jon A. Theobald (62) Secretary » President and Chief Operating Officer N/A N/A
since 2003; of the Investment Adviser
Chief (2007-present).
Compliance | < Chief Compliance Officer of the
Officer Investment Adviser (2004-present).
since 2004 | <+ Executive Vice President and Chief
Administrative Officer of the
Investment Adviser (2002 to 2007).
« Senior Vice President, U.S. Trust
Company (2001 to 2002).
Lisa J. Hartzell (62) Treasurer * Vice President of the Investment N/A N/A
since 1996 Adviser (July 2004 to present).
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DIRECTORS AND OFFICERS (unaudited) (continued)

Number of
Position(s) portfolios
held with the in fund Other
Fund and complex directorships
Name (age) length of Principal occupation(s) overseen by |held by directors
and address' time served? during past five years Director and officers
DISINTERESTED DIRECTORS
Norbert J. Conzemius Board » Retired Chief Executive Officer, Road 2 N/A
(66) Chair since Rescue Incorporated.
February
2006;
Director
since 2000
Charles M. Osborne (54) | Audit » Chief Financial Officer, Fair Isaac 2 N/A
Committee Corporation (May 2004 to present).
Chair since | + Chief Financial Officer (2000 to
February 2004), Vice President (2003 to 2004),
2006; University of Minnesota Foundation.
Director
since 2001
Edward C. Stringer (72) | Director » Retired attorney (2002 to 2005), 2 N/A
since 2002 Briggs and Morgan, PA.
+ Associate Justice, State of Minnesota
Supreme Court (1994 to 2002).
Bert J. McKasy (65) Director « Attorney, Lindquist & Vennum, P.L.L.P. 2 N/A
since
September
2006

serves until his successor has been duly elected and qualified.
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Unless otherwise indicated, the mailing address of each officer and director is: 332 Minnesota Street,
Suite W1520, Saint Paul, MN 55101.
Each Director serves until his resignation or mandatory retirement age. Each officer is elected annually and




MAIrRs AND POWER BALANCED FuUND, INC.
Established 1961

A No-Load Fund

For Shareholder Services
Call (800) 304-7404

Or write to:
(via Regular Mail) (via Overnight or Express Mail)
c/o U.S. Bancorp Fund Services, LLC c/o U.S. Bancorp Fund Services, LLC
615 East Michigan Street 3" Floor
P. O. Box 701 615 East Michigan Street
Milwaukee, WI 53201-0701 Milwaukee, WI 53201-0701

For Fund literature and information, visit the Fund’s website at:
www.mairsandpower.com

Investment Manager
Mairs and Power, Inc.
W1520 First National Bank Building
332 Minnesota Street
Saint Paul, MN 55101

Custodian
U.S. Bank, N.A.
Custody Operations
1555 North River Center Drive, Suite 302
Milwaukee, WI 53212



