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PART 1
Financial Information

Item 1. Consolidated Financial Statements

USA BANK
CONSOLIDATED BALANCE SHEETS
September 30, 2009 and December 31, 2008 (unaudited)

ASSETS
Cash and due from banks
Federal funds sold and overnight investments
Cash and cash equivalents

Held to maturity securities, at amortized cost (fair value $893,989 in 2009
and $1,181,876 in 2008)

Available for sale securities, at fair value
Total investment securities

Loans, net of the allowance for loan losses of $7,154,000 in 2009
and $2,044,000 in 2008

Leasehold improvements and equipment, net
Other real estate owned
Accrued interest receivable
Other assets
Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities
Deposits
Noninterest-bearing deposits
Interest-bearing deposits
Total deposits

Securities sold under repurchase agreements

Accrued expenses and other liabilities
Total liabilities

Commitments and Contingencies

Shareholders’ Equity

Common stock, par value $2; 5,750,000 shares authorized, issued and
outstanding at September 30, 2009, and December 31, 2008

Additional paid-in capital
Accumulated other comprehensive loss:
Net unrealized gain (loss) on available for sale securities
Noncredit portion of other-than-temporary impairment losses on available for
sale securities

Total shareholders’ equity
Total liabilities and shareholders’ equity

See Accompanying Notes to Consolidated Financial Statements

September 30, December 31,
2009 2008

$ 2,416,761 $ 1,286,237
13,838,996 10,629,616
16,255,757 11,915,853
856,380 1,146,972
37,416,087 40,877,380
38,272,467 42,024,352
164,588,678 151,013,117
609,492 691,560
1,995,000 2,370,250
1,245,143 1,638,089
188,739 279,585

$ 223,155,276

$ 209,932,806

$  5776,698 $ 8,435,324
183,381,135 161,332,857
189,157,833 169,768,181

23,000,000 23,000,000
1,148,256 1,030,820
213,306,089 193,799,001
11,500,000 11,500,000
21,116,774 21,116,774
(21,882,200) (13,026,070)
315,208 (3,456,899)
(1,200,595) -
9,849,187 16,133,805

$ 223,155,276

$ 209,932,806




USA BANK
CONSOLIDATED STATEMENTS OF OPERATIONS
For the Three and Nine Months Ended September 30, 2009 and 2008 (unaudited)

Three Months Ended Nine Months Ended September 30,
2009 2008 2009 2008
Interest Income
Interest on Federal funds sold and overnight
investments $ 3,232 $ 40,685 $ 13,953 $ 178,647
Interest on interest-bearing deposits - 108 - 114,415
Interest and fees on loans 2,387,084 2,700,140 7,635,539 7,538,544
Interest on investments 494,456 495,431 1,556,797 1,623,936
Interest on loans held for sale 4,070 62,077 11,961 298,751
Total interest income 2,888,842 3,298,441 9,218,250 9,754,293
Interest Expense
Interest expense on deposits 1,460,660 1,494,108 4,790,452 4,639,835
Interest expense on securities sold under
repurchase agreements 266,125 265,650 788,763 791,396
Interest expense on advances - - - 68
Total interest expense 1,726,785 1,759,758 5,579,215 5,431,299
Net interest income 1,162,057 1,538,683 3,639,035 4,322,994
Provision for loan losses 3,714,480 185,030 5,063,114 724,386
Net interest (loss) income after
provision for loan losses (2,552,423) 1,353,653 (1,424,079) 3,598,608
Noninterest Income (loss)
Total other-than-temporary impairment
losses on available for sale securities (95,868) - (3,676,810) -
Change in impairment losses recognized in
accumulated other comprehensive loss (342,494) - 1,200,595 -
Net impairment losses on available for sale
securities recognized in income (loss) (438,362) - (2,476,215) -
Gains on sales of securities 660,019 85,565 660,019 401,258
Gains on sales of loans 24,088 8,070 60,067 89,909
Broker fee income - 4,172 - 68,213
Service charges 24,451 15,806 91,416 51,456
Other 51,000 13,539 99,469 27,058
Total noninterest income (loss) 321,196 127,152 (1,565,244) 637,894
Noninterest Expense
Salaries and employee benefits 692,887 591,273 2,118,935 2,035,938
Occupancy and equipment 114,535 192,035 365,312 603,632
Professional fees 270,159 208,388 607,065 652,345
Legal 81,208 110,720 302,610 507,077
Commissions 1,613 60,420 9,424 252,937
Contract services 29,729 39,196 94,955 148,753
Printing, stationery and supplies 25,828 14,844 52,737 46,246
Advertising 63,355 44,527 177,547 111,055
Data and item processing 89,825 93,603 277,169 268,150
FDIC Insurance 143,633 88,835 577,559 327,185
Write-down of OREO property - - 375,250 -
OREO Expense 41,284 21,969 79,483 31,900
Properties in foreclosure expense 140,569 20,118 288,908 79,445
Other 146,388 113,361 539,853 419,012
Total noninterest expense 1,841,013 1,599,289 5,866,807 5,483,675
Net loss $  (4,072,240) $ (118,484) $ (8,856,130) $ (1,247,173)
Basic and diluted loss per share $ (0.71) $ (0.02) $ (1.54) $ (0.22)

See Accompanying Notes to Consolidated Financial Statements



USA BANK

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

For the Nine Months Ended September 30, 2009 and 2008 (unaudited)

Balance, December 31, 2007

Comprehensive loss:

Net loss

Other comprehensive loss:
Net unrealized (gains) losses
on available for sale
securities

Total comprehensive loss

Balance, September 30, 2008

Balance, December 31, 2008

Comprehensive loss:
Net loss

Other comprehensive loss:

Unrealized holding gain on
available for sale securities

Total comprehensive loss

Balance, September 30, 2009

Accumulated

Number Additional Other
of Common Paid in Accumulated Comprehensive
Shares Stock Capital Deficit (Loss) Income Total
5,750,000 $11,500,000 $ 21,116,774  $(10,334,178) $ 26,618 $ 22,309,214
- - - (1,247,173) - (1,247,173)
- - - - (1,129,121) (1,129,121)
(2,376,294)
5,750,000  $11,500,000 $ 21,116,774  $ (11,581,351) $ (1,102,503) $ 19,932,920
5,750,000 $11,500,000 $ 21,116,774  $ (13,026,070) $ (3,456,899) $ 16,133,805
- - - (8,856,130) - (8,856,130)
- - - - 2,571,512 2,571,512
(6,284,618)
5,750,000 $11,500,000 $ 21,116,774  $ (21,882,200) $ (885,387) $ 9,849,187

See Accompanying Notes to Consolidated Financial Statements



USA BANK
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Nine Months Ended September 30, 2009 and 2008 (unaudited)

Cash Flows from Operations
Net loss
Adjustments to reconcile net loss to net cash (used in) provided by operating activities
Amortization and accretion of premiums and discounts on investments, net
Provision for loan losses
Writedown of OREO property
Other-than-temporary impairment losses recognized in earnings
Gain on sale of available for sale securities
Loans originated for sale, net of principal payments received
Proceeds from sales of loans
Net gains on sales of loans
Depreciation and amortization
Changes in assets and liabilities:
Increase in deferred loan fees
Decrease (increase) in accrued interest receivable
Increase in other assets
Increase (decrease) in accrued expenses and other liabilities
Net cash (used in) provided by operating activities

Cash Flows from Investing Activities
Proceeds from maturity of interest-bearing deposit
Purchase of available for sale securities
Proceeds from sale of available for sale securities
Proceeds from call of available for sale securities
Principal repayments on available for sale securities
Principal repayments of held to maturity securities
Net increase in loans receivable
Purchase of leasehold improvements and equipment
Net cash used in investing activities

Cash Flows from Financing Activities
Net (decrease) increase in time deposits
Net increase in other deposits
Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents
Beginning
Ending

Supplemental Disclosure of Cash Flow Information
Cash paid for:
Interest

Supplemental disclosure of noncash investing activities:
Net unrealized gains (losses) on available for sale securities arising during the period
Transfer of loans held for sale to loans receivable

Transfer of loans to other real estate owned

See Accompanying Notes to Consolidated Financial Statements

Nine Months Ended September 30,

2009 2008
$ (8,856,130) $ (1,247,173)
166,360 (37,116)
5,063,114 724,386
375,250 -
2,476,215 -
(660,019) (401,258)
(7,074,300) (4,360,057)
7,134,367 6,240,259
(60,067) (89,909)
149,984 164,244
29,128 88,485
392,946 (451,761)
90,846 75,184
117,436 (406,897)
(654,870) 298,387
- 4,835,943
(28,102,085) (23,796,959)
19,351,845 23,312,065
3,900,000 -
8,895,653 2,903,920
295,428 213,178
(18,667,803) (44,765,859)
(67,916) (45,956)
(14,394,878) (37,343,668)
(5,311,949) 18,801,141
24,701,601 10,213,830
19,389,652 29,014,971
4,339,904 (8,030,310)
11,915,853 10,955,671
$ 16,255,757 $ 2,925,361
$ 5,761,549 $ 5,648,900
$ 2,571,512 $ (1,129,121)
$ - $ 479,013
$ - $ 2,370,250




USA Bank
Notes to Consolidated Financial Statements
(Unaudited)

Note 1. Nature of Operations

USA Bank (the “Bank’) is a State of New York chartered commercial bank whose
deposits are insured by the Federal Deposit Insurance Corporation (“FDIC”). The Bank is
headquartered in Port Chester, New York, and offers traditional commercial banking deposit
services to residents from its “primary market area” of Port Chester, Rye, and Rye Brook, New
York, and also attracts loan customers from its primary market area and other towns in
Westchester County, New York, and lower Fairfield County, Connecticut.

The Bank’s overall strategy is to provide highly personal, customized and responsive
service in the delivery of banking services to businesses and individuals located in the primary
market area. The Bank’s main branch is located at 601 North Main Street, Port Chester, NY.
The Bank also leases additional space in Greenwich, CT, for general administrative purposes.

Note 2. Significant Risks and Uncertainties

The continued recessionary forces in the national and local economies in general and the
local real estate markets, in particular, have had a significant adverse impact on the Bank’s
financial condition and results of operations. As reported in the accompanying consolidated
financial statements, the Bank has incurred a net loss of $4,072,000 during the three months
ended September 30, 2009 and a net loss of $8,856,000 for the nine months ended September 30,
2009. Stockholders’ equity decreased from $16,134,000 or 7.69% of total assets at
December 31, 2008 to $9,849,000 or 4.41% of total assets at September 30, 2009.

The losses for the three month and nine month periods ended September 30, 2009
originate from other-than-temporary impairment charges on four private label collateralized
mortgage obligations, provision for loan losses and an increase in nonperforming loans which
has reduced the Bank’s interest income. The Bank’s net interest income will continue to be
negatively impacted by the level of nonperforming loans and the Bank expects additional losses
for the remainder of the year. As a result of the losses, the Bank is deemed to be
undercapitalized as of September 30, 2009 under the total risk-based capital ratio standard. Non-
accrual loans totaled $9.0 million, $9.7 million, $21.0 million and $40.6 million at December 31,
2008, March 31, 2009, June 30, 2009 and September 30, 2009, respectively. Nonperforming
loans totaled $55.0 million and $9.7 million at September 30, 2009 and December 31, 2008,
respectively. Total impaired loans were $40.6 million and $9.0 million at September 30, 2009
and December 30, 2008, respectively. While the Bank has devoted and will continue to devote
substantial management resources toward the resolution of delinquent, impaired and non-accrual
loans, no assurance can be made that management’s efforts will be successful.

The Bank’s loan portfolio has a high concentration of construction loans which reached
$80.8 million (47% of total gross loans) at September 30, 2009. When the construction loans
were made, they had loan-to-value ratios of 60% or less; however, with the current slowdown in
the economy and sales of new homes in the local market area, the property values have generally



declined and the holding period for the developers has expanded beyond what some of them can
afford. This has resulted in the Bank being forced to foreclose on certain properties and/or
negotiate revised terms with certain of the developers.

These conditions create an uncertainty about material adverse consequences that may
occur in the near term. Management of the Bank has taken certain steps in an effort to eliminate
or limit any material adverse consequences, such as cost control, income enhancement measures
and problem asset management. Within the past few months in order to reduce lending exposure
the Bank has lowered loan to value ratios on new loan originations. In addition, on July 13,
2009, in an effort to further reduce its lending exposure, the board of directors adopted a
resolution that the Bank not enter into any additional commercial construction loan or
speculative construction loans unless the Board or the Loan Committee determines that an
extension of additional credit to such borrowers is required under existing loan documents or is
reasonably necessary to promote the best interest of the Bank. And prior to renewing or
extending any commercial construction or speculative construction loan, a majority of the full
Board or the Loan Committee must approve the credit renewal or extension and document why
such extension is appropriate to promote the best interest of the Bank.

With the deterioration in total risk-based capital ratio from well capitalized to
undercapitalized, the Bank is now in a position that makes it necessary to raise additional capital.
The Bank has retained the services of Laidlaw and Company (UK), Ltd., which, after its review
of the Bank, has recommended, as disclosed in a November 6, 2009 press release, that the Bank
pursue a transaction with either a strategic or financial partner to provide additional capital to
take advantage of the strong demographics of the communities it serves. To that end the Bank
has authorized Laidlaw to commence efforts to identify a partner for the Bank and to assist in the
consummation of such a transaction.

Note 3. Basis of Consolidated Financial Statement Presentation

The Consolidated Balance Sheet at December 31, 2008 has been derived from the audited
financial statements of the Bank at that date, but does not include all of the information and
footnotes required by accounting principles generally accepted in the United States of America
for complete financial statements. The interim consolidated financial statements and notes
thereto include the accounts of the Bank and its wholly-owned subsidiary, USA MBA, Inc., a
Connecticut-based mortgage brokerage company, which is inactive. All significant
intercompany balances and transactions have been eliminated in consolidation. The consolidated
financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America and general practices within the banking industry and
with the instructions to Form 10-Q and Rule 8-03 of Regulation S-X. Accordingly, certain
information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of America have
been omitted. In preparing the consolidated financial statements, management is required to
make estimates and assumptions that affect the reported amounts of assets and liabilities, and
disclosures of contingent assets and liabilities as of the dates of the balance sheets and the
reported amounts of income and expenses for the reporting periods. Amounts in prior period
financial statements are reclassified whenever necessary to conform to current period
presentations. The information furnished reflects, in the opinion of management, all normal



recurring adjustments necessary for a fair presentation of the results for the interim periods
presented. The results of operations for the three months and nine months ended September 30,
2009, are not necessarily indicative of the results which may be expected for the year as a whole.
The accompanying consolidated financial statements and notes thereto should be read in
conjunction with the audited consolidated financial statements of the Bank and notes thereto as
of December 31, 2008, filed with the FDIC on Form 10-K on April 15, 2009.

In May 2009, the Financial Accounting Standards Board (“FASB”) issued a new standard
entitled Subsequent Events. This statement provides guidance on principles and requirements
for subsequent events. The guidance sets forth: 1) the period after the balance sheet date during
which management of a reporting entity shall evaluate events or transactions that may occur for
potential recognition or disclosure in the financial statements; 2) the circumstances under which
an entity shall recognize events or transactions occurring after the balance sheet date in its
financial statements; and 3) the disclosures that an entity shall make about events or transactions
that occurred after the balance sheet date. Two types of subsequent events require consideration
by management: (a) recognized subsequent events; and (b) non-recognized subsequent events.
Recognized subsequent events consist of those events or transactions that provide additional
evidence with respect to conditions that existed at the date of the balance sheet, including the
estimates inherent in the process of preparing financial statements. Non-recognized subsequent
events consist of those events that provide evidence with respect to conditions that did not exist
at the date of the balance sheet, but arose subsequent to that date. This statement is effective for
interim or annual financial periods after June 15, 2009. The Bank has evaluated the subsequent
events through November 18, 2009. No material subsequent events have occurred since
September 30, 2009 that required recognition or disclosure in these financial statements.

Note 4. Recent Accounting Pronouncements

In February 2008, the FASB issued a staff position which permitted a one-year deferral
for the implementation of Fair Value Measurements with regard to nonfinancial assets and
liabilities that are not recognized or disclosed at fair value in the financial statements on a
recurring basis. This staff position was effective as of January 1, 2009. The adoption of this
staff position did not have a material impact on the Bank’s consolidated financial statements.
See Note 15 for additional information regarding fair value.

In April 2009, the FASB issued a staff position entitled “Determining Fair Value When
the Volume and Level of Activity for the Asset and Liability Have Significantly Decreased and
Identifying Transactions That Are Not Orderly.” This staff position provided additional
guidance on: (a) determining when the volume and level of activity for the asset and liability has
significantly decreased; (b) identifying circumstances in which a transaction is not orderly; and
(c) understanding the fair value measurement implications in both (a) and (b). The Bank adopted
this guidance during the quarter ended June 30, 2009. See Note 15 for additional information
regarding fair value measurement.

In April 2009, the FASB issued a new staff position entitled “Recognition and
Presentation of Other-Than-Temporary Impairments.” This staff position amends the other-
than-temporary impairment guidance for debt securities to make the guidance more operational
and to improve the presentation and disclosure of other-than-temporary impairments in the



financial statements. The most significant change the staff position brings is a revision to the
amount of other-than-temporary loss of a debt security recorded in earnings. The Bank adopted
this staff position during the quarter ended June 30, 2009 and recorded a credit-related
impairment loss of $2.1 million related to private label mortgage-backed securities. The Bank
recognized an other-than-temporary impairment loss in earnings of $2.5 million for the nine
months ended September 30, 2009 relating to the credit portion of the total unrealized loss of
$3.7 million as of September 30, 2009. See Note 5 for additional information regarding this
recognition.

In April 2009, the FASB issued a new staff position entitled “Interim Disclosures about
Fair Value of Financial Instruments.” This staff position requires disclosures about fair value
instruments for interim reporting periods of publicly traded companies as well as in annual
financial statements. This staff position also requires those disclosures in summarized financial
information at interim reporting periods. The Bank adopted this staff position during the quarter
ended June 30, 2009. See Note 15 for additional information regarding fair value.

In January 2009, the FASB issued a new staff position which amends the impairment
guidance entitled “Recognition of Interest Income and Impairment on Purchased Beneficial
Interests and Beneficial Interests that Continue to be Held by a Transferor in Securitized
Financial Assets.” The staff position revises impairment guidance for beneficial interests to
make it consistent with the requirements of the FASB statement entitled “Accounting for Certain
Investments in Debt and Equity Securities” for determining whether an impairment of other debt
and equity securities has occurred. The impairment model in this statement enables greater
judgment to be exercised in determining whether an other-than-temporary impairment needs to
be recorded. The impairment model previously provided for in the guidance limited
management’s use of judgment in applying the impairment model. This staff position was
effective as of January 1, 2009. The adoption of this staff position did not have a material impact
on the Bank’s consolidated financial statements.

In June 2009, the FASB issued a new standard entitled “Accounting for Transfers of
Financial Assets — an amendment of FASB Statement No. 140.” The objective of this standard is
to improve the relevance, representational faithfulness, and comparability of the information that
a reporting entity provides in its financial statements about a transfer of financial assets; the
effects of a transfer on its financial position, financial performance, and cash flows; and a
transferor’s continuing involvement, if any, in transferred financial assets. Additionally, on and
after the effective date, the concept of a qualifying special-purpose entity is no longer relevant
for accounting purposes. Therefore, formerly qualifying special-purpose entities (as defined
under previous accounting standards) should be evaluated for consolidation by reporting entities
on and after the effective date in accordance with the applicable consolidation guidance. If the
evaluation on the effective date results in consolidation, the reporting entity should apply the
transition guidance provided in the pronouncement that requires consolidation. This standard
must be applied as of the beginning of each reporting entity’s first annual reporting period that
begins after November 15, 2009, for interim periods within that first annual reporting period and
for interim and annual reporting periods thereafter. Earlier application is prohibited. This
standard must be applied to transfers occurring on or after the effective date. The adoption of
this standard is not expected to have a material impact on the Bank’s consolidated financial
statements.



In June 2009, the FASB issued a new standard entitled “The FASB Accounting Standards
Codification and the Hierarchy of Generally Accepted Accounting Principles — a replacement of
FASB Statement No. 162" to allow the FASB Codification to be the single source of
authoritative U.S. accounting and reporting standards, other than guidance issued by the
Securities and Exchange Commission. The Bank adopted this standard during the quarter ended
September 30, 2009. The adoption of this standard did not have a material impact on the Bank’s
consolidated financial statements.

Note 5. Investments

The amortized cost, gross unrealized gains, gross unrealized losses and approximate fair
values of available for sale and held to maturity securities at September 30, 2009, and
December 31, 2008, are as follows:

September 30, 2009

Gross Gross
Amortized Unrealized Unrealized Fair
Available for sale securities Cost Gains Losses Value
Mortgage-backed securities $ 38,301,474 $ 407,548 $ (1,292,935) $ 37,416,087
Held to maturity securities
Mortgage-backed securities $ 856,380 $ 37,609 $ - $ 893,989
December 31, 2008
Gross Gross
Amortized Unrealized Unrealized Fair
Available for sale securities Cost Gains Losses Value
U.S. Government Sponsored Agencies $ 3,900,000 $ 4875 $ - $ 3,904,875
Mortgage-backed securities 40,434,279 516,655 (3,978,429) 36,972,505
Total available for sale $ 44334279 $ 521530 $ (3,978,429) $ 40,877,380
Held to maturity securities
Mortgage-backed securities $ 1,146,972 $ 34904 $ - $ 1,181,876

Management evaluates securities for other-than-temporary impairment (“OTTT”) at least
on a quarterly basis, and more frequently when economic or market conditions warrant such an
evaluation. All of the Bank’s investment securities classified as available for sale or held to
maturity are evaluated for OTTI under FASB Accounting Standards Codification
(“ASC”) 320-10-35 — Investments — Debt and Equity Securities — Overall — Subsequent
Measurement.

In determining OTTI, management considers many factors, including:

1. The length of time and the extent to which the fair value has been less than the amortized
cost basis;

2. Adverse conditions specifically related to the security, an industry, or a geographic area
(e.g., changes in condition of the issuer or underlying loan obligations);

3. The historical and implied volatility of the fair value of the security;



4. The payment structure of the debt security and the likelihood of the issuer’s being able to
make payments that increase in the future;

5. Failure of the issuer of the security to make scheduled interest or principal payments;
6. Any changes to the rating of the security by a rating agency;
7. Recoveries or additional declines in fair value subsequent to the balance sheet date; and

8. The strength of the government sponsored enterprises’ guarantees of the holdings of
agency mortgage-backed securities.

The relative importance of this information varies based on the facts and circumstances
surrounding the security, as well as the economic environment at the time of assessment. The
assessment of whether an other-than-temporary decline exists involves a high degree of
subjectivity and judgment and is based on information available to management at a point in
time. An OTTI loss is deemed to have occurred if there has been an adverse change in the
remaining expected future cash flows.

When an OTTI loss occurs under the ASC 320-10-35 model, the amount of the OTTI loss
recognized in earnings depends on whether the Bank intends to sell the security or whether it is
more likely than not that the Bank will be required to sell the security before recovery of its
amortized cost basis less any current period credit loss. If the Bank intends to sell, or more likely
than not will be required to sell, the security before recovery of its amortized cost basis less any
current period credit loss, the OTTT loss is recognized in earnings equal to the entire difference
between the investment’s amortized cost basis and its fair value at the balance sheet date. If the
Bank does not intend to sell the security, and it is not more likely than not that the Bank will be
required to sell the security before recovery of its amortized cost basis less any current period
loss, the OTTI loss is separated into the amount representing the credit loss and the amount
related to all other factors. The amount of total OTTI related to the credit loss is determined
based on the present value of cash flows expected to be collected discounted at the original
effective yield, and is recognized in earnings. The amount of the total OTTI related to other
factors is recognized in other comprehensive income, net of the applicable tax benefit. The
previous amortized cost basis less the OTTI loss recognized in earnings becomes the new
amortized cost basis of the investment. As of September 30, 2009, the Bank’s securities
portfolio consisted of 19 securities, of which 8 were in an unrealized loss position. The majority
of unrealized losses are related to the Bank’s four non-agency collateralized mortgage
obligations, which were purchased during the second quarter of 2007, as discussed below.

Non-Agency Collateralized Mortgage Obligations

At September 30, 2009, approximately $7.1 million (based on amortized cost before
impairment charges), or 100%, of the Bank’s non-agency collateralized mortgage obligations
were rated below investment grade by at least one of the nationally-recognized rating agencies.
The aggregate unrealized loss on these securities totaled $3.7 million before measurement and/or
recognition of any OTTI loss. The Bank does not intend to sell these securities, and the Bank
further believes that it is not more likely than not that it will be required to sell the securities
before recovery of its amortized cost basis. However, due to the explicit credit risk involved

10



with these non-U.S. government agency securities, the Bank evaluated the impairment to
determine if it could expect to recover the entire amortized cost basis of each security. The
OTTI evaluation was based on the estimated cash flow projections of the underlying loans
collateralizing each security utilizing projected rates of voluntary prepayment and default and the
projected loss severities upon liquidation of the defaults. Loss severities are based on the
estimated changes in housing prices since inception of the loan and forecasted changes in
housing prices over the near- and long-term.

Key assumptions utilized in the evaluation were as follows:
® Prepayment rates — running at a range of 10.28% to 12.27%.

e Default rates — liquidation of 100% of each security’s current real estate owned (“REO”)
balances, liquidation of 87% to 95% of current foreclosure balances and 90-day
delinquent balances, liquidation of 69% to 72% of the 60- to 89-day delinquent balances,
and liquidation of 51% to 55% of the 30- to 59-day delinquencies linearly over the next
24 months. Default rates are then ramped to a range of 1.29% to 2.27% beginning in
month 37 and are further ramped to a 0% terminal default rate linearly over a period
ranging from 164 to 179 months following month 36.

® Loss severities — are initially set at the recent rate being incurred which ranges from 48%
to 50%. Severities are adjusted to reflect expected changes in housing prices in 2009 and
2010. Housing prices are then modeled to increase at 3.5% per year resulting in a
terminal loss severity of 23% ranging from month 99 to month 105.

The estimated cash flows were discounted at rates ranging from 5.98% to 6.24% based on
the Bank’s expected effective yields in order to determine the credit portion of OTTL

Based on the Bank’s impairment evaluation, all four of the non-agency collateralized
mortgage obligation securities were determined to be other-than-temporarily impaired at
September 30, 2009, only two of which had additional credit losses charged to earnings during
the three months ended September 30, 2009. Unrealized losses on these securities totaled
$1.3 million at September 30, 2009, and estimated credit related losses totaled $0.4 million for
the three months ended September 30, 2009. Estimated credit losses of $0.4 million and
$2.5 million were charged to current earnings during the three months and nine months ended
September 30, 2009, respectively, and the difference between the total unrealized losses and
estimated credit losses, or $1.3 million, was charged against other comprehensive loss within the
equity section of the balance sheet. The estimated credit losses were primarily the result of
increases in delinquencies within the mortgages collateralizing the four private label securities
both for the three months and nine months ended September 30, 2009. The $1.3 million
noncredit related loss as of September 30, 2009 was due to instability in the marketplace and was
not charged to current earnings during the three months and nine months ended September 30,
2009 since the Bank does not intend to sell these securities, and the Bank further believes that it
is not more likely than not that it will be required to sell the securities before recovery of its
amortized cost basis.
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Information pertaining to securities with gross unrealized losses at September 30, 2009
and December 31, 2008 aggregated by investment category and length of time that individual
securities have been in a continuous loss position, follows:

Less Than Over
Twelve Months Twelve Months
Gross Gross Total Total
Unrealized Fair Unrealized Fair Unrealized Fair
Losses Value Losses Value Losses Value
September 30, 2009
Mortgage-backed
securities $92,340 $13,826,849 $ 1,200,595 $ 3,506,039 $ 1,292,935 $17,332,888
Total $92,340 $13,826,849 $ 1,200,595 $ 3,506,039 $ 1,292,935 $17,332,888
Less Than Over
Twelve Months Twelve Months
Gross Gross Total
Unrealized Fair Unrealized Fair Unrealized Total Fair
Losses Value Losses Value Losses Value
December 31, 2008
Mortgage-backed
securities $26,136  $ 3,050,627 $ 3,952,293  $ 3,858,356 $ 3,978,429 $ 6,908,983
Total $26,136 $ 3,050,627 $ 3,952,293  $ 3,858,356 $ 3,978,429 $ 6,908,983

At September 30, 2009, gross unrealized losses on eight available for sale securities
totaled $1,292,935, an aggregate depreciation of 6.94% from the Bank’s amortized cost, which
amortized cost includes recognition of cumulative OTTI credit losses of $2.9 million. Four of
these securities are private label whole loan collateralized mortgage obligations (“CMOs”) that
have been in an unrealized loss position for twelve consecutive months or longer and are
accountable for $1,200,595 (93%) of the total $1,292,935 gross unrealized loss. The four other
securities are securities issued by the Government National Mortgage Association (“GNMA”,
also known as “Ginnie Mae”) that are explicitly 100% guaranteed by the U.S. government and
have been in a loss position for less than three months.

At December 31, 2008, gross unrealized holding losses on five available for sale
securities totaled $3,978,429, an aggregate depreciation of 36.5% from the Bank’s amortized
cost. One of these securities was an agency mortgage-backed security with an implied AAA
rating which was called during the period ended June 30, 2009. The other four securities were
the private label whole loan CMOs referred to above, which were all rated AAA by Fitch at
December 31, 2008. Standard & Poor’s (S&P) had downgraded two of these four securities
from an AAA rating to an A and BB rating during the fourth quarter of 2008, leaving the other
two unchanged at AAA as of December 31, 2008. The unrealized losses on the four private label
whole loan CMOs totaled $3,952,000, and the securities had a fair value of $3,858,000 at
December 31, 2008. At December 31, 2008, these four securities had been in an unrealized loss
position for twelve consecutive months or longer; however, they were not considered other-than-
temporarily impaired at that time.
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The amortized cost and fair value of held to maturity and available for sale debt securities
at September 30, 2009 are presented below. Actual maturities of mortgage-backed securities
may differ from contractual maturities because the mortgages underlying the securities may be
called or repaid without any penalties. Because mortgage-backed securities are not due at a
single maturity date, contractual maturity information for such securities is not included in the
following summary:

Amortized Cost Fair Value
Held to maturity
Mortgage-backed securities $ 856,380 $ 893,989
Available for sale
Mortgage-backed securities $ 38,301,474 $ 37,416,087

At September 30, 2009, $22.9 million of the available for sale securities and the
$0.9 million of held to maturity securities have been pledged as collateral for municipal deposits
and securities sold under agreements to repurchase. There were sales of $18.7 million of
investment securities during the three months and nine months ended September 30, 2009, which
resulted in gains of $660,000 for the three and nine months ended September 30, 2009, whereas
there were sales of $4.3 million and $22.9 million of investment securities during the three
months and nine months ended September 30, 2008, respectively, which resulted in gains of
$86,000 and $401,000, respectively.

The following table displays the Bank’s securities for which an other-than-temporary
impairment was recognized based on the Bank’s impairment analysis of its investment portfolio
at September 30, 2009:

At September 30, 2009

Gross
Par Amortized Unrealized Fair
Value Cost Loss Value
Other-than-temporarily impaired investments
Private-label MBS $8,678,000 $7,182,849 $(3,676,810) $3,506,039

Total other-than-temporarily impaired securities ~ $8,678,000  $7,182,849 $(3,676,810) $3,506,039
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For the Three Months Ended September 30,

For the Nine Months Ended September 30,
2009 2009
Other- Change in Other-Than-
Than- Impairment Other-Than- Temporary
Temporary Losses Temporary Impairment
Impairment Related to Total Impairment Related to Total
Related to Non- Impairment Related to Non- Impairment
Credit Loss Credit Loss Loss Credit Loss Credit Loss Loss
Other-than-
temporarily
impaired
investments

Private-label MBS $ (438,362) $ 342,494 $ (95,868) $ (2,476,215) $ (1,200,595) $ (3,676,810)

Total other-than-
temporarily

impaired securities  $ (438,362)  $ 342494 $ (95,868) $ (2,476,215)  $(1,200,595)  $ (3,676,810)

During the three months and nine months ended September 30, 2008, there were no
securities for which an OTTI loss was recognized.

The following table presents a roll forward of the amounts related to credit losses
recognized into earnings. The roll forward relates to the amount of credit losses on investment

securities held by the Bank for which a portion of an other-than-temporary impairment charge
was recognized into accumulated other comprehensive loss.

For the Three For the Nine
Months Ended Months Ended
September 30, 2009 September 30, 2009
Balance as of beginning of period $ 2,307,853 $

Additions for the amount related to the credit
loss for which other-than-temporary

impairment was not previously recognized 438,362 2,476,215

2,476,215 $ 2,476,215

Balance as of September 30, 2009 $
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Note 6. Loans and Allowance for Loan Losses

A summary of the Bank’s loan portfolio at September 30, 2009, and December 31, 2008,

is as follows:

September 30, % of Total December 31, % of Total
2009 Portfolio 2008 Portfolio
Real estate loans
Residential mortgages $ 12,754,192 7.42% $ 11,650,804 7.60%
Commercial real estate 41,087,745 23.89% 35,378,954 23.08%
Construction 80,795,226 46.98% 75,649,779 49.36%
Home equity 14,463,188 8.41% 13,048,310 8.51%
Total real estate loans 149,100,351 86.70% 135,727,847 88.56%
Commercial and industrial loans 21,707,553 12.62% 15,817,596 10.32%
Consumer loans 1,170,247 0.68% 1,718,019 1.12%
Total gross loans 171,978,151 100.00% 153,263,462 100.00%
Deferred loan fees (235,473) (206,345)
Allowance for loan losses (7,154,000) (2,044,000)
Loans receivable, net $ 164,588,678 $ 151,013,117

In the normal course of business, the Bank may grant loans to executive officers,
directors and members of their immediate families, as defined, and to entities in which these
individuals have more than a 10% equity ownership. Such loans are transacted at terms
including interest rates, substantially the same as those available to unrelated customers.

Allowance for Loan Losses

The following represents the activity in the allowance for loan losses for the nine months

ended September 30, 2009, and September 30, 2008:

September 30, September 30,
2009 2008
Balance at beginning of period $ 2,044,000 $ 1,421,000
Provision for loan losses 5,063,114 724,386
Charge-offs (5,004) (283,386)
Recoveries 51,890 -
Balance at end of period $ 7,154,000 $ 1,862,000

Non-Accrual, Past Due and Restructured Loans

The following is a summary of non-accrual and past due loans at September 30, 2009 and

December 31, 2008:

September 30, December 31,
2009 2008

Loans delinquent over 90 days and still accruing $ 14,368,658 $ 664,884
Non-accrual loans 40,616,792 9,046,113
Total nonperforming loans $ 54,985,450 $ 9,710,997
% of Total Loans 31.97% 6.34%
% of Total Assets 29.42% 4.63%
Ratio of allowance for loan losses to nonperforming loans 13.01% 21.05%
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The following information relates to impaired loans as of and for the nine months ended
September 30, 2009 and the year ended December 31, 2008:

2009 2008
Impaired loans for which there is a specific allowance $ 22,856,060 $ 2,200,000
Impaired loans for which there is no specific allowance $ 17,760,732 $ 6,846,113
Specific allowance related to impaired loans $ 2,917,258 $ 141,540
Average recorded investment in impaired loans $ 15,422,094 $ 4,372,214

Interest income collected and recognized on impaired loans was $37,754 and $9,524
during the nine months ended September 30, 2009 and year ended December 31, 2008,
respectively. If impaired loans had been current throughout their terms, additional interest of
$746,676 and $1,599,844 would have been recognized during the three- and nine-month periods
ended September 30, 2009, respectively. For the year 2008, an additional $426,110 would have
been recognized. The Bank has no commitments to lend additional funds to borrowers whose
loans are impaired, except for construction loans on a selective basis.

Construction loans comprise $27.6 million (68.1%) of the $40.6 million in non-accrual
loans at September 30, 2009, for which a specific reserve of $721,000 has been recorded. This is
an increase of $23.2 million from the $4.4 million of non-accrual construction loans at
December 31, 2008 for which no specific reserve was recorded. In most cases, and based on the
strength of the borrower, the Bank requires the establishment of interest reserve accounts that are
restricted for the initial term of construction loans. Approved interest reserve amounts on
construction loans outstanding aggregated $6.5 million at December 31, 2008, of which
approximately $3.5 million were held in restricted accounts. At September 30, 2009,
approximately $1.1 million in reserve balances were held in restricted accounts. At
September 30, 2009, two of the non-accrual construction loans had restricted interest reserve
balances totaling $45,000. At December 31, 2008 there were no balances in restricted interest
reserve accounts related to impaired construction loans.

The Bank’s lending activities are conducted principally within 90 miles of its offices in
Port Chester, NY, which includes Westchester County, New York, and Fairfield County,
Connecticut. The Bank grants commercial and residential real estate loans, commercial business
loans and a variety of consumer loans. In addition, the Bank may grant loans for the
construction of residential homes, residential developments and for land development projects.
All residential and commercial mortgage loans are collateralized by first or second mortgages on
real estate. The ability and willingness of borrowers to satisfy their loan obligations is dependent
in large part upon the status of the regional economy and regional real estate market.
Accordingly, the ultimate collectibility of a substantial portion of the loan portfolio and the
recovery of a substantial portion of any resulting real estate acquired is susceptible to changes in
market conditions.

The Bank has established credit policies applicable to each type of lending activity in
which it engages, evaluates the creditworthiness of each customer on an individual basis and, in
most cases, extends credit of up to 65% of the market value of the collateral at the date of the
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credit extension depending upon the Bank’s evaluation of the borrower’s credit worthiness and
type of collateral. Collateral varies by each borrower and loan type. The market value of
collateral is monitored on an ongoing basis and additional collateral is obtained when warranted.
Important types of collateral include business assets, real estate, marketable securities and time
deposits. While collateral provides assurance as a secondary source of repayment, the Bank
ordinarily requires the primary source of repayment to be based on the borrower’s ability to
generate continuing cash flows.

The Bank had one loan considered a “troubled debt restructuring” as of September 30,
2009 and December 31, 2008 (see further discussion below), in the amount of $1.4 million which
1s included in non-accrual loans.

On July 16, 2008, the Bank entered into a forbearance agreement, which restructured two
loans totaling $1.9 million with one borrower. The agreement covers the period from August 1,
2008, through June 1, 2010. Under the terms of the agreement, the borrower agreed to pay to the
Bank an increased interest rate on the principal balance outstanding and assigned rental
payments of $6,800 per month from one of the collateral properties through the term of the
agreement. The borrower also agreed that the due date for final payment will be the earlier of
the date of sale or refinancing of the premises or June 30, 2010. Based on appraisals dated
August 20, 2008, the Bank established a specific reserve of $139,000 during the third quarter of
2008 within the allowance for loan losses, while the net realizable value of the collateral on the
other loan was determined to be sufficient to enable the Bank to collect the balance due.

During the fourth quarter of 2008, the borrower went into arrears on the forbearance
agreement. A more recent appraisal on one of the properties, in which the Bank was in a second
position, resulted in no value in the collateral available to the Bank and that loan was charged-off
in the amount of $479,000. The other property was placed on non-accrual status and the net
realizable value of the collateral on that property is in excess of the outstanding loan balance;
therefore, no specific allowance was established for the loan.

Potential Problem Loans

In addition to loans that have been identified as non-accrual or past due 90 days and still
accruing at September 30, 2009, the Bank has 6 loans comprising $12.6 million that management
has doubts as to the borrower’s ability to comply with the present repayment terms. These loans
were identified based upon an analysis of the loan type, collateral and the borrower / guarantor.

The growth of impaired loans in the Bank’s loan portfolio is attributable to the decline in
real estate values in the principal markets in which the Bank conducts business, coupled with a
reduction in the ability of certain borrowers to refinance or repay their obligations. The real
estate market for speculative luxury dwellings, that comprise the bulk of the construction
portfolio, continues to manifest little sales activity. Both buyers and sellers are frozen and
waiting for some indication the market has bottomed out prior to making a bid or accepting an
offer.

The Bank’s lending department is devoting its resources to managing the loan portfolio

until such time as delinquent loans are reduced to a reasonable level. Loan modification and/or
restructuring, the principal tool for managing an impaired loan, requires extensive negotiations
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with borrowers concerning the loan terms, and new appraisals must be obtained in a declining
real estate market, which frequently results in higher LTV’s compared to the original
underwriting. Consequently, less flexibility is available in advancing new funds for unfinished
construction projects incurring cost overruns.

A workout consultant has been hired to assist in modifying and extending loans. The
consultant is working full-time and has been assigned specific loans to modify and to negotiate
an extension on terms that mitigate the risk of borrower default and ensure repayment of all
amounts due the Bank, subject to the approval of the Loan Committee of the Board of Directors
on behalf of the Bank. Additionally, a full-time collections clerk has been hired to assist in the
collection of delinquent loans.

Note 7. Other Real Estate Owned

Other real estate owned (“OREQ”) represents the estimated net realizable value of real
estate received in satisfaction of a non-performing loan through foreclosure proceedings in June
2008.

A summary of other real estate owned operations for the nine months ended
September 30, 2009 and 2008 is as follows:

2009 2008
Expenses of holding other real estate owned $ 79,483 $ 31,900
Write-down of other real estate owned property 375,250 -
Expense from other real estate owned operations, net $ 454,733 $ 31,900

Note 8. Deposits
At September 30, 2009, and December 31, 2008, deposits consisted of the following:

September 30, December 31,

2009 2008
Noninterest-bearing checking $ 4,732,538 $ 4,663,132
Noninterest-bearing money market 1,044,160 3,772,192
Total noninterest-bearing deposits $ 5,776,698 $ 8,435,324
Interest-bearing deposits
Interest-bearing checking 1,581,764 1,748,985
NOW and money market 31,193,756 6,472,161
Savings 13,079,626 10,273,773
Checking, NOW, money market and savings 45,855,146 18,494,919
Time Certificates under $100,000 47,133,592 55,569,059
Time Certificates over $100,000 90,392,397 87,268,879
Time deposits 137,525,989 142,837,938
Total interest-bearing deposits 183,381,135 161,332,857
Total deposits $ 189,157,833 $ 169,768,181
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Included in time deposits at September 30, 2009, and December 31, 2008, were brokered
deposits totaling $10,413,165 and $25,863,763, respectively. Brokered deposits at
September 30, 2009, and at December 31, 2008, have original maturities of four weeks to five
years.

Note 9. Securities Sold Under Agreements to Repurchase

The following table summarizes the securities sold under agreements to repurchase:

September 30, December 31,
Maturity Date 2009 2008

May 2017 $ 4,000,000 $ 4,000,000
July 2017 7,000,000 7,000,000
July 2017 4,000,000 4,000,000
July 2017 4,000,000 4,000,000
July 2017 4,000,000 4,000,000
Total securities sold under agreements to repurchase $ 23,000,000 $ 23,000,000

Securities sold under agreements to repurchase were collateralized by mortgage-backed
securities. The weighted average cost of funds on the repurchase agreements at September 30,
2009, and December 31, 2008, was 4.57% and 4.60%, respectively. The amounts outstanding as
of September 30, 2009 and December 31, 2008 have original maturities of ten years and are
structured to be callable on scheduled dates from six to eighteen months from inception or on a
quarterly basis thereafter at the option of the counterparty. The average outstanding balance was
$23.0 million for both the three-month and nine-month periods ended September 30, 2009 and
2008.

Note 10. Available Borrowings

The Bank has established a secured line of credit facility with M&T Bank. The Bank has
the ability to borrow up to $5 million on an overnight basis from M&T Bank using investments
as collateral at 125% of the borrowed amount. The Bank also has an arrangement with the
Federal Reserve Bank for secured borrowings of up to $1 million. There were no borrowings
outstanding on these lines of credit as of September 30, 2009 or December 31, 2008.

Note 11. Income Taxes

Since the Bank is in a net operating loss position, the Bank has recorded a full valuation
allowance to reduce its net deferred tax asset to zero at September 30, 2009 and December 31,
2008.
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Note 12.

Loss per Share

The Bank’s loss per share for each of the three-month and nine-month periods ended
September 30, 2009 and September 30, 2008 was calculated by dividing the net loss for the
respective periods by the weighted average shares outstanding. The calculation of the loss per
share for the three months and nine months ended September 30, 2009 and September 30, 2008
appears below:

Note 13.

Three Months Ended
September 30, 2009

Three Months Ended
September 30, 2008

Net Loss $ (4,072,240) $ (118,484)
Weighted Average Shares 5,750,000 5,750,000
Basic Loss per share $ (0.71) $ (0.02)

Nine Months Ended
September 30, 2009

Nine Months Ended
September 30, 2008

Net Loss $ (8,856,130) $  (1,247,173)
Weighted Average Shares 5,750,000 5,750,000
Basic Loss per share $ (1.54) $ (0.22)

Other Comprehensive Income (Loss)

Other comprehensive income (loss), which is comprised solely of the unrealized gain

(loss) on available for sale securities, net of tax, is as follows:

Nine Months Ended September 30, 2009

Nine Months Ended September 30, 2008

Unrealized holding gain
(loss) arising during

period

Add impairment loss on
available for sale
securities recognized in

income

Less reclassification
adjustment for gains

recognized in income

Unrealized holding gain
(loss) on available for

sale securities

Deferred tax valuation
allowance allocated to

equity

Unrealized holding gain
(loss) on available for

sale securities

Before Tax Net-of-Tax Before Tax Net-of-Tax
Tax Effect Amount Tax Effect Amount

$ 755316 $ (299,784) $ 455532 $ (745242) $ 295785 $ (449,457)
2,476,215 (982,805) 1,493,410 - - -
(660,019) 261,960 (398,059) (401,258) 159,259 (241,999)
2,571,512 (1,020,629) 1,550,883 (1,146,500) 455,044 (691,456)
- 1,020,629 1,020,629 - (437,665) (437,665)
$ 2,571,512  $ - $ 2,571,512 $(1,146,500) $ 17,379 $(1,129,121)
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Note 14. Related Party Transactions

The aggregate dollar amount of loans to related parties was $4,402,661 and $3,208,792 at
September 30, 2009, and December 31, 2008, respectively.

Related party deposits aggregated $1,879,380 and $924,122 as of September 30, 2009,
and December 31, 2008, respectively. The Bank paid $27,000 during the nine months ended
September 30, 2009, for information technology-related services to an IT consulting company,
the principal of which is a director of the Bank. The Bank paid rent of $90,417 for its main
branch facility at 601 North Main Street, Port Chester, New York, during the nine months ended
September 30, 2009 to a company 10.4% owned by two directors. The Bank also paid $43,558
for legal services to a legal firm, a principal of which is a director of the Bank.

Note 15. Fair Value

Effective January 1, 2008, the Bank adopted a standard issued by the Financial
Accounting Standards Board (“FASB”) entitled “Fair Value Measurements,” which defines fair
value, establishes a framework for measuring fair value under generally accepted accounting
principles, and expands disclosures about fair value measurements. As defined in this standard,
fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. In determining fair
value, the Bank uses various methods including market, income and cost approaches. Based on
these approaches, the Bank often utilizes certain assumptions that market participants would use
in pricing the asset or liability, including assumptions about risk or the risks inherent in the
inputs to the valuation technique. These inputs can be readily observable, market corroborated,
or generally unobservable inputs. The Bank utilizes valuation techniques that maximize the use
of observable inputs and minimize the use of unobservable inputs. Based on the observability of
the inputs used in the valuation techniques, the Bank is required to provide the following
information according to the fair value hierarchy described below. The fair value hierarchy
ranks the quality and reliability of the information used to determine fair values.

Level 1: Quoted prices in active markets for identical assets and
liabilities.
Level 2: Observable inputs other than Level 1 prices such as quoted

prices for similar assets or liabilities in active markets,
quoted prices in markets that are not active, and model-based
valuation techniques for which all significant inputs are
observable or can be corroborated by observable market data
for substantially the full term of the assets or liabilities.
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Level 3: Unobservable inputs that are supported by little or no market
activity and that are significant to the fair value of the assets
or liabilities. Level 3 assets and liabilities include financial
instruments whose value is determined using pricing models,
discounted cash flow methodologies, or similar techniques,
as well as instruments for which the determination of fair
value requires significant management judgment or
estimation.

In February 2008, the FASB issued a staff position which permitted a one-year deferral
for the implementation of Fair Value Measurements with regard to nonfinancial assets and
liabilities that are not recognized or disclosed at fair value in the financial statements on a
recurring basis. This staff position was effective as of January 1, 2009.

In April 2009, the FASB issued a staff position entitled “Determining Fair Value When
the Volume and Level of Activity for the Asset and Liability Have Significantly Decreased and
Identifying Transactions That Are Not Orderly.” This staff position addresses concerns that Fair
Value Measurements emphasized the use of an observable market transaction even when that
transaction may not have been orderly or the market for that transaction may not have been
active and provides additional guidance on: (a) determining when the volume and level of
activity for the asset and liability has significantly decreased; (b) identifying circumstances in
which a transaction is not orderly; and (c) understanding the fair value measurement implications
in both (a) and (b).

The adoption of this staff position resulted in impairment charges against earnings related
to the credit portion of the unrealized losses on the four other-than-temporarily impaired private
label collateralized mortgage obligations in the amount of $2,476,000 during the nine months
ended September 30, 2009, of which $438,000 was recorded during the three months ended
September 30, 2009. The increase in delinquencies within the mortgages securing these
investments was the primary cause of these impairment charges. The noncredit portion of the
unrealized losses on these same securities totaled $1,200,595 as of September 30, 2009. The
noncredit portion of the unrealized losses relates to disorderly markets in which these securities
trade.

A description of the valuation methodologies used for assets and liabilities recorded at
fair value, and for estimating fair value for financial instruments not recorded at fair value in
accordance with a standard issued by the FASB entitled “Disclosures About Fair Values of
Financial Instruments” is set forth below:

Cash and due from banks, federal funds sold, overnight investments, interest-
bearing deposits, accrued interest receivable and accrued interest payable. The
carrying amount is a reasonable estimate of fair value.

Available-for-Sale and Held-to-Maturity Securities: Where quoted prices are
available in an active market, securities are classified within Level 1 of the valuation
hierarchy. Level 1 securities include highly liquid government bonds, certain
government agency mortgage-backed securities and certificates of deposit. If quoted
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prices are not available, then fair values are estimated by using pricing models (i.e.,
matrix pricing) or quoted prices of securities with similar characteristics and are
classified within Level 2 of the valuation hierarchy. Examples of such instruments
include government agency and sponsored agency bonds and mortgage-backed securities.
Level 3 securities for which significant unobservable inputs are utilized include
non-agency collateralized mortgage obligations.

Loans: For variable rate loans which re-price frequently and have no significant change
in credit risk, carrying values are a reasonable estimate of fair values, adjusted for credit
losses inherent in the portfolios. The fair value of fixed-rate loans is estimated by
discounting the future cash flows using the year-end rates, estimated using local market
data, at which similar loans would be made to borrowers with similar credit ratings and
for the same remaining maturities, adjusted for credit losses inherent in the portfolios.
The Bank does not record loans at fair value on a recurring basis. However, from time to
time, non-recurring fair value adjustments to collateral-dependent impaired loans are
recorded to reflect partial write-downs based on the observable market price or current
appraised value of collateral, which may be discounted to reflect the impact of changes in
housing prices since the date of the appraisal. Because of the discounting, the Bank
considers this valuation methodology to be Level 3.

Other Real Estate Owned: At time of foreclosure, real estate owned is adjusted to fair
value based on current appraisals less costs to sell upon transfer of the loans to real estate
owned. Periodically, new appraisals are ordered for other real estate owned and the value
is adjusted accordingly to the new appraisal value less cost to sell. The Bank does not
record other real estate owned at fair value on a recurring basis.

Deposits: The fair value of demand deposits, regular savings, and certain money market
deposits is the amount payable on demand at the reporting date. The fair value of
certificates of deposit and other time deposits is estimated using a discounted cash flow
calculation that applies interest rates currently being offered for deposits of similar
remaining maturities, estimated using local market data, to a schedule of aggregated
expected maturities on such deposits.

Off-balance-sheet instruments: Fair values for off-balance-sheet instruments are based
on fees currently charged to enter into similar agreements, taking into account the
remaining terms of the agreements and the counterparties’ credit standings.

The following table details the financial instruments that are carried at fair value and
measured at fair value on a recurring basis as of September 30, 2009 and December 31, 2008,
and indicates the fair value hierarchy of the valuation techniques utilized by the Bank to
determine fair value:

Quoted Prices in

Active Markets for Significant Significant
Balance as of Identical Assets Observable Inputs Unobservable
September 30, 2009 (Level 1) (Level 2) Inputs (Level 3)
Securities available
for sale $ 37,416,087 $ - $ 33,910,048 $ 3,506,039
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Quoted Prices in

Active Markets for Significant Significant
Balance as of Identical Assets Observable Inputs Unobservable
December 31, 2008 (Level 1) (Level 2) Inputs (Level 3)
Securities available
for sale $ 40,877,380 $ - $ 40,877,380 $ -

The following table shows a reconciliation of the beginning and ending balances for
Level 3 investments:

Three Months Ended Nine Months Ended

September 30, 2009 September 30, 2009
Level 3 investments, beginning of period $ 3,767,214 $ -
Transfers into Level 3 during the period - 3,858,356
Unrealized losses included in change in net assets (261,175) (352,317)
Level 3 investments, end of period $ 3,506,039 $ 3,506,039

The following table details the financial instruments carried at fair value and measured at
fair value on a non-recurring basis as of September 30, 2009 and December 31, 2008, and
indicates the fair value hierarchy of the valuation techniques utilized by the Bank to determine
the fair value:

Quoted Prices in

Active Markets for Significant Significant
Balance as of Identical Assets Observable Inputs Unobservable
September 30, 2009 (Level 1) (Level 2) Inputs (Level 3)
Impaired Loans (1) $ 40,616,792 $ - $ - $ 40,616,792

Quoted Prices in

Active Markets for Significant Significant
Balance as of Identical Assets Observable Inputs Unobservable
December 31, 2008 (Level 1) (Level 2) Inputs (Level 3)
Impaired Loans (1) $ 9,046,113 $ - $ - $ 9,046,113

(1) Represents carrying value and related write-downs for which adjustments are based on the appraised value of the collateral.

The following table details the nonfinancial instruments carried at fair value and
measured at fair value on a nonrecurring basis as of September 30, 2009 and indicates the fair
value hierarchy of the valuation techniques utilized by the Bank to determine fair value:

Quoted Prices in

Balance as of Active Markets Significant Significant
September 30, for Identical Observable Unobservable
2009 Assets (Level 1) Inputs (Level 2) Inputs (Level 3)
Other real estate owned $ 1,995,000 $ - $ 1,995,000 $ -

In April 2009, the FASB issued a staff position entitled “Interim Disclosures about Fair
Value of Financial Instruments.” This staff position amends the FASB statement entitled
“Disclosures about Fair Value of Financial Instruments” to require disclosures about fair value
of financial instruments for interim reporting periods of publicly traded companies as well as in
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annual financial statements. This staff position also amends previous guidance entitled “Interim
Financial Reporting” to require those disclosures in summarized financial information at interim
reporting periods. Effective April 1, 2009, the Bank adopted this staff position. See the
following table for disclosure of the information required by this staff position.

The following is a summary of the recorded book balances and estimated fair values of
the Bank’s financial instruments at September 30, 2009 and December 31, 2008:

September 30, 2009

December 31, 2008

Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial Assets
Cash and due from banks $ 2,416,761 $ 2,416,761 $ 1,286,237 $ 1,286,237
Federal funds sold and overnight
investments 13,838,996 13,838,996 10,629,616 10,629,616
Held to maturity securities 856,380 893,989 1,146,972 1,181,876
Available for sale securities 37,416,087 37,416,087 40,877,380 40,877,380
Loans receivable, net 164,588,678 165,225,180 151,013,117 151,537,784
Accrued interest receivable 1,245,143 1,245,143 1,638,089 1,638,089
Other real estate owned 1,995,000 1,995,000 2,370,250 2,370,250
Financial Liabilities
Noninterest-bearing deposits $ 5,776,698 $ 5,776,698 $ 8,435,324 $ 8,435,324
Interest-bearing checking, NOW
and money market 32,775,520 32,775,520 8,221,146 8,221,146
Savings 13,079,626 13,079,626 10,273,773 10,273,773
Time deposits 137,525,989 140,849,933 142,837,938 146,538,988
Repurchase agreements 23,000,000 26,193,153 23,000,000 27,210,524
Accrued interest payable 437,224 437,224 619,559 619,559

Unrecognized financial instruments
Loan commitments on which the committed interest rate is less than the current market
rate are insignificant at September 30, 2009 and December 31, 2008.

The Bank assumes interest rate risk (the risk that general interest rate levels will change)
as a result of its normal operations. As a result, the fair values of the Bank’s financial
instruments will change when interest rate levels change and that change may be either favorable
or unfavorable to the Bank. Management attempts to match maturities of assets and liabilities to
the extent believed necessary to minimize interest rate risk. However, borrowers with fixed rate
obligations are less likely to prepay in a rising rate environment and more likely to prepay in a
falling rate environment. Conversely, depositors who are receiving fixed rates are more likely to
withdraw funds before maturity in a rising rate environment and less likely to do so in a falling
rate environment. Management monitors rates and maturities of assets and liabilities and
attempts to minimize interest rate risk by adjusting terms of new loans and deposits and by
investing in securities with terms that mitigate the Bank’s overall interest rate risk.

Note 16. Financial Instruments with Off-Balance Sheet Risk

In the normal course of business the Bank is a party to financial instruments with
off-balance-sheet risk to meet the financing needs of its customers. These financial instruments
include commitments to extend credit and involve, to varying degrees, elements of credit and
interest rate risk in excess of amounts recognized in the consolidated financial statements. The
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contractual amounts of these instruments reflect the extent of involvement the Bank has in
particular classes of financial instruments.

The contractual amounts of commitments to extend credit represent the amounts of
potential accounting loss should the contract be fully drawn upon, the customer default, and the
value of any existing collateral become worthless. The Bank uses the same credit policies and
procedures in making commitments and conditional obligations as it does for on-balance-sheet
instruments and evaluates each customer’s creditworthiness on a case-by-case basis.
Management believes that the Bank controls the credit risk of these financial instruments through
credit approvals, credit limits, monitoring procedures and the receipt of collateral as deemed
necessary.

Financial instruments whose contract amounts represent credit risk are as follows at
September 30, 2009 (unaudited), and December 31, 2008:

September 30, December 31,
2009 2008
Commitments to extend credit:
Future loan commitments $ 12,762,000 $ 10,272,000
Unused lines of credit 15,389,245 13,791,778
Undisbursed construction loans 6,859,311 14,943,798
Financial standby letters of credit 576,255 468,750

$ 35,586,811 $ 39,476,326

Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Commitments to extend credit generally
have fixed expiration dates or other termination clauses and may require payment of a fee by the
borrower. Since these commitments could expire without being drawn upon, the total
commitment amounts do not necessarily represent future cash requirements. The amount of the
collateral obtained, if deemed necessary by the Bank upon extension of credit, is based on
management’s credit evaluation of the counterparty. Collateral held varies, but may include
residential and commercial property, deposits and securities.

Standby letters of credit are written commitments issued by the Bank to guarantee the
performance of a customer to a third party. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan facilities to customers. All guarantees
issued or modified that are not derivative contracts have been recorded on the Bank’s balance
sheet at their fair value at inception. The liability related to guarantees recorded at
September 30, 2009, and December 31, 2008, was not significant.

Note 17. Regulatory Matters

The Bank is subject to various regulatory capital requirements administered by the
Federal banking agencies. Failure to meet minimum capital requirements can result in certain
mandatory — and possibly additional discretionary — actions by regulators that, if undertaken,
could have a direct material effect on the Bank’s consolidated financial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank
must meet specific capital guidelines that involve quantitative measures of the Bank’s assets,
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liabilities, and certain off-balance sheet items as calculated under regulatory accounting
practices. The Bank’s capital amounts and classification are also subject to qualitative
judgments by the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the
Bank to maintain minimum amounts and ratios of total and Tier 1 capital (as defined in the
regulations) to risk-weighted assets (as defined), and of Tier 1 capital (as defined) to average
assets (as defined). Management believes that as of September 30, 2009, and December 31,
2008, the Bank meets all capital adequacy requirements to which it is subject.

The following table illustrates the Bank’s regulatory capital amounts and ratios as of
September 30, 2009 and December 31, 2008 (dollars in thousands):

To be Well Capitalized

For Capital Adequacy Under Prompt Corrective
Actual Purposes Action Provisions
Amount Ratio Amount Percent Amount Percent
September 30, 2009
Tier 1 (Leverage) Capital
to Average Assets $ 10,735 4.81% $ 8,924 4.00% $ 11,155 5.00%
Tier 1 Capital to Risk- 6.20%
Weighted Assets $ 10,735 $ 6,928 4.00% $ 10,392 6.00%
Total Capital to Risk-
Weighted Assets $ 12,962 7.48% $ 13,857 8.00% $ 17,321 10.00%
December 31, 2008
Tier 1 (Leverage) Capital
to Average Assets $ 19,591 9.65% $ 8,121 4.00% $ 10,152 5.00%
Tier 1 Capital to Risk-
Weighted Assets $ 19,591 11.51% $ 6,807 4.00% $10,210 6.00%
Total Capital to Risk-
Weighted Assets $ 21,635 12.71% $ 13,613 8.00% $17,016 10.00%

The FDIC categorizes banks, based on certain capital ratios under the regulatory
framework for prompt corrective action. In a letter dated August 19, 2009, the FDIC notified the
Bank that as of June 30, 2009, it fell within the adequately capitalized category under the
regulatory framework for prompt corrective action. To be categorized as “well capitalized,” the
Bank must maintain minimum total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios. As
of September 30, 2009, the Bank exceeds the “well capitalized” standard for Tier 1 risk-based
capital ratio of 6% and the “adequately capitalized” standard for Tier 1 leverage ratio of 4%. As
of September 30, 2009, the Bank’s total risk-based capital ratio is less than 8%; hence, the Bank
is considered “undercapitalized.”

The Authorization Certificate issued by the New York State Banking Department
requires the Bank to maintain a risk-based ratio of Tier 1 capital to assets of not less than eight
percent (8%) for a period of three years, which ended on December 23, 2008. Thereafter, federal
regulations require that a “well capitalized” institution must have a Tier 1 risk-based capital ratio
of 6% or greater.
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On September 1, 2009, the Bank contracted the services of Laidlaw & Company (UK),
Ltd., an investment banking firm, to develop a capital plan in order to raise an additional $15 to
$20 million of capital, pending regulatory and shareholder approval.

Supervisory Action

On October 22, 2007, the New York State Banking Department and the FDIC issued,
with the consent of the Bank, parallel Orders to Cease and Desist applicable to the Bank. The
Orders, which were substantially identical, were issued as a result of findings made during the
regulators’ Safety and Soundness Examination conducted as of the close of business on
September 30, 2006, and Compliance Examinations conducted as of the close of business on
February 20, 2007. None of the findings or the terms of the Orders affect or address the Bank’s
ability to meet its financial obligations, including the timely payment of customer deposits or the
funding of loan commitments, nor do the Orders affect the FDIC level of insurance of the Bank’s
deposits.

The Orders require the Bank to refrain from certain practices and to take affirmative
action to correct identified deficiencies and weaknesses in its operations. The full text of the
Orders can be viewed on the FDIC website and the New York State Banking Department
website at www.fdic.gov and http://www.banking.state.ny.us, respectively.

A summary of the terms and conditions of the Orders follows:

The Orders prohibit the Bank from operating with inadequate management supervision
and Board of Directors oversight, inadequately trained and supervised staff and inadequate audit,
compliance and information technology and security policies, processes and procedures, and
without a current, comprehensive business and strategic plan and budget. They also prohibit
violations of the Bank Secrecy Act and various consumer protection statutes.

The Orders require the Bank to adopt a number of policies and procedures designed to
strengthen and improve its operations, and to assess and report to the regulators within specified
time frames, regarding several aspects of its operations. The Orders require the Bank to engage
qualified professionals acceptable to the regulators to prepare or assist with the preparation of
some of the required reports. The Orders direct the Bank to prepare and submit the following
reports and other materials:

¢ A Management Report assessing the Bank’s management and staffing needs,
performance, competence and responsibilities, and recommending staff training and
Board of Directors and senior management recruitment and retention plans and a plan
to respond to the recommendations contained in the Management Plan;

e A Corporate Governance Review and report by an independent third party assessing
the Bank’s corporate governance process, including compliance with the corporate
governance provisions of the Sarbanes—Oxley Act of 2002;

¢ An Expense Report detailing and assessing the propriety of fees and expenses paid to

the Bank’s insiders and a plan for the Bank to seek reimbursement of payments to
insiders determined to have been inappropriate;
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e A Strategic Plan for at least the next three years, including detailed financial and
market assumptions, goals, strategies and policies, and a mission statement;

e A Profit Plan, including plans to improve the Bank’s operating performance, as
gauged by specific metrics, and a comprehensive budget;

® An effective Corporate Information Security Policy;
¢ A Disaster Recovery / Business Continuity Plan and a test of such Plan;

¢ A Compliance Management System, including consumer protection compliance
monitoring, testing and training procedures, a Compliance Training Program and
appointment of a qualified compliance officer;

® An Audit Program providing for implementation, monitoring and testing of internal
audit controls and procedures, consumer protection compliance, information security
and anti-money laundering compliance; and

e Quarterly Progress Reports on compliance with the Orders.

The Orders further require the Bank to take the following affirmative actions:
(1) increased, informed Board of Directors participation and oversight, including the adoption of
good corporate record-keeping and reporting practices; (ii) correction of legal and regulatory
violations; (ii1) implementation of recommended Bank Secrecy Act policies and procedures;
(iv) implementation of an effective information security policy and a disaster recovery / business
continuity plan; and (v) establishment of a Compliance Committee of the Board of Directors.

Actions that have been taken by the Bank since September 30, 2006 (the date as of which
the examination was conducted) include the following: (i) the election of Ronald J. Gentile,
whose experience includes 19 years with the FDIC and service as chief executive officer of a
bank facing similar issues, as President and Chief Executive Officer and a Director; (ii) the
hiring of a Chief Compliance Officer with more than five years of experience, (iii) the election of
six additional independent directors, resulting in seven of the nine current directors’ being
independent, and (iv) the retention of independent consultants to prepare or assist in the
preparation of a revised strategic plan and budget, a review of expenses paid to the Bank’s
insiders and a review of the Bank’s loan function.

In the third quarter of 2007, the Board of Directors established a Compliance Committee
to supervise the implementation of the Orders. This Committee met monthly in 2007 and 2008
and has met periodically in 2009. The Committee is currently composed of the President and
Chief Executive Officer, the Chief Financial Officer, four other directors, each of whom is
independent, and the Bank’s Compliance Officer. The Compliance Committee reports regularly
to the Board of Directors.

The Bank has also taken affirmative actions to implement and test its revised Disaster
Recovery / Business Continuity Plan, its Information Technology structure and other processes
and procedures.
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Management believes it has complied with all of the conditions set forth in the 2007
Orders to Cease and Desist; however, the final determination of when to remove the Orders is
made by the FDIC and the New York State Banking Department.

Note 18. Commitments and Contingencies

Representations and Warranties Reserves

In the normal course of business, the Bank is subject to potential recourse obligations
resulting from standard representations and warranties customary in mortgage loan sales
activities. Violations of these representations and warranties may require the Bank to repurchase
loans previously sold. For the nine months ended September 30, 2009, and the year
December 31, 2008, the Bank sold $7.1 million and $6.4 million of loans, respectively. The
Bank is contingently liable under representations and warranties made in the contracts relating to
these sales, in certain instances for the life of the loans. The Bank has established a reserve for
representations and warranties related to these sales which totaled $5,500 at September 30, 2009,
and $1,200 at December 31, 2008. On an ongoing basis, the Bank monitors the adequacy of the
representations and warranties reserve liability, which is established upon the initial sale of the
loans, and is included in accrued expenses and other liabilities in the balance sheet. The Bank
has not been required to purchase any loans under such representations and warranty obligations.

Legal Proceedings

On May 7, 2007, two actions were begun in the Supreme Court of the State of New York.
One naming the Bank as the defendant was brought by Salvatore Pane, Lisa Vitale and Perry
Winter, and the other naming Fred DeCaro, Jr., and the Bank as defendants was brought by
Salvatore Pane and First Lincoln Mortgage Corp. (formerly USA Mortgage Bankers of America,
Inc.). The first suit, which purports to be brought by the plaintiffs as shareholders and as
representatives of a class of shareholders, alleges that the offering materials used by the Bank in
connection with its offerings of stock in 2005 and 2006 contained various representations that
were untrue, that various payments were made to related parties and that various loans were
improperly made. While the plaintiffs seek monetary judgments and other relief from
Mr. DeCaro, the only judgment demanded against the Bank is “such other relief as to the Court
may seem just and proper.”

The suit against the Bank only alleges that t