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ITEM 1. BUSINESS

BCB Bancorp, Inc.

BCB Bancorp, Inc. (the "Company") is a New Jersegporation, which on May 1, 2003 became the holdiogppany parent of Bayonne
Community Bank (the "Bank"). The Company has nafagred in any significant business activity othantiowning all of the outstanding
common stock of Bayonne Community Bank. Our ex&eutiffice is located at 104-110 Avenue C, Bayom®y Jersey 07002. Our
telephone number is (201) 82300. At December 31, 2006 we had $510.8 millionansolidated assets, $382.7 million in deposits$62.(
million in consolidated stockholders' equity. Then@any is subject to extensive regulation by tharB@f Governors of the Federal Reserve
System.

Bayonne Community Bank

Bayonne Community Bank was chartered as a Newylbesgk on October 27, 2000, and we opened for basion November 1, 2000. We
operate through three branches in Bayonne, Neweyarsd through our executive office located at 108-Avenue C, Bayonne, New Jersey
07002. Our telephone number is (201) 823-0700.deposit accounts are insured by the Federal Depasitance Corporation and we are a
member of the Federal Home Loan Bank System.

We are a community-oriented financial instituti@ur business is to offer FDIC-insured deposit potsiand invest funds held in deposit
accounts at the Bank, together with funds generfatad operations, in investment securities and $o&¥e offer our customers:

o loans, including commercial and multi-family restate loans, one- to four-family mortgage lo&asne equity loans, construction loans,
consumer loans and commercial business loanscémtgears the primary growth in our loan portfdlas been in loans secured by
commercial real estate and multi-family properties;

o FDIC-insured deposit products, including saviagd club accounts, non-interest bearing accourdaggmarket accounts, certificates of
deposit and individual retirement accounts; and

o retail and commercial banking services includinge transfers, money orders, traveler's checKs, daposit boxes, a night depository,
federal payroll tax deposits, bond coupon redemmiod automated teller services.

Business Strategy

Our business strategy is to operate as a wellagatl, profitable and independent community-ogedrfinancial institution dedicated to
providing quality customer service. Managementd'the Board of Directors' extensive knowledge efltudson County market
differentiates us from our competitors. Our busingtsategy incorporates the following elements:ntading a community focus, focusing on
profitability, continuing our growth, concentratiog real estate based lending, capitalizing on gtatinamics, providing attentive and
personalized service and attracting highly qualified experienced personnel.



Maintaining a community focus. Our management aodr8 of Directors have strong ties to the Bayororaraunity. Many members of the
management team are Bayonne natives and are active community through non-profit board membgushocal business development
organizations, and industry associations. In aoldjtour board members are well established prafeals and business people in the Bayonne
area. Management and the Board are interestedkimgia lasting contribution to the Bayonne commyaitd have succeeded in attracting
deposits and loans through attentive and persathfiervice.

Focusing on profitability. On an operational bagis,achieved profitability in our tenth month ofesation. For the year ended December 31,
2006, our return on average equity was 11.12% andedurn on average assets was 1.13%. Our earpergdiluted share increased from
$0.43 for the year ended December 31, 2002 to $br0Be year ended December 31, 2006. We achitnie@arnings growth by focusing on
low-cost deposits and by tightly controlling oumaimterest expenses. Management is committed tataiaing profitability by diversifying

the services we offer. We have a mortgage bankivigion as well as a leasing division to increasefee-based income.

Continuing our growth. We have consistently incezbsur assets. From December 31, 2002 to Decemb@086, our assets have increased
from $183.1 million to $510.8 million. Over the sartime period, our loan balances have increased $b22.1 million to $318.1 million,
while deposits have increased from $163.5 millm$382.7 million. In addition, we have maintained asset quality ratios while growing
loan portfolio. At December 31, 2006, our non-parfing assets to total assets ratio was 0.06%.

Concentrating on real estate-based lending. A pyirfacus of our business strategy is to originank secured by commercial and multi-
family properties. Such loans provide higher resutran loans secured by one- to four-family retdtesAs a result of our underwriting
practices, including debt service requirementéonmercial real estate and multi-family loans, nggmaent believes that such loans offer us
an opportunity to obtain higher returns.

Capitalizing on market dynamics. The consolidatibthe banking industry in Hudson County has cr#ite need for a customer focused
banking institution. This consolidation has movedidion making away from local, community-basedksaie much larger banks
headquartered outside of New Jersey.

Providing attentive and personalized service. Manaant believes that providing attentive and persediservice is the key to gaining
deposit and loan relationships in Bayonne anduitsosinding communities. Since we began operatiomsbranches have been open 7 days a
week.

Attracting highly experienced and qualified perselnn important part of our strategy is to hirenkars who have prior experience in the
Hudson County market as well as pre-existing bssimelationships. Our management team has an &vef&$ years of banking experience,
while our lenders and branch personnel have saarifiprior experience at community banks and redibanks in Hudson County.
Management believes that its knowledge of the Hnd3ounty market has been a critical element irstleeess of Bayonne Community
Bank. Management's extensive knowledge of the lo@aimunities has allowed us to develop and
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implement a highly focused and disciplined appraadending and has enabled the bank to attraglagercentage of low cost deposits.

Our Market Area

We are located in the City of Bayonne, Hudson CpuNew Jersey. The Bank's locations are easilyssiloke to provide convenient services
to businesses and individuals throughout our maakes.

Our market area includes the city of Bayonne, Je@ity and portions of Hoboken, New Jersey. Thesasare all considered "bedroom" or
"commuter" communities to Manhattan. Our markeaasawell-served by a network of arterial roadwincduding Route 440 and the New
Jersey Turnpike.

Our market area has a high level of commercialrimss activity. Businesses are concentrated inethice sector and retail trade areas. M
employers in our market area include Bayonne Médeater and the Bayonne Board of Education.

Competition

The banking business in New Jersey is extremelypetitive. We will compete for deposits and loan#hwexisting New Jersey and out-of-
state financial institutions that have longer ofingahistories, larger capital reserves and motabdished customer bases. Our competition
includes large financial service companies andrathéties in addition to traditional banking ingtions such as savings and loan
associations, savings banks, commercial banks &t cinions.

Our larger competitors have a greater ability tafice wide-ranging advertising campaigns througlr tireater capital resources. Our
marketing efforts depend heavily upon referralsifrafficers and directors and stockholders, selecidvertising in local media and direct
mail solicitations. We compete for business priattipon the basis of personal service to custonwrstomer access to our officers and
directors and competitive interest rates and fees.

In the financial services industry in recent yeargnse market demands, technological and regylateanges and economic pressures have
eroded industry classifications that were oncerblatefined. Banks have been forced to diversiBitiservices, increase rates paid on deg
and become more cost effective, as a result of etitign with one another and with new types of fioial service companies, including non-
banking competitors. Some of the results of theagkat dynamics in the financial services industiyédhbeen a number of new bank and non-
bank competitors, increased merger activity, andeimsed customer awareness of product and seiffieedces among competitors. These
factors could affect our business prospects.



Lending Activities

Analysis of Loan Portfolio. Set forth below is setkd data relating to the composition of our loartfplio by type of loan and in percentage

of the respective portfolio.

2006
Amount Pe

Type of loans: .......c.cccceueene
Real estate loans:

One-to four-family ................ $43,993 1

Construction 38,882 1

Home equity 32,321 1

Commercial and multi-family ....... 192,141 5
Commercial business ... . 14,705
COoNSUMET .....oovviirienis 396

Total oo 322,438 10

Less:
Deferred loan (costs) fees, net ..... 575

Allowance for possible loan losses .. 3,733

Total loans, net . $318,130

At December 31,

2005 2004

(Dollars in Thousands)

3.64% $34,901 12.11% $ 34,855 13.98% $ 33,9
2.06 28,743 9.98 19,209 7.70 10,0

0.02 24,297 843 20,629 8.27 16,8

9.60 185,170 64.26 158,755 63.68 115,1
456 14,578 5.06 15,123 6.07 14,0

0.12 456 0.16 744 030 11

0.00% 288,145 100.00% 249,315 100.00% 191,1

604 429 2
3,090 2,506 2,1
$284,451 $246,380 $188,7

13 17.74% $ 25,475 20.64%
09 524 4278 3.47

25 8.80 14,106 11.43

60 60.25 65,842 53.34

48 7.35 12,934 10.48

83 0.62 800 0.64

38 100.00% 123,435 100.00%

39 117
13 1,233
86




Loan Maturities. The following table sets forth t@ntractual maturity of our loan portfolio at Dedeer 31, 2006. The amount shown
represents outstanding principal balances. Demaants| loans having no stated schedule of repaymedtso stated maturity and overdrafts
are reported as being due in one year or lessablarrate loans are shown as due at the time atheg. The table does not include
prepayments or scheduled principal repayments.

Due after 1
Due within through Due after
1 Year 5 Years 5 Years Total

(In Thousands)

One-to four-family $ 733 $ 2,848 $ 40,412 $ 43,993
Construction .............. 35,869 1,778 1,235 38,882
Home equity .......ccvvvvveeeenns 3,489 2,283 26,549 32,321
Commercial and multi-family ...... 8,071 59,351 124,719 192,141
Commercial business .............. 10,727 1,048 2,930 14,705
CONSUMES ..covvveveiieeeeeenann, 218 178 -- 396

Total amount due ................. $ 59,107 $ 67,486 $ 195845 $ 322,438

Loans with Predetermined or Floating or AdjustaRéges of Interest. The following table sets fott tlollar amount of all loans at December
31, 2006 that are due after December 31, 2007hawe predetermined interest rates and that haaérftpor adjustable interest rates.

Floating or
Fixed Rates Adjustable Rates  Total

(In Thousands)

One- to four-family .............. $ 41,183 $ 2,077 $ 43,260
Construction ............ccc..... 2,732 281 3,013
Home equity .........ccceeennee. 28,544 288 28,832
Commercial and multi-family ...... 130,541 53,529 184,070
Commercial business -- 3,978
CONSUMES ..covvveveiieeeeeeaanns -- 178

Total amount due ................. $ 56,175 $ 263,331

Commercial and Multi-family Real Estate Loans. @ammercial and multi-family real estate loans aeused by commercial real estate (for
example, shopping centers, medical buildings, Ireffices) and multi-family residential units, casiing of five or more units. Permanent
loans on commercial and multi-family properties ge@erally originated in amounts up to 75% of thpraised value of the property. Our
commercial real estate loans are secured by imprpraperty such as office buildings, retail stosearehouses, church buildings and other
non-residential buildings. Commercial and multi-fgrmeal estate loans are generally made at raggsatdjust above the five year U.S.
Treasury interest rate, with terms of up to 25 gear are balloon loans with fixed interest ratésclv generally mature in three to five years
with principal amortization for a period of up t6 $ears. Our largest commercial loan had a prihdéiptance of $3.3 million at December 31,
2006, and was secured by a mixed use property ésadpof retail and office facilities. Our largestitifamily loan had a principal balance
$3.8 million at December 31, 2006. Both loans wedorming in accordance with their terms on theted

Loans secured by commercial and multi-family resihte are generally larger and involve a greatgredeof risk than one- to four-family
residential mortgage loans. The borrower's creditwoess and the feasibility and cash flow potémtidahe project is of
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primary concern in commercial and multi-family reatate lending. Loans secured by income propetegenerally larger and involve
greater risks than residential mortgage loans lmcpayments on loans secured by income propergesften dependent on the successful
operation or management of the properties. Asuatrgspayment of such loans may be subject teeatgr extent than residential real estate
loans to adverse conditions in the real estate etankthe economy. We intend to continue emphagittia origination of loans secured by
commercial real estate and multi-family properties.

One- to Four-Family Lending. Our one- to four-faymiésidential mortgage loans are secured by prppacated in the State of New Jersey.
We generally originate one- to four-family residehimortgage loans in amounts up to 80% of theelesbthe appraised value or selling price
of the mortgaged property without requiring mortgagsurance. We will originate loans with loan &ue ratios up to 90% provided the
borrowers obtain private mortgage insurance. Wgirate both fixed rate and adjustable rate loam-@ four-family loans may have terms
of up to 30 years. The majority of one- to four-fgnfioans we originate for retention in our porttohave terms no greater than 15 years. We
offer adjustable rate loans with fixed rate periotisp to five years, with principal and intereataulated using a maximum 30-year
amortization period. We offer these loans withxadi rate for the first five years with repricindléaving every year after the initial period.
Adjustable rate loans may adjust up to 200 badistpannually and 600 basis points over the terth@ioan. We also broker for a third pe
lender one-to four-family residential loans, whaole primarily fixed rate loans with terms of 30 ggeaDur loan brokerage activities permit us
to offer customers longer-term fixed rate loansweeild not otherwise originate while providing a smuof fee income. During 2006, we
brokered $36.3 million in one-to four-family loaasd recognized gains of $635,000 from the saleicifi oans.

All of our one- to four-family mortgages includeu& on sale" clauses, which are provisions givinthesight to declare a loan immediately
payable if the borrower sells or otherwise trarster interest in the property to a third party.

Property appraisals on real estate securing ogtesfamily residential loans are made by stateiftexitand licensed independent appraisers
approved by our Board of Directors. Appraisalsg@dormed in accordance with applicable regulat@mmd policies. At our discretion, we
obtain either title insurance policies or attornegstificates of title, on all first mortgage restate loans originated. We also require fire and
casualty insurance on all properties securing oerto four-family loans. We also require the boreowo obtain flood insurance where
appropriate. In some instances, we charge a fes éma percentage of the loan amount commonlynedeto as points.

Construction Loans. We offer loans to finance thestruction of various types of commercial anddestial property. We originated $34.9
million of such loans during the year ended Decamdtie 2006. Construction loans to builders gengaié offered with terms of up to
eighteen months and interest rates are tied toeprate plus a margin. These loans generally aszaaffas adjustable rate loans. We will
originate residential construction loans for indival borrowers and builders, provided all necesplams and permits are in order.
Construction loan funds are disbursed as the pgrpjegresses. At December 31, 2006, our largesdtnaction loan was $3.5 million, of
which $1.4 million was disbursed. This



construction loan has been made for the constmucfisesidential properties. At December 31, 200§ lban was performing in accordance
with its terms.

Construction financing is generally considerednolve a higher degree of risk of loss than lomgatéinancing on improved, occupied real
estate. Risk of loss on a construction loan is ddest largely upon the accuracy of the initialrestie of the property's value at completion of
construction and development and the estimated(tmstiding interest) of construction. During thenstruction phase, a number of factors
could result in delays and cost overruns. If t@veste of construction costs proves to be inaceunse may be required to advance funds
beyond the amount originally committed to permitngbetion of the project. Additionally, if the estite of value proves to be inaccurate, we
may be confronted, at or prior to the maturityhaf toan, with a project having a value which isuffisient to assure full repayment.

Home Equity Loans and Home Equity Lines of Credie offer home equity loans and lines of credit tiv&t secured by the borrower's
primary residence. Our home equity loans can hetired as loans that are disbursed in full atietper as lines of credit. Home equity lot
and lines of credit are offered with terms up toygars. Virtually all of our home equity loans areyinated with fixed rates of interest and
home equity lines of credit are originated withuadgable interest rates tied to the prime rate. Hequéty loans and lines of credit are
underwritten under the same criteria that we usetierwrite one- to four-family loans. Home equdgns and lines of credit may be
underwritten with a loan-to-value ratio of 80% whmymbined with the principal balance of the exigtmortgage loan. At the time we close a
home equity loan or line of credit, we file a mag to perfect our security interest in the undeglgollateral. At December 31, 2006, the
outstanding balances of home equity loans and bhesedit totaled $32.3 million, or 10.02% of daan portfolio.

Commercial Business Loans. Our commercial busiloess are underwritten on the basis of the borradiility to service such debt from
income. Our underwriting standards for commercialibess loans include a review of the applicaaks¢turns, financial statements, credit
history and an assessment of the applicant'syahilimeet existing obligations and payments omptisposed loan based on cash flow
generated by the applicant's business. Commengsahéss loans are generally made to small andsimétt companies located within the S
of New Jersey. In most cases, we require collatdratiuipment, accounts receivable, inventory, tehat other assets before making a
commercial business loan. Our largest commercisiness loan at December 31, 2006 had a principahba of $2.5 million and was secu
by marketable equity securities. We have also vecepersonal guarantees from the borrower, priteigiathe borrower and a director of
BCB Bancorp, Inc.

Commercial business loans generally have highesrad shorter terms than one- to four-family essiél loans, but they may also involve
higher average balances and a higher risk of defande their repayment generally depends on theessful operation of the borrower's
business.

Consumer Loans. We make various types of secur@diasecured consumer loans and loans that areegaliaed by new and used
automobiles. Consumer loans generally have territsreé years to ten years.
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Consumer loans are advantageous to us becauseirahterest rate sensitivity, but they also inwlwore credit risk than residential mortg
loans because of the higher potential for defaludt,nature of the collateral and the difficultydisposing of the collateral.

The following table shows our loan origination, ghaise, sale and repayment activities for the peiildicated.

Years Ended December 31,

2006 2005 2004 2003 2002

(In thousands)
Beginning of period ...........ccccceevuen. $ 288,145 $ 249,315 $ 191,138 $ 123,435 $ 45,411

Originations by Type:

Real estate mortgage:

One- to four-family residential.. ....... 9,203 4,299 4,103 22,768 20,000
Construction ......cccceeeeveveiiennns 34,889 35,765 19,326 6,392 2,737
Home equity ........cccccveeviieeeninnnn. 15,821 13,998 14,212 9,393 8,711
Commercial and multi-family ............. 51,542 70,471 64,219 62,966 47,676
Commercial business ..........ccccceeveees 7,946 8,968 8,628 2,544 10,846
CONSUMET ..vvviiiiieiiereeeeeee i 222 203 284 924 537
Total loans originated ................ 119,623 133,704 110,772 104,987 90,507
Purchases:

Real estate mortgage:

One- to four-family residential.. ....... -- --
4,870 3,645 4,289 2,223 300

Construction
Home equity - - - - -
Commercial and multi-family ............. 1,737 -- 8,450 3,207 2,794
Commercial business ...........ccccee.... 400 1,000 -- -- -
CONSUMET .evviiiiiieieeeeeeeee e -- -- -- -- -
Total loans purchased ................. 7,007 4,645 12,739 5,430 3,094
Sales
Real estate mortgage:
One- to four-family residential.. ....... -- -- -- -- -
CONStruction .........cccceeeevivveeennne 2,044 1,273 959 - -
Home equity .......cccceevueneeen. -- -- - - -
Commercial and multi-family 3,388 -- 788 3,480 1,599
Commercial business ...........c.cccee.... -- -- 1,128 - -
CONSUMET ..evviiiiiiiieieeeeeee e -- -- -- -- -
Total loans sold ...................... 5,432 1,273 2,875 3,480 1,599
Principal repayments ...........c.ccc..... 86,905 98,246 62,459 39,234 13,978
Total reductions ............ccc.c..... 92,337 99,519 65,334 42,714 15,577
Increase (decrease) in other items, net ...... -- -- -- -- -
Net increase .........cccceeeevueenn. 34,293 38,830 58,177 67,703 78,024
Ending balance ........................ $ 322,438 $ 288,145 $ 249,315 $ 191,138 $ 123,435

Loan Approval Authority and Underwriting. We estighlvarious lending limits for executive managenamd also maintain a loan
committee. The loan committee is comprised of thainan of the Board, the President, the SeniodlrenOfficer and five non-employee
members of the Board of Directors. The Presideth®iSenior Lending Officer, together with one otloan officer, have authority to apprc
applications for real estate loans up to $500,0€ter secured loans up to $500,000 and unsecuaed lgp to $25,000. The loan committee
considers all applications in excess of the abeweihg limits and the entire board of directorsfies all such loans.
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Upon receipt of a completed loan application fropr@spective borrower, a credit report is orderedome and certain other information is
verified. If necessary, additional financial infaation may be requested. An appraisal is requireth®underwriting of all one- to fodamily
loans. We may rely on an estimate of value of estdte performed by our Senior Lending Officerfome equity loans or lines of credit of
up to $250,000. Appraisals are processed by statified independent appraisers approved by thedobDirectors.

An attorney's certificate of title is required dhreewly originated real estate mortgage loansdnnection with refinancing and home equity
loans or lines of credit in amounts up to $250,008 will obtain a record owner's search in liewnfattorney's certificate of title. Borrowers
also must obtain fire and casualty insurance. Flosdrance is also required on loans secured hyeptpthat is located in a flood zone.

Loan Commitments. Written commitments are giveprspective borrowers on all approved real estatrd. Generally, we honor
commitments for up to 60 days from the date ofasse. At December 31, 2006, our outstanding lo@ination commitments totaled $9.3
million, outstanding construction loans in progrestaled $31.5 million and undisbursed lines ofidreotaled $11.0 million.

Non-performing and Problem Assets

Loan Delinquencies. We send a notice of nonpayneebbrrowers when their mortgage loan becomes $5 past due. If such payment is
received by month end, an additional notice of raynpent is sent to the borrower. After 60 daysaifmpent is still delinquent, a notice of
right to cure default is sent to the borrower givB0 additional days to bring the loan current beforeclosure is commenced. If the loan
continues in a delinquent status for 90 days pastashd no repayment plan is in effect, forecloguoeeedings will be initiated.

Loans are reviewed and are placed on a non-acstatals when the loan becomes more than 120 daysjdeht or when, in our opinion, the
collection of additional interest is doubtful. Inést accrued and unpaid at the time a loan is glanenonaccrual status is charged against
interest income. Subsequent interest paymentayifare either applied to the outstanding princi@ance or recorded as interest income,
depending on the assessment of the ultimate cabiéity of the loan. At December 31, 2006, we h82%000 in non-accruing loans. Our
largest exposure of non-performing loans at thtg dansisted of one loan, with a principal balaoic$307,000, to a deceased borrower
whose estate is in process of settlement. At Deee®ib, 2006, we had no loans that were delinquémta§s or more and accruing. Recently,
the Bank has become aware of two loan facilitieth witotal exposure of $2.6 million which we arety#o via participation agreements with
another financial institution. That financial irtgtion has informed us of the possibility of perfance related issues that may require
additional attention going forward. One of thesdlfides, a loan on a parcel of land in Rumson, Nlassey in the amount of $1.2 million to
Mr. Solomon Dwek, continues to perform. The ottaailfty, subsequent to December 31, 2006 has beeonum-performing loan. This loan
is a financing arrangement provided to Kara Homeabé amount of $1.4 million for the developmentesf lots in Manahawkin, New Jersey.
Kara Homes has recently filed for protection untierbankruptcy laws of the United States and fhisson is presently being
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adjudicated under those applicable laws. The afergimned notwithstanding, the Bank has allocat28% allowance reserve against both of
these loans.

A loan is considered impaired when it is probahk iorrower will not repay the loan according te ¢higinal contractual terms of the loan
agreement. We have determined that first mortgeges! on one-to four-family properties and all consuloans represent large groups of
smaller-balance homogeneous loans that are coldgievaluated. Additionally, we have determineat thn insignificant delay (less than 90
days) will not cause a loan to be classified asaingol and a loan is not impaired during a periodedéy in payment, if we expect to collect
amounts due including interest accrued at the aotutal interest rate for the period of delay. Waejpendently evaluate all loans identified as
impaired. We estimate credit losses on impairedddesed on the present value of expected cash fiothe fair value of the underlying
collateral if the loan repayment is derived frora fale or operation of such collateral. Impaireh$ or portions of such loans, are charged
off when we determine that a realized loss hasmeduUntil such time, an allowance for loan losisamaintained for estimated losses. Cash
receipts on impaired loans are applied first to@ed interest receivable unless otherwise requiyetthe loan terms, except when an impaired
loan is also a nonaccrual loan, in which case trégn of the receipts related to interest is retipgd as income. At December 31, 2006, we
had two loans totaling $323,000 which are classifie impaired and on which loan loss allowancesitgt $81,000 have been established.
During 2006, interest income of $6,000 was recagphizn impaired loans.

The following table sets forth delinquencies in man portfolio as of the dates indicated:

A t December 31, 2006 At Dec ember 31, 2005
60-89 D ays 90 Days or More 60-89 Days 90 Days or More
Number Pr incipal Principal Number Princip al  Number Principal
of B alance  Number Balance of Balanc e of Balance
Loans o fLoans of Loans of Loans Loans of Loa ns Loans of Loans

One- to four-

family residential ............. - $ - - $ - - % - - 1 $ 79

Construction ..........cceeee... 1 1,356 - -- - - - - -

Home equity .......ccceverunnne - -- - - - - - - -

Commercial and multi-family ..... - -- 1 307 - - - 4 803

Total oo 1 1,356 1 307 - - - 5 882
Commercial business ............... - -- - - - - - 1 150
CONSUMEN ... 1 2 1 16 -- - - -- --

Total delinquent loans ..... 2 $ 1,358 2 $ 323 - $ - - 6 $1,032

Delinquent loans to total loans ... 0.42% 0.10% - - -% 0.36%
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A t December 31, 2004 At Decem
60-89 D ays 90 Days or More 60-89 Days
Number Pr incipal Principal Number Princip
of B alance  Number Balance of Balanc
Loans o fLoans of Loans ofLoans Loans

One- to four-

family residential ............ - $ - 1 $ 173 1 $ 10
Construction -- -- -- -- -- -
Home equity 1 29 -- -- -- -
Commercial and multi-family ..... -- -- 1 313 -- -
Total ..oeevieeiiiiiieee, 1 29 2 486 1 10

Commercial business ............... 1 123 3 515 3 35
Consumer -- -- 1 3 -- -
2 3 152 6 $1,004 4 $ 45
0.06% 0.40% 0.2
A t December 31, 2002
60-89 D ays 90 Days or More
Number Pr incipal Principal
of B alance  Number Balance
Loans o fLoans of Loans of Loans
(D ollars in thousands)
Real estate mortgage:
One- to four-
family residential - $ - - $ -
Construction ..... -- -- -- --
Home equity -- -- -- --
Commercial and multi-family ..... -- -- -- --
Total ..ooeeieeiiieieeen, -- -- -- --
Commercial business ............... -- -- 1 67
CONSUMET ..o - - - -
- $ - 1 $ 67
Delinquent loans to total loans ... --% 0.05%
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ber 31, 2003

al  Number Principal
e of Balance
ns Loans of Loans

3 - $ -

3 -- -

5 3 386

8 3 $ 386
4% 0.20%



The table below sets forth the amounts and categofinon-performing assets in the Bank's loarf@art Loans are placed on non-accrual
status when the collection of principal and/or iete become doubtful. For all years presented, Bag@ommunity Bank has had no trouk
debt restructurings (which involve forgiving a port of interest or principal on any loans or makiogns at a rate materially less than that of
market rates). Foreclosed assets include assaigeatin settlement of loans.

At December 31,

2006 2005 2004 2003 2002

(Dollars in thousands)
Non-accruing loans:

One- to four-family residential ............... $ - $ - $ 173 $ - $ -
Construction .........cceeeeeveveiiiiinnnans - - - - -

Home equity ......cceeeviiiiieiiiiieeees - - - - -
Commercial and multi-family .................. 307 637 313 67 67
Commercial business ..........cccccevveeenn.. -- 150 67 - --
CONSUMET ..eeviviiiiiiiieeeeeeeeeeeeiiiiinns 16 - - -- -
Total v 323 787 553 67 67

Accruing loans delinquent more than 90 days:

One- to four-family residential ............... -- - -- - -

CONSruCtion ..........cceeeeviiieeeeenniine. - - - - -

Home equity ......cceeeeiiiiieiiiiieeeee - - - - -

Commercial and multi-family .................. -- 166 -- 319 --

Commercial business ...........ccccoeveeinne - - 448 - -

CONSUMET ..eeviiiiiiiieieeeee e -- 79 3 -- --

Total oo - 245 451 319 -

Total non-performing loans ..............c........ 323 1,032 1,004 386 67
Foreclosed assets ..........ccccuveeeiiiienennne - - 6 - -
Total non-performing assets ............c......... $ 323 $1,032 $ 1010 $ 386 $ 67
Total non-performing assets as a percentage

of total assets ........ccccevvereveeiiinnnn. 0.06% 0.22% 0.27% 0.13% 0.04%
Total non-performing loans as a percent

of total 10ans ..........ccoceeeviiiieeiinns 0.10% 0.36% 0.40% 0.20% 0.05%

For the year ended December 31, 2006, gross ihiesne which would have been recorded had ourawmnuing loans been current in
accordance with their original terms amounted t6,820. We received and recorded $6,000 in inténesime for such loans for the year
ended December 31,2006.

Classified Assets. Our policies provide for a dfestion system for problem assets. Under thissifécation system, problem assets are
classified as "substandard," "doubtful,” "loss™gpecial mention." An asset is considered substariflé is inadequately protected by its
current net worth and paying capacity of the boeouwr of the collateral pledged, if any. Substaddessets include those characterized by the
"distinct possibility” that "some loss" will be gamed if the deficiencies are not corrected. Asstdssified as doubtful have all the
weaknesses inherent in those classified substanddrdhe added characteristic that the weaknessegmt makes "collection or liquidation in
full" on the basis of currently existing facts, ditions, and values, "highly questionable and inyatade." Assets classified as loss are those
considered "uncollectible” and of such little vathat their continuance as assets without the ksitafent of a specific loss reserve is not
warranted, and the loan is chargefti-Assets may be designated special mention tsecalipotential weaknesses that do not currentlyam¢
classification in one of the aforementioned catigor
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When we classify problem assets, we may estabéslerl allowances for loan losses in an amount ddgirudent by management. General
allowances represent loss allowances which have éstablished to recognize the inherent risk aatetiwith lending activities, but which,
unlike specific allowances, have not been allocédguhrticular problem assets. A portion of gentrss allowances established to cover
possible losses related to assets classified ataswdard or doubtful may be included in determirdngregulatory capital. Specific valuation
allowances for loan losses generally do not qualifyegulatory capital. At December 31, 2006, wetrimassets classified as doubtful, $2.9
million in assets classified as substandard an® $08 in assets classified as special mention|ddmes classified as doubtful and substan
represent primarily commercial loans secured elflyaesidential real estate, commercial real estateeavy equipment. The loans that have
been classified substandard were classified aspitiarily because either updated financial infotiorahas not been timely provided, or the
collateral underlying the loan is in the procesbeihg revalued.

In addition to loans that have been classified, agament has identified a lending relationship thetits additional scrutiny for reasons
unrelated to the performance of the loans. Thisdwang relationship consists of five loans, whiddha total principal balance at December
31, 2006 of $1.3 million. The largest single loala total principal balance at December 31, 20@360,000. The five loans are secured by
mixed-use real estate. The loans in the aggre@ate & loan value ratio of 69.7%. These loans amewtly performing in accordance with
their terms.

Allowances for Loan Losses. A provision for loasdes is charged to operations based on manageealtigtion of the losses that may be
incurred in our loan portfolio. The evaluation, luing a review of all loans on which full collebikity of interest and principal may not be
reasonably assured, considers: (1) the risk chenaiits of the loan portfolio; (2) current econerbnditions; (3) actual losses previously
experienced; (4) the level of loan growth; andtff) existing level of reserves for loan losses #inatpossible and estimable.

We monitor our allowance for loan losses and malditimns to the allowance as economic conditiocsatie. Although we maintain our
allowance for loan losses at a level that we carsadlequate for the inherent risk of loss in oanlportfolio, future losses could exceed
estimated amounts and additional provisions fon loases could be required. In addition, our deifteation of the amount of the allowance
for loan losses is subject to review by the NevegdgDepartment of Banking and Insurance and theCl-B8 part of their examination
process. After a review of the information avai@ldur regulators might require the establishméanadditional allowance. Any increase in
the loan loss allowance required by regulators didalve a negative impact on our earnings.
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The following table sets forth an analysis of trenBs allowance for loan losses.

Balance at beginning of period ....................

Charge-offs:
One- to four-family residential ................
CONStruction .........cccveeevveenns
Home equity ............... .
Commercial and multi-family ...................
Commercial business ........
CONSUMET ..t

Total charge-offs .......ccccccvveeviiieiiiinnns

RECOVENES ..ot

Net charge-offs (recoveries) .........cc.c.........
Provisions charged to operations ..................
Ending balance ..........cccocoveiniiiiienns

Ratio of non-performing assets to total assets at t
of Period .......ccoevviiiieiiieciieces

Allowance for loan losses as a percent of total loa
outstanding .......cceeevviieiniiee e

Ratio of net charge-offs (recoveries) during the pe
loans outstanding during the period ............

Ratio of net charge-offs (recoveries) during the pe
non-performing loans .........ccccccecveenee.

Years Ended Decembe r31,
2006 2005 2004 2003 2002
(Dollars in thousa nds)
$ 3,090 $ 2506 $ 2,113 $ 1,233 $ 412
66 522 332 - 10
1 24 - - 12
67 546 332 - 22
85 12 35 - -
(18) 534 297 - 22
625 1,118 690 880 843
$ 3,733 $ 3,09 $ 2,506 $ 2,113 $ 1,233
0.06% 0.22% 0.27% 0.13% 0.04%
1.16% 1.07% 1.01% 1.11% 1.00%
(0.01)% 0.19% 0.13% -% 0.03%
(5.57)% 51.74% 29.58% -%  32.84%
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Allocation of the Allowance for Loan Losses. Thédwing table illustrates the allocation of thecallance for loan losses for each categor

loan. The allocation of the allowance to each aatggs not necessarily indicative of future lossiy particular category and does not restrict
our use of the allowance to absorb losses in dtiaer categories.

At December 31,

2006 2005 2004 20 03 2002
Percent o f Percent of Percent of Percent of Percent of
Loans in Loans in Loans in Loans in Loans in
each each each each each
Category Category Category Category Category
in Total in Total in Total in Total in Total
Amount  Loans Amount Loans Amount Loans Amount Loans Amount Loans
(Dollars in Thousands)
Type of loan:
One- to four-family .......... $ 69 13.64% $ 76 12.11% $ 78 13.98% $ 105 17.74% $ 64 20.64%
Construction 1,068 12.06 329 9.98 217 7.70 125 5.24 53 3.47
Home equity 126 10.02 91 8.43 82 8.27 50 8.80 64 11.43
Commercial and multi-family .. 2,285 59.60 2,180 64.26 1,669 63.68 1,178 60.25 658 53.34
Commercial business .......... 168 4.56 401 5.06 444 6.07 649 7.35 376 10.48
ConsSumMer .......ccocevveeenne 17 0.12 13 0.16 16 0.30 6 0.62 18 0.64
Total oo $3,733 100.00% $3,090 100.00% $2,506 100.00% $2,113 100.00% $1,233 100.00%
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Investment Activities

Investment Securities. We are required under fédegalations to maintain a minimum amount of ldjaissets that may be invested in
specified short-term securities and certain otheestments. The level of liquid assets varies deipgnupon several factors, including: (i) the
yields on investment alternatives, (ii) our judgmas to the attractiveness of the yields then alsldlin relation to other opportunities, (
expectation of future yield levels, and (iv) ouojections as to the short-term demand for fundsetased in loan origination and other
activities. Investment securities, including moggéacked securities, are classified at the timmuothase, based upon management's
intentions and abilities, as securities held-tourigt or securities available for sale. Debt setesiacquired with the intent and ability to hold
to maturity are classified as held-to-maturity amd stated at cost and adjusted for amortizatigorerhium and accretion of discount, which
are computed using the level yield method and neizeg as adjustments of interest income. All ottebst securities are classified as availi
for sale to serve principally as a source of ligyid

Current regulatory and accounting guidelines reiggrthvestment securities require us to categ@emurities as "held-to-maturity,"
"available for sale" or "trading." As of Decembdr, 2006, we had $148.7 million of securities clfsdias "held-to-maturity,” and no
securities classified as available for sale oritrgdSecurities classified as "available for saee reported for financial reporting purposes at
the fair market value with net changes in the mavkéue from period to period included as a segatamponent of stockholders' equity, net
of income taxes. At December 31, 2006, our seeusritlassified as held-to-maturity had a marketevafu$146.0 million. Changes in the
market value of classified as securities held-taumity do not affect our income. Management hadrlkent and we have the ability to hold
securities classified as held-to-maturity. Durihg year ended December 31, 2006, we had no sesusiles.

At December 31, 2006, our investment policy allowaastments in instruments such as: (i) U.S. Tusasbligations; (ii) U.S. federal
agency or federally sponsored agency obligatidgismortgage-backed securities; and

(iv) certificates of deposit. The board of direstonay authorize additional investments. At Decen3dei2006 our U.S. Government agency
securities totaled $122.6 million, all of which werlassified as held-to-maturity and which primacibnsisted of callable securities issued by
government sponsored enterprises.

As a source of liquidity and to supplement our lagdactivities, we have invested in residential tpage-backed securities. Mortgage-backed
securities generally yield less than the loansuhaerlie such securities because of the costywhpat guarantees or credit enhancements tha
reduce credit risk. Mortgage-backed securitiessgare as collateral for borrowings and, througtayepents, as a source of liquidity.
Mortgage-backed securities represent a participatiterest in a pool of single-family or other typlemortgages. Principal and interest
payments are passed from the mortgage originatomygh intermediaries (generally government-spmasenterprises) that pool and
repackage the participation interests in the fofreecurities, to investors, like us. The governrepunsored enterprises guarantee the
payment of principal and interest to investors ematlde Freddie Mac, Ginnie Mae, and Fannie Mae.
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Mortgage-backed securities typically are issuedh witited principal amounts. The securities aredzhbly pools of mortgage loans that have
interest rates that are within a set range and hamgng maturities. The underlying pool of mortgagan be composed of either fixed rate or
adjustable rate mortgage loans. Mortgage-backadtities are generally referred to as mortgage gpgtion certificates or pass-through
certificates. The interest rate risk charactesstitthe underlying pool of mortgages (i.e., fixate or adjustable rate) and the prepayment
are passed on to the certificate holder. The fife mortgage-backed pass-through security is equak life of the underlying mortgages.
Expected maturities will differ from contractual tugties due to scheduled repayments and becausaw®rys may have the right to call or
prepay obligations with or without prepayment péaal

Securities Portfolio. The following table sets fothe carrying value of our securities portfolialdfederal funds at the dates indicated.

At December 31,

2006 2005 2004

(In Thousands)
Securities held to maturity:

U.S. Government and Agency securities ..... $ 122,594 $ 109,090 $ 78,020
Mortgage-backed securities ................ 26,078 30,912 39,016
Total securities held to maturity ....... 148,672 140,002 117,036
Money market funds .... 17,500 18,500 --
FHLB StoCK .....covvvveeiiieiiieeiiecee, 3,724 2,778 944
Total investment securities .................. $ 169,896 $ 161,280 $ 117,980

The following table shows our securities held-totumiédy purchase, sale and repayment activitiegHerperiods indicated.

Years Ended December 31,

2 006 2005 2002

(In Thousands)

Purchases:
Fixed-rate .......ccc.ccovveevvrennnnn. $3 7,500 $55,815 $75,823
Total purchases .........ccccceeeeenn. $3 7,500 $55,815 $75,823
Sales:
Fixed-rate .........cccoevveeeeeennnn. $ - $7345 $ -
Total sales ......ccccccevvevveeennen. $ - $7345 $ -

Principal Repayments:

Repayment of principal .................. $2 8,845 $25,531 $49,112
Increase in other items, net. ........... 15 27 12
Net inCreases ........c.ccocveeveenn. $ 8,670 $22,966 $26,723
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Maturities of Securities Portfolio. The followinglile sets forth information regarding the schedubeturities, carrying values, estimated
market values, and weighted average yields foBtnek's securities portfolio at December 31, 200@dmytractual maturity. The following

table does not take into consideration the effetscheduled repayments or the effects of posgitdpayments.

Carrying Average
Value Yield

U.S. government agency securities $ 2,000 3.65%
Mortgage-backed securities....... - -
FHLB StocK .......ccveveuininns 3,724 7.00

As of December 31, 2006

More than ~ More than five to
One to five years  ten years  More than ten

Carrying Average Carrying Average Carrying Av
Value Yield Value Yield Value Y

(Dollars in Thousands)
$19,996 4.60% $38,300 5.05% $62,298 5.
244 6.00 1,029 5.69 24,805 4.

$20,240 4.62% $39,329 5.07% $87,103 5.

18

Total investment
years securities
erage Market Carrying Average
ield Value Value Yield

97% $120,566 $122,594 5.42%
91 25,452 26,078 4.96
- 3,724 3,724 7.00



Sources of Funds

Our major external source of funds for lending attter investment purposes are deposits. Funddsarelarived from the receipt of payme
on loans and prepayment of loans and maturitiésveistment securities and mortgage-backed seaudtid borrowings. Scheduled loan
principal repayments are a relatively stable soofdands, while deposit inflows and outflows aéh prepayments are significantly
influenced by general interest rates and markedlitions.

Deposits. Consumer and commercial deposits arectdtt principally from within our primary markeearthrough the offering of a selection
of deposit instruments including demand, NOW, sgsiand club accounts, money market accounts, amdcertificate accounts. Deposit
account terms vary according to the minimum balarqgeired, the time period the funds must remaid@posit, and the interest rate.

The interest rates paid by us on deposits aret $le¢ @irection of our senior management. Interat&ts are determined based on our liquidity
requirements, interest rates paid by our compstimd our growth goals and applicable regulatesyrictions and requirements. At
December 31, 2006, we had no brokered deposits.

Deposit Accounts. The following table sets forth tollar amount of deposits in the various typedegfosit programs we offered as of the
dates indicated.

December 31,

2006 2005 2004

Weighted Weighted Weighted

Average Average Average

Rate(1) Amount  Rate(1) Amount Rate(1) Amount

(Dollars in thousands)

Demand .......cccceveennns -% $ 35,275 -% $ 30,143 -% $ 20,557
NOW .o 1.41 21,007 1.36 20,827 1.42 23,155
Money market .................. 3.70 8,022 1.97 1,623 1.98 2,483
Savings and club accounts ..... 1.91 117,617 2.16 167,534 2.20 197,868

Certificates of deposit 4.28 200,826 3.21 142,724 2.68 93,180

$ 382,747 2.30% $362,851 2.14% $ 337,243

(1) Represents the average rate paid during the yea
The following table sets forth our deposit flowsidg the periods indicated.

Years Ended December 31,

2006 2005 2004
(Dollars in thousands)

Beginning of period ............cccccve... $ 362,851 $ 337,243 $ 253,650
Net deposits .......coccvveeeeiiiiireennns 9,241 17,696 77,108
Interest credited on deposit accounts ....... 10,655 7,912 6,485

Total increase in deposit accounts ........ 19,896 25,608 83,593
Ending balance ..........cccccocoeiiiens $ 382,747 $ 362,851 $ 337,243
Percentincrease ..........cccocceevenneenn. 5.48% 7.59% 32.96%
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Jumbo Certificates of Deposit. The following taliidicates the amount of our certificates of depos#100,000 or more by time remaining

until maturity.

Maturity Period

Within three months

Three through twelve months

Over twelve months

mber 31, 2006

(In Thousands)

$ 27,384

The following table presents, by rate category,aaitificate of deposit accounts as of the datdsated.

Certificate of deposit rates:
1.00% - 1.99%
2.00% - 2.99%
3.00% - 3.99%
4.00% - 4.99%
5.00% - 5.99%

At December 31,

06 2005 2 004

Percent Amount Percent Amount

(Dollars in thousands)

0.76% $ -- -% $ 2,510 2.69%
0.75 21,056 14.75 48,915 52.50
13.74 59,391 41.61 41,725 44.78
44.69 62,045 43.48 30 0.03
40.06 232 0.16 - --
100.00% $ 142,724 100.00% $ 93,180 100.00%

The following table presents, by rate category,rémaining period to maturity of certificate of asjt accounts outstanding as of December

31, 2006.

1 Year Over 1
orlLess to2 Year
Interest rate:
1.00% - 1.99% ....... $ 77 $
2.00% - 2.99% ....... 1,487
3.00% - 3.99% ....... 23,636
4.00%-4.99% ......... 70,374
5.00%-5.99% ......... 73,921

2,44
10,27
4,10

Maturity Date

Over 2 Over
s to3Years 3Years Total

(In Thousands)

- $ 1452 $ 10 $ 1,539

3 11 - 1,511

3 1,516 -- 27,595

2 6,716 2,378 89,740

2 859 1,559 80,441

0 $ 10554 $ 3,947 $200,826

Borrowings. Our advances from the FHLB of New Yark secured by a pledge of our stock in the FHLB@# York, and investment
securities. Each FHLB credit program has its ovtarist rate, which may be fixed or adjustable, ramde of maturities. If the need arises,
may also access the Federal Reserve Bank discontidw to supplement our supply of funds that we loam and to meet deposit withdra'
requirements. During the years ended December(5 and 2005, we had average short-term borrowewgssisting of FHLB advances, of
$705,000 and $9.7 million, respectively, with a glged average cost of 4.93% and 3.14%, respecti@ely maximum shorterm borrowings
outstanding during 2006 and 2005 was $1.0 milliod $21.4 million, respectively.

Employees

At December 31, 2006, we had 69 full-time and 3@-pae employees. None of our employees is repiteskby a collective bargaining
group. We believe that our relationship with oumpéoyees is good.
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Subsidiaries

We have one non-bank subsidiary. BCB Holding Comgamestment Corp. was established in 2004 forpiimpose of holding and investing
in securities. Only securities authorized to bechased by Bayonne Community Bank are held by BCRBliHg Company Investment Corp.
At December 31, 2006, this company held $148.7ianilin securities.

Supervision and Regulation

Bank holding companies and banks are extensivegiylaged under both federal and state law. Thess #d regulations are intended to
protect depositors, not shareholders. To the etfterithe following information describes statutand regulatory provisions, it is qualified in
its entirety by reference to the particular statytand regulatory provisions. Any change in theli@pple law or regulation may have a
material effect on the business and prospectseo€ttmpany and the Bank.

Bank Holding Company Regulation

As a bank holding company registered under the B#aiding Company Act of 1956, as amended, the Camjpssubject to the regulation
and supervision applicable to bank holding compmahiethe Board of Governors of the Federal Res8patem. The Company is required to
file with the Federal Reserve annual reports ahdronhformation regarding its business operatiargsthose of its subsidiaries.

The Bank Holding Company Act requires, among othirgs, the prior approval of the Federal Resemvany case where a bank holding
company proposes to (i) acquire all or substamtalllof the assets of any other bank, (ii) acqdirect or indirect ownership or control of
more than 5% of the outstanding voting stock of bagk (unless it owns a majority of such compawgtgng shares) or (iii) merge or
consolidate with any other bank holding companye Fhderal Reserve will not approve any acquisitioerger, or consolidation that would
have a substantially anti-competitive effect, uslée anti-competitive impact of the proposed taatien is clearly outweighed by a greater
public interest in meeting the convenience and si@étdhe community to be served. The Federal Res&so considers capital adequacy and
other financial and managerial resources and fyitwepects of the companies and the banks concaogather with the convenience and
needs of the community to be served, when reviewaguisitions or mergers.

The Bank Holding Company Act generally prohibitseank holding company, with certain limited excepsipfrom (i) acquiring or retaining
direct or indirect ownership or control of moreritg2o of the outstanding voting stock of any compathjch is not a bank or bank holding
company, or (ii) engaging directly or indirectlyawtivities other than those of banking, managingomtrolling banks, or performing services
for its subsidiaries, unless such non-banking lassins determined by the Federal Reserve to bisely related to banking or managing or
controlling banks as to be properly incident theret

The Bank Holding Company Act has been amendedrmipbank holding companies and banks, which medam capital, management &
Community Reinvestment Act
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standards, to engage in a broader range of nonifizaaktivities. In addition, bank holding companigsich elect to become financial holding
companies may engage in certain banking and nokiimpactivities without prior Federal Reserve apiloAt this time, the Company has
elected not to become a financial holding compansyit does not engage in any activities not peibiesor banks.

There are a number of obligations and restrictionEosed on bank holding companies and their deprysitistitution subsidiaries by law and
regulatory policy that are designed to minimizegptigal loss to the depositors of such depositosyititions and the FDIC insurance funds in
the event the depository institution is in dandedefault. Under a policy of the Federal Reservihwéspect to bank holding company
operations, a bank holding company is requiretuesas a source of financial strength to its slitagi depository institutions and to commit
resources to support such institutions in circuncgta where it might not do so absent such polibg. Federal Reserve also has the authority
under the Bank Holding Company Act to require akblamlding company to terminate any activity or édimrquish control of a non-bank
subsidiary upon the Federal Reserve's determin#igtrsuch activity or control constitutes a sesidak to the financial soundness and
stability of any bank subsidiary of the bank hoffzompany.

Capital Adequacy Guidelines for Bank Holding Compaiies

The Federal Reserve has adopted risk-based cgpitilines for bank holding companies. The riskelobasapital guidelines are designed to
make regulatory capital requirements more sensitivdifferences in risk profile among banks andkdaolding companies, to account for off-
balance sheet exposure, and to minimize disincemfier holding liquid assets. Under these guidsliassets and off-balance sheet items are
assigned to broad risk categories each with apjatepwveights. The resulting capital ratios représapital as a percentage of total risk-
weighted assets and off-balance sheet items.

The minimum ratio of total capital to risk-weightadsets (including certain off-balance sheet di@sjisuch as standby letters of credit) is
8%. At least 4% of the total capital is required&"Tier | Capital,” consisting of common shareleos' equity and qualifying preferred sto
less certain goodwill items and other intangiblgeds. The remainder ("Tier Il Capital") may consis(a) the allowance for loan losses of up
to 1.25% of risk-weighted assets, (b) non-qualdymeferred stock, (c) hybrid capital instrume d,perpetual debt, (e) mandatory
convertible securities, and (f) qualifying subomatied debt and intermediate-term preferred stodio &®% of Tier | capital. Total capital is
the sum of Tier | and Tier Il capital less recipabholdings of other banking organizations' cagitatruments, investments in unconsolidated
subsidiaries and any other deductions as deternbinélde Federal Reserve (determined on a casedeyhasis or as a matter of policy after
formal rule-making).

Bank holding company assets are given risk-weigh@96, 20%, 50% and 100%. In addition, certainkmfance sheet items are given similar
credit conversion factors to convert them to asgetvalent amounts to which an appropriate visight will apply. These computations re:

in the total riskweighted assets. Most loans are assigned to tH 188 category, except for performing first moggdoans fully secured t
residential property which carry a 50% risk-weiggtand loans secured by deposits in the Bank wtaaty a 20% risk-
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weighting. Most investment securities (includingnparily, general obligation claims of states dnext political subdivisions of the United
States) are assigned to the 20% category, exceptuicipal or state revenue bonds, which have% E6k-weight, and direct obligations of
the U.S. Treasury or obligations backed by thefhith and credit of the U.S. Government, whichéaw% risk-weight. In converting off-
balance sheet items, direct credit substitutesidiefy general guarantees and standby letters dit &racking financial obligations are given a
100% risk-weighting. Transaction related contingessuch as bid bonds, standby letters of cre@kibg nonfinancial obligations, and
undrawn commitments (including commercial credie§ with an initial maturity of more than one ydaaye a 50% risk-weighting. Short-
term commercial letters of credit have a 20% risghghting and certain short-term unconditionally @glable commitments have a 0% risk-
weighting.

In addition to the risk-based capital guidelinbg, Federal Reserve has adopted a minimum Tierifat@leverage) ratio, under which a bank
holding company must maintain a minimum level cérTli capital to average total consolidated asdeds least 3% in the case of a bank
holding company that has the highest regulatorynéxation rating and is not contemplating significgrowth or expansion. All other bank
holding companies are expected to maintain a Igeeratio of at least 100 to 200 basis points altbgestated minimum.

Bank Regulation

As a New Jerseghartered commercial bank, the Bank is subjediéa¢gulation, supervision, and examination ofNleev Jersey Departme
of Banking and Insurance. As an FDIC-insured instih, we are subject to the regulation, supemisinod examination of the FDIC, an
agency of the federal government. The regulatidriseoFDIC and the New Jersey Department of Bankimgj Insurance impact virtually all
of our activities, including the minimum level cdigital we must maintain, our ability to pay dividenour ability to expand through new
branches or acquisitions and various other matters.

Insurance of Deposits. Our deposit accounts atgedsby the FDIC generally up to a maximum of $000,per separately insured depositor
and up to a maximum of $250,000 for self-directetitement accounts. The Bank's deposits, theredwessubject to FDIC insurance
assessments.

On February 15, 2006, federal legislation to reféenteral deposit insurance was enacted. This ngisid¢ion required, among other things,
that the FDIC adopt regulations increasing the maxn amount of federal deposit insurance coveragseyarately insured depositor
beginning in 2010 (with a cost of living adjustmémbecome effective in five years) and modifyihg tleposit fund's reserve ratio for a range
between 1.15% and 1.50% of estimated insured dsposi

On November 2, 2006, the FDIC adopted final reguat establishing a risk-based assessment systgmwithenable the FDIC to more
closely tie each financial institution's premiuraghe risk it poses to the deposit insurance fuhdler the new risk-based assessment system
which becomes effective in the beginning of 200@, EDIC will evaluate the risk of each financiadtitution based on three primary sources
of information: (1) its supervisory rating, (2) ftaancial ratios, and (3) its long-term debt igstading, if the
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institution has one. The new rates for nearly Bthe financial institution industry will vary be&en five and seven cents for every $100 of
domestic deposits. At the same time, the FDIC athkapted final regulations designating the reseatie for the deposit insurance fund during
2007 at 1.25% of estimated insured deposits.

Effective March 31, 2006, the FDIC merged the Bardurance Fund and the Savings Association Inser&oad into a single insurance fund
called the Deposit Insurance Fund. The mergerefwlo separate insurance funds did not affect titleoaity of the Financing Corporation, a
mix-ownership government corporation, to impose ewitect, with approval of the FDIC, assessmentsfdicipated payments, insurance
costs and custodial fees on bonds issued by tlan&img Corporation in the 1980s to recapitalizeRbderal Savings and Loan Insurance
Corporation. The bonds issued by the Financing @atpn are due to mature in 2017 through 2019 tk@quarter ended December 31,
2006, the Financing Corporation assessment was &4 basis points for each $100 in domestjwodés maintained at an institution.

Capital Adequacy Guidelines. The FDIC has promeldaisk-based capital rules, which are designedake regulatory capital requirements
more sensitive to differences in risk profile amdmaks, to account for off-balance sheet exposun@to minimize disincentives for holding
liquid assets. Under these rules, assets and &Hfiba sheet items are assigned to broad risk aésgeach with appropriate weights. The
resulting capital ratios represent capital as aqreage of total risk-weighted assets and off-laheet items. These rules are substantially
similar to the Federal Reserve rules discussedabov

In addition to the risk-based capital rules, thd@&Bbas adopted a minimum Tier 1 capital (leveragéd. This measurement is substantially
similar to the Federal Reserve leverage capitakoreanent discussed above. At December 31, 200®ahk's ratio of total capital to risk-
weighted assets was 16.43%. Our Tier 1 capitasioweighted assets was 15.36%, and our Tier talapiaverage assets was 10.48%.

Dividends. The Bank may pay dividends as declaraah time to time by the Board of Directors out ofifls legally available, subject to
certain restrictions. Under the New Jersey Bankingof 1948, as amended, the Bank may not pay la d&gdend unless, following the
payment, the Bank's capital stock will be unimpaiaaed the Bank will have a surplus of no less %@ of the Bank capital stock or, if not,
the payment of the dividend will not reduce theptus. In addition, the Bank cannot pay dividendanmounts that would reduce the Bank's
capital below regulatory imposed minimums.

The USA PATRIOT Act

In response to the terrorist events of Septembg2dd1, the Uniting and Strengthening America byviRting Appropriate Tools Required to
Intercept and Obstruct Terrorism Act of 2001, ar WSA PATRIOT Act, was signed into law on Octob8r 2001. The USA PATRIOT Act
gave the federal government new powers to addeeswist threats through enhanced domestic secmetgsures, expanded surveillance
powers, increased information sharing and broadanéemoney laundering requirements. For yeargaial institutions
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such as the Bank have been subject to federah@oney laundering obligations. As such, the Banksdu# believe the USA PATRIOT Act
will have a material impact on its operations.

SarbanesOxley Act of 2002

The Sarbanes-Oxley Act of 2002 ("Sarbanes-Oxleditains a broad range of legislative reforms idéghto address corporate and
accounting fraud. In addition to the establishnmadra new accounting oversight board that will enéoauditing, quality control and
independence standards and will be funded by fees &ll publicly traded companies, Sarbanes-Oxlaggs certain restrictions on the scope
of services that may be provided by accountingditmtheir public company audit clients. Any nordidgervices being provided to a public
company audit client will require preapproval bg tompany's audit committee. In addition, Sarb&@dsy makes certain changes to the
requirements for audit partner rotation after daqueof time. Sarbanes-Oxley requires chief exeeutifficers and chief financial officers, or
their equivalent, to certify to the accuracy ofipdic reports filed with the Securities and Exchau@pmmission, subject to civil and criminal
penalties if they knowingly or willingly violate ith certification requirement. The Company's Chieé&utive Officer and Chief Financial
Officer have signed certifications to this FormHK@s required by Sarbanes-Oxley. In addition, urgmbanes-Oxley, counsel will be
required to report evidence of a material violatidithe securities laws or a breach of fiduciaryydwy a company to its chief executive offi
or its chief legal officer, and, if such officer@not appropriately respond, to report such egielén the audit committee or other similar
committee of the board of directors or the boagdlit

Under Sarbanes-Oxley, longer prison terms will gpplcorporate executives who violate federal séesrlaws; the period during which
certain types of suits can be brought against gpammy or its officers is extended; and bonuses suéop executives prior to restatement
company's financial statements are now subjecisgodgement if such restatement was due to compan&conduct. Executives are also
prohibited from trading the company's securitiesrduretirement plan "blackout" periods, and losmsompany executives (other than loans
by financial institutions permitted by federal rsil@nd regulations) are restricted. In addition;avigion directs that civil penalties levied by
the Securities and Exchange Commission as a refsaity judicial or administrative action under Sarbs-Oxley be deposited to a fund for
the benefit of harmed investors. The Federal Actofor Investor Restitution provision also requities Securities and Exchange Commis

to develop methods of improving collection ratelse Tegislation accelerates the time frame for dmates by public companies, as they must
immediately disclose any material changes in tfiggmcial condition or operations. Directors an@extive officers must also provide
information for most changes in ownership in a camps securities within two business days of threnge.

Sarbanes-Oxley also increases the oversight ofcadifies certain requirements relating to, audinmittees of public companies and how
they interact with the company's "registered pubticounting firm." Audit Committee members musirmependent and are absolutely ba
from accepting consulting, advisory or other congagory fees from the issuer. In addition, companiast disclose whether at least one
member of the committee is a "financial expert"gash term is defined by the Securities and Exch@wmmission) and if not, why not.
Under Sarbanes-Oxley, a company's registered pabtiounting firm is prohibited from
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performing statutorily mandated audit servicesf@ompany if such company's chief executive offichief financial officer, comptroller,
chief accounting officer or any person servingquigalent positions had been employed by such #inth participated in the audit of such
company during the one-year period preceding tlog &itiation date. Sarbanes-Oxley also prohikity officer or director of a company or
any other person acting under their direction ftaking any action to fraudulently influence, coentmnipulate or mislead any independent
accountant engaged in the audit of the compamesifiial statements for the purpose of renderinditia@cial statements materially
misleading. Sarbanes-Oxley also requires the S&ziend Exchange Commission to prescribe rulaginiag inclusion of any internal
control report and assessment by management antingal report to shareholders. Sarbanes-Oxleynesjtlie company's registered public
accounting firm that issues the audit report tesdtto and report on management's assessmentagrtiany's internal controls.

Under Section 404 of the Sarbanes-Oxley Act of 20@2will be required to conduct a comprehensiwéerg and assessment of the adequacy
of our existing financial systems and controls at@mber 31, 2008, and our auditors must attesirtagsessment.

AVAILABILITY OF ANNUAL REPORT

Our Annual Report is available on our website, whskbancorp.com. We will also provide our Annual 8¢pn Form 10-K free of charge
to shareholders who write to the Corporate Segretat04-110 Avenue C, Bayonne, New Jersey 07002.

ITEM 1A. RISK FACTORS

Risks Associated with our Business

Our loan portfolio consists of a high percentagahs secured by commercial real estate and ifautily real estate. These loans are riskier
than loans secured by one- to four-family propsrtie

At December 31, 2006, $192.1 million, or 59.6% of twan portfolio consisted of commercial and mtainily real estate loans. We intend
continue to emphasize the origination of thesegygdoans. These loans generally expose a lendgetter risk of nonpayment and loss 1
one- to four-family residential mortgage loans hesgarepayment of the loans often depends on tleessitil operation and income stream of
the borrower's business. Such loans typically meddrger loan balances to single borrowers or gsaf related borrowers compared to one-
to four-family residential mortgage loans. Consetilye an adverse development with respect to oae tr one credit relationship can expose
us to a significantly greater risk of loss compat@dn adverse development with respect to a enur-family residential mortgage loan.
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We may not be able to successfully maintain andagearmur growth.

Since December 31, 2002, our assets have grownahpound annual growth rate of 29.2%, our loaar@ds have grown at a compound
annual growth rate of 27.1% and our deposits haverrgat a compound annual growth rate of 23.7%. &ility to continue to grow
depends, in part, upon our ability to expand ourketapresence, successfully attract core depa@sitsjdentify attractive commercial lending
opportunities.

We cannot be certain as to our ability to managecsimsed levels of assets and liabilities. We maeheired to make additional investments
in equipment and personnel to manage higher asgalsland loans balances, which may adversely inquaefficiency ratio, earnings and
shareholder returns.

If our allowance for loan losses is not sufficiemtover actual loan losses, our earnings couldedse.

Our loan customers may not repay their loans adugid the terms of their loans, and the collateeaduring the payment of their loans may
be insufficient to assure repayment. We may expeéseignificant credit losses, which could haveatemial adverse effect on our operating
results. We make various assumptions and judgnadmaist the collectability of our loan portfolio, lnding the creditworthiness of our
borrowers and the value of the real estate and a®ets serving as collateral for the repaymentasfy of our loans. In determining the
amount of the allowance for loan losses, we revaewloans and our loss and delinquency experieammt e evaluate economic conditions.
If our assumptions prove to be incorrect, our atlove for loan losses may not cover losses in @ur portfolio at the date of the financial
statements. Material additions to our allowance ld/otaterially decrease our net income. At Decen®de2006, our allowance for loan
losses totaled $3.7 million, representing 1.16%ot#l loans.

While we have only been operating for six yearshaee experienced significant growth in our loantfptio, particularly our loans secured
by commercial real estate. Although we believe weehunderwriting standards to manage normal lendiskg, and although we had
$323,000, or 0.06% of total assets consisting ofperforming assets at December 31, 20086, it fecdif to assess the future performance of
our loan portfolio due to the relatively recentgimation of many of these loans. We can give yoasgurance that our non-performing loans
will not increase or that our non-performing oridguent loans will not adversely affect our futperformance.

In addition, federal and state regulators peridfjicaview our allowance for loan losses and mayuiee us to increase our allowance for loan
losses or recognize further loan charge-offs. Amyease in our allowance for loan losses or loanggtoffs as required by these regulatory
agencies could have a material adverse effect presults of operations and financial condition.
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We depend primarily on net interest income for @amings rather than fee income.

Net interest income is the most significant comprg our operating income. We do not rely on tiiadial sources of fee income utilized
some community banks, such as fees from salesofdnce, securities or investment advisory producservices. For the years ended
December 31, 2006 and 2005, our net interest inagase$17.8 million and $15.9 million, respectiveljne amount of our net interest inco
is influenced by the overall interest rate enviremty) competition, and the amount of interest egrassets relative to the amount of interest
bearing liabilities. In the event that one or mofé¢hese factors were to result in a decrease imetinterest income, we do not have
significant sources of fee income to make up fareases in net interest income.

Fluctuations in interest rates could reduce oufitatuility.

We realize income primarily from the differencevweén the interest we earn on loans and investnagittshe interest we pay on deposits and
borrowings. The interest rates on our assets abdities respond differently to changes in maikétrest rates, which means our interest-
bearing liabilities may be more sensitive to changemarket interest rates than our interest-egragsets, or vice versa. In either event, if
market interest rates change, this "gap" betweemthount of interest-earning assets and interesidggliabilities tha