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Ceriain siatements contained in hiv report that are not histerical focis are forward-looking
Statemments that are subject to cerioin visky and uncertainties. When used herein, the terms Vanticipares,”

r

“nlamns, " Vexpects, T Ubeliever T and similor exprossions as they pelare v the Uompany or ity mandgement
are intedded to identify such forward-looking sratements. The Company s actual results, perfoemunce or
achicvementys may materially differ from those expressed or implicd in the forward-Toaking stafements. Risks
and uncertainties that could cause or contribute to such material differences inchede, but are nor fimired o,
gencral coanonic conditions, biterest rale environment, competitive conditions in the finencial services
industry, changes in faw, gevernmental policies and regulotions, and rapidly changing fechnelogy affecting
Sfinancial services. The Company does notundertake, and specificelly disclaimy any obligation, to publicly
redease the vesult of any revisiony which mav be made to any forward-looking statements to reflect events

H;‘!Hr’hl(".’f}{.’s“{"ﬁ’s aveEnly.

PART I
item |, Prescriptivn of Business,
General

Oirand Central Financial Corp. {the “CUompany™} was organized as a Delaware corporation in
Sepiember 1998 as the holding company for Cemtral Foderal Savings and Toan Assocaton (the
*Agsociation’ in eonncehion with the Assootstion’s eonversion Tom a mutual to stock Torm olorzanication,
As w savings and loan holding company, the company i subject to regulation by the Office of Thrift
Supervision (the “(Q'FS™. Currently, the Company does not transact any material business other than through
the Association. At PDecember 31 2001, the Company had total assets of $120.9 million and stockholders’
cyuity ol 518.2 million,

The Association 15 a community-orented savings mstiution which was origmally organtaed im 1882,
The Associalion’s prineipel business consists of atirueting deposits from the general publie o its primary
market arca and investing those deposits and other fusids, generated from operations, and from Federa! Ilome
Loan Bank of Cincinnat! ("FILE ") advances, primarily in conventional mortgage loans secured by singles
family residences. The Association also invests in consumer loans, primart by indivect astomabile Toans and
foans ongmeted dircetly or on the Association’s behalf by automobile dealers at the time of sale, Toa
sigmificantly Jesser cxtend, the Association mvests m home equity, multi-fanuly, conumcrcial real estate,
constriction and land loans. The Association also invests in morigage-backed securities, primartdy those
guarantesd or imsured by government agencies such as Ginne Mae, Fannie Mae and Freddie Mac, and other
investment grade securities. The Association’s revenues are derived principally from the genceraiion of
rextend, mierest and dividends on myvestment seeumties,

mderest andd {L
The Agsociation’s primary sources ol funds are retmd savings deposits and, to a lesser extent, principal and
interest payments on loans and investment securities, FHILE advances and proceeds from the sale of loans.
The Association operates through its home office located in Wellaville, Ohio, and a full service branch of liee
i Caleutfa, Uhio.

s om loans oriringded and, o a ke

Market Arves and Competition

The Association’s primery market area s a competitive marketl Tor fmancial services and the

Association faces significant competition both n melGng leans and in attracting deposits. The Association
faces direct competition from a number of financial institutions operating n s market area, many with o
stale-wide or regrional prosence, and i some Cases, a nabienest presence, Many ol these Smaneisl msttuhions
are significantly farger and have grealer fnancial resources than the Association. The Association’s
competition for loans comes principally from savings imstitutions, mortgage banking companies, commercial
bunks and credie umions. s most direct competition for deposits has histoneslly come rom savings



mstitations and commercial banks. In sddition, the Association [aces increasing competition for deposits
and other {inancial products from non-bank institutions such as brokerage finms and msurance companies
in mutual funds and annuities. Competition may also increase as a resull of the Lifung of restrictions on the
interstate operations of financial institntions,

Lepding Activities

Loan Porifolio Composition. The Association’s loan portfolio consists primarily of conventional
first mortgage loans seeured by single-family residences. At December 31, 2001, the Association had gross
loans receivahle of $79.5 million, of which $59.2 mltion were single-family, residential mortgage joans, or

ST st the Aveociation's eross loans reccivalile, The remainder of the nnf‘ﬂ'nlln consisied of consumer
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loans of $18.0 nullion, or 22.61% of gross loans receivable; $675,000 of construction and land loans, or
0 85% of gross loans receivable; $1.4 mitlion of multi-family mortgage and commercial real estate loans, or
1.74% of gross foans receivable: and $184,000 of commercial loans, or 0.23% of gross loans receivable. At
that same date, 92.6% ol the Association’s loan portfolio had fixed inferest rates. The Association had
$8.2 million of single-family residential mortgage loans held-for-sale at December 31, 2001,

The tvpes of loans that the Association may originate are subject 1o federal and stalc law and
regulations. Interest rates charged by the Association on loans are affected by the demand for such loans and
the supply of money available for lending purposcs and the rates offered by competitors. In turn, these
fuctors are affected by, among other things, economic conditions, fiscal policies of the tederal government,
the monetary policies of the Federal Reserve Board and legislative 1ax policies.

'Fhe following tabie scis forth the composition of the Association’s loan portfolio in dollar amouats
and as a percentage of the portfolio at the dafes indicated.
At December 3,
2001 1000 14494
Percent P'ercent Percent
Amugunt of Total Amount of Tutal Apount of Total
(Doflars in thousaneds)
Real estate Toans:
Single-tarnel o0 o $59,24% 74.57%  $64,234 73.93% 551,925 70.25%
Multi-family and commercial L. 1.381 1.74 1,185 1.34 1,301 1.76
Constructon ... 075 0.85 Bio 063 2073 281
Tatal reul estate loans ... ..., _61.307 7714 O0. 220 76,22 55,209 74.82
Comsumer loans:
Home equity koans ... ... - 1416 3.04 3,038 3,50 2,944 304
Autamohile oo 15,549 19,57 17,292 1990 15,324 20,73
Crher Lo = e — ) = e
Totd consumer Joans ... ... 17,965 22.61 2(),_1_’:0 23,440 18,268 2471
Comunercial loans ... .. .., 154 0.23 331 (.38 344 0.47
Totalloans ..o oo L 79,451 100.00% £H,800 100.00%, 73,911 FEHL00%
Less:
Deferred loan origination
feey and discounts . ... ... (287} (271} (21¥)
Allowance for loart logses ... ... L {373) {354} (369)
Total Toans, net ... ... §78,7u1 386,203 873324

(11 Includes keang held-for-sale.

_——-_----_



Loar Maturity. The following table shows the remaming contraciual maturity of the Association’s
commercial and construction loans at December 31, 2001, The table docs not include the effect of future

B T B g ey o)
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At December 31, 2001

Copstraction (1) Commerciat ‘I'otat

(In thousands})

Amounts due i

Oneyearorless ... 0 oo $— T128 §128
After one year:
More than one year to three years ............. .. — 46 if
More than three years to five vears ... ... ... 10 10
More than five years to [Qyears ... ... 0 0000 — —
More than 10 yearste 1o years ................. 328 328
Morethan FSyears . ..o i 347 e 47
Total amountdue . . ... ..o . 5675 $184 850

{1} Cunstruction ioans, which consist of ioans to the owner for the cunstruction of single-family residences, automatically convert
i pertmanent financing upon completion of the construction phase.

The following table sets forth, at December 31, 2001, the dolar amount of commercial loans
contraclually due after December 31, 2002, and whether such toans have fixed interest rates or adjustable
interest rates,

Due After December 31, 2002
Fixed Adjustable Total

{In thousands)

Commercial Joans ... oL 5 56 T
Totabdoans . ... ..o oL $ 36 — 5 56

Chriginarion of Loars. The Assoctabon's mortgage tending activities are conducied through 1ts home
office and its branch office. Although the Association may originate both adjustable-rate and fixed-rate
mortgage toans, a substantial majority of the Association’s loan originations have heen fixed-rate mortgage
loans, The Association’s ability to originate loans depends upon the relative customer demand for fixed-rate
or adjustable-tate mortggze ioans, which is attected by the current and expeeted futvre level of wicresi rates,
The Associaltion has notl emphasiced the ongination of adjustable-rate mortgage loans duc o the relatively
low demand tor such loans in the Association’s primary market arca. The Association sells a portion of the
morigage loans that it originates, primarily to Freddic Mac, and retaing only loans that bear an interest rate
above levels established fTom ime 16 fime by the Association’s board of directors based on current market
rates. At December 31, 2001, there wore §8.2 million of single-family residential mortgage loans calegorized
as held-lor-sale. The Association also emphasizes the origination of home equity loans and construction
loans sceured primarily by owner-occupied properties.



The following 12hle sets forth the Asseciation’s loan originations, purchases, sates and principal
repayments for the periods indicated:

For the Yoear Ended Decemmber 31,
2008 2008 L
{I thousands)

Loans atheginning ol period ... ... ... ... .00 386,265 $75.324 64,101
Origmalions:
Heal ostate:

Single-family ..o ... o 23,462 L6938 16,300
Mulu-family and commereial .. o000 o oo 45% 33 344
CONSIMICTION |« L Lt et e oo e o 1,034 1.137 1.386
COMSUIDET o o e e e e e i m it m e e 8,367 §2.071 17,037
Commercial .o e . 359 462
Total toans originated ... .. .. o oL 30848 _35.529
Principal losn repayrsents and prepayments ... ... .. {29, 16650 17,459} {25.221)
Lan 88lE5 L e (11,430) (4100 {1.076)
Transiers to REC o {145}
Change in enearned ovigination fees ..o {62y
Change in allowance for loan losses ..o oo L)
Mol Joun activity .« ..o e _i7474
foans wtend of period™ _ oo o o §78.791

(13 1oans at cad of perind inelude loans in progess of S688.000, 3814000 and 5715 000 For fiscal years 2000, 2 and 1994,
respoctively,

Singte-Fomily Morigage Lending, The pomary lending activity of the Association has been and
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The Association offers several adjustable-rate loan programs with terms of up to 25 years and inlerest
ate 5 thal ddj st L‘!ihu mmmliy oF L"vuy throe ymrs Ofthe Aqqacmmm 5 mnrl L,df.{ﬁ' 1nam ce-;.umd by am;:,h:

\_,_. um-...,u

beans have a maximum cld_] lJbll‘siLT‘l‘i. hrm .atmn of 2“n pu ywr und ) 6”0 lifttlmt mp UL ci(_;}Li.‘:LIHL!‘ﬂ.&n. The
Association has additional one-year ARM loans that have no caps. Yhe Association’s three-year ARM loan
has a maximwm adiustment Jimitation of 1.3% per change and a 0% hifcume cap. The interest rate
adjustoients on ARM loans cwreatly offered are indexed to the monthly average rafe on a vanicly of
established mdices.

The volume and tvpes of ARM loans origmated by the Association have been affected by such
market Geclors as the Jevel of interest rales, consumer preferences, competition and the avatlability of funds,
In recent years, demand for ARM loans in the Assogiation’s primary market area has been weak due 1o the
low interest rate environment ardd consumer preference for fxed-rate loans. Conscquently, in recent years
the Association has not erigmated a significant amount of ARM loans as compared 1o 11s onginations of
fixed-rate loans. The ARM lnans offered by the Assocation do not provide forimitial deep discount interest
rates or for negative amortization. Although the Association expects to offer ARM loans, the Association
cannot be cortain that in the future 1t will be able to originate a sufficient volume of ARM foans to constitule
a significan! portion of the Association’s loan purtfohio.

Multi-Family and Commercial Real Estate Lending. Om a limited basis, the Association
occasionally originates muiti-family mortgage lozns generaily secured by properties located in the
Association’s primury market area. In reachmg its decision on whether to make a multi-family loan, the
Association considers a number of factors including: the net operating income of the mortgaged premises
before debt service and depreciation: the debt service ratio (the ratto of net operating incomae to debt service);
and the ratio of loan amount to appraised value. Pursuant to the Association’s current underwnting pohicics,
a multi-family morigage loan may be made in an amount up to 80% of the appraised value of the undertymg
property. In addition, the Association generally requires & debt serviee ratio of 120%. Propertics securing
a multi-family foan are appraised by an independent appraiscy.

When evaluating a muiti-family loan, the Association also considers the financial resources and
income level of the berrower, the borrower’s expericncy in owning of managing similar property, and the
Association’s lending expericnce with the borrower. 'The Association’s underwniting poiicies requure that
the borrower he able to demonstrate strong management skilis and the allity 1o maintain the property from
curreni rental income. The borrower is Tequired to present evidence of the ability to cepay the mortgage and
a satisfactory credit history. In making its asscssmeni of the creditworthiness of the horrower, the
Asseciation generally reviews the financial statements, employment and eredit history ol the borrower, as
well as other related documentaiion,

(i a limited basis, the Association originates commercial real estate loans that are generally secured
by properties used for business or religious purposes sich as farms, churches, small office busldings or retadl
facilities located in its primary marker area. ‘The Association's underwriting procedures provade that
corumercial real esiate loans may be made 1n amounts up to 70% of the spprassed value of the property, The
Association’s underwriting standards and pmu,duruum simitarto those applicable to = multi-famity loans,
wherehy the Aszociaiion copsiders the net operating ineome of the property, the debt service ratio and the
horrewer's expertise. credit history end profitability. The largest commercial real estale lodn i the
Asscciation’s porifolic at December 31, 2007 was S197.000. The lean was corrent and pertorming in
aveordance with s soniractual ferms at December 31, 200

sntt-femily and commereial real ostate logns are generadly considered by involve a greater degrec
of visk than single-family residential mortgsge loans. Tecavse paviments vn loans secured hy T‘uiti--ﬁnmi'y
avd vommercialreal o *‘dELpTUer!H sare denendent on success il operation of managemoeni of the properes,
epaymoent of stch Inans may b subject w2 greater extent 1o adverse conditions in the real estalo market or




the ceonomy. The Assoctation secks (0 mimmuize these risks through its underwnting policies, which require
such touns to be gualihed at ontgmation on the bass of the property s income and debt coverage ratio.

The Association’s multi-family snd commercial real estate loan portfolio al Decamber 31, 2001
totaled 514 million or L.74% of gross loans receivable.

Commerciod Lending, On a very limited basis, the Association makes commercial business loans
senerully secured by business cguipment, inventory, accounts recoivable and ofher business gssets. At
December 31, 2001, the Association’s commercial loan portfolio was $184.000, or 6.23% of gross loany
receivable, none of whu,h were in non-ucerual status, The Association does not currently anticipate thal
commuercial lending activities will significantly merease in the immediate future.

Consiructies and Land Lending, 'The Aszociation generaily ongnates construction and land
development lnans to contractors and individuals in its primary market area. The Association’s construction
loans primarily are que to Hnance the construction of owner-oecupied singhe-family residential properties
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Associabion’s construstion loans to md1 vulual% are primariiy hmd—mrc inans which, after a {our-month
construction period, convert o permanent foans with maturities of up to 30 years. 'The Association’s policics
provide that comsiruction loans may be made in amounts up 1o 80% of the appraised value of the properly
for gomstruction of single-family residences. The Associslion reguives an independem appraisal of the
property. Loan proceeds are disbursed in increments s construclion progresses and as inspechions warrant,
The Association requires regular mspections Lo monitor the progress of construction.  Land loans ave
determined on an mdwuiua] basis, but generally they do not execed 75% of the actual cost or current
appraised valuc of the property. whichever 15 less.  The largest comstrection and land lean in the
Assoctation’s portfolio at Decomber 31, 2001 had a balance o0 $270,000 and 1s sceured by a mortgage. This
loan 1s currently performing in aceordance with s terms. Al December 31, 2001, the Assoeation had
$675,000 of construction and land loans totaling 0.85% of the Association’s gross loans recelvable,
Construction and land fna nuiubnuuu\ld sred to mvolve ahi g & iuug‘ﬁ:il‘uf cred
financing on improved, owner-occupied real estate. Risk of loss on a construction loan is drvpmdc.,nt largely

upon the sceuracy of the initial estimate of the property s value at completion ef construction or developrnent

compared 10 the estimated cost (meludmg interest) of construction. If the estimate of value proves to be
imaccurate, the Association may be confronted with a project, when completed, having a value which 15

msuificient to assure full r{,pa.ymc.m.

Consumer and Other Lending, The Association’s originated consumer loans generally conwst of

aulomobile loans, second mortgage ioans, home cquity toans and loans seeured by deposils. The Association
aripmates a relatively smalf number of home cquity Hnes of eredil, which are generally ARM loaas with the
rate adjusting monthly al 2% above the prime rate of interest as disclosed in Fhe Wall Street Journal, At
Drecernber 31, 2001, the Association”s consume loan porifolio was $18.0 million, or 27.61%. of gross louns
reccivihle.

Lewns secursd by rapidly deprociable assois such a5 automobiios entail gronter risks than single.
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requites the maintenance of relationships with such dealers. Such loans do not have the henetit of direct
interaction hetween the burtowers and the Association’s lending officers during the umlerwnung process.

Loan Approval Precedares and Authority. 'The Board of Directors establishes the lending policies
of the Association. Consumer loeans in amounts up to $25.000 may be approved by the Asseciation’s loan
oflicers. Loans in cxeess of 325,000 and up to $50,000 must be approved by the President or Vice President.
Consumer foans in excess of $50,000 must be approved by the Board of Directors. All mortgage loans arc
approved by the Fxecutive Commaitles. Pursuant to (T8 regulaizons, loans W one horrower cannot exceed
15% of the Associalion’s unimpaired capital and surplus. The Association will not make loans to one
horrower that are in excess of reguiatory Hmits.

Pelinguencies and Classified Assets. 'The Board of Directors performs a quarterly review of all
delinguent loans thirty days or more past due. The procedures tuken by the Association with respeet o
delinguencics vary depending on the nature of the toan and pertod of delinguency. When a borrower fals
to make o required payment on a loan, the Association takes a number of steps to have the borrower cure e

delinquency snd restore the loan (o current status. The Association sends the horrower a wnitlen notice of

nen-payment alter the Toan is first past due and 7 payment is not recelved, then the Association sends out
additional letters and makes phone calls. i management believes that the Joan is well-secured, the
Assoctation generally will try to work with the borrower 10 have the Ioan brought current. 11 the Joan s sl
nol brought current and it becomes necessary for the Association lo take legal action, the Assecation will
commence forecltosure proceedings against any real property that sceures the loan. If a foreclosure action
is instituted and the loan is not brought current, pand in fiull, or refinanced belore the foreclosure sale, the real
property securing the loan 35 foreclosed upon and sold al a sheritt™s sale.

Federal regulations and the Association’s Classification of Asscts Pohicy require that the Association
use an internal assct classification system as @ means of reporting problem and potential problem assets. The
Association has incorporated the OTS intemal asset classifications as a part of 1ts eredit monitoring systern.
‘The Association currently ¢lassifies problem and pulmha] problem assets as “substandard,” “doubttul” or

“loss” asscts, An asset is considercd “subsiandard™ if it is madequately protected by the current net worth
and paying capacity of the obiigor or ol the collateral pledged, if any. “Substandard™ assets include those
characterized by the “distinet possibitity” that the insured instiution will sustain “some loss™ if the
deficiencies are not corrected. Assets classified as “doubtlul” have all of the weaknesses inherent in those
classified “substandard” with the added characteristic that the weaknesses make “collection or hiquidation
in full,” en the basis of currently existing lacts, conditions, and valucs, “highly questionable and
improbahle.” Assets classified ag “Ioss” are those constdered “uncollectible” and having so little value that
their continuance as assels without the establishment of & specific loss allowance 1s not warranted. Assefs
are n,qum d 10 be desienated “‘w]]t,ﬂ. 1at mention” when they pusses weaknesses but do not currently expose
matitution to sufficient sk to warrant ¢ lagzification m one ol these catepor 1es.

When an insurcd mstitution classifies one of more assets, or portions thereol, as substandard oe
doubtlul, under current (1S policy the Association is required fo comsider establishing » peneral valuation
allowanoe im an amount deemed prudont by management. 'The gencrsl valuation atlowance, which is a
regulalory tenm, represents ¢ foss sllowance which has been established to recognize the inherent credit risk
associated with lending snd investing activities, but which, mnbke spectiic allowances, husnol been allocated
1 ;mtsmiu: problem assets. When an tnsured instingion classifies ene or more assets. or pertions thereof,
as “loss.” i s requited cither to establish a spooific allowance for Tosses equal (o 100%% of the amount of'the
sified or o churge ofl such amoun.

pEsci w0 ol




A savings mstitution’s determination as to the classification of ils assets and the amount of (s
valualion allowances is subject o review by the OTS which can order the establishment ofadditional general
or specitic loss allowaneces, The OTS, in conpunelion with the other federal hanking sgencies, has adopted
am interagency policy statement on the aliowance for loan and lease losses. The policy statement provides
guidance for financial wstinations on both the responsibibities of management for the assessment and
cstablishmeni of adeguate allowinees and euidance for hanking agency cxaminers io use in determining the
adequacy of general vidhustion allowances, Generally, the policy statenent recomunends thal mshiutions have
effective systems and controls to identify, montor and address asset quality problens; that managemil has
anatyzed ull significant faciors that affect the collectibifity of the parifolio ina reasonable manner; and that
manazement has established aceeptable sliowance evaluation processey that meet the objectives set forthm
the policy statement. Management believes that an adequaie aliowance for loan oases has boen estabriished.
However, aciua! losses are dependent upen fulure events and, ag such,

atlowances for cstimated loan losses may hacome necussary.

ditions 1o the level of

The Asseeiation’s Classiieation of Assets Conmittee revicws and classifies the Association’s assels
on u quarterly basis and the Board of Directoss revicws the results of the reports on 2 guarterly basis, The
Assooigtion classifics asscts in accordamee with the mamagement guidehines described above. At
Diecernber 31, 2001, the Association had no assets desymated as special mention, BREG,O00 of assets
classified as substandard consisting of 17 loans, and no asgets classified as doubtlul and loss,

The following tabie'! sets forth the delinquencies in the Association’s inan porifolio as of the dates
indicated.

idecemher 3§, 20 Dhevensher 31, 2300

G-89 Days a0 Trays nr ¥lare HU-HY Dravy ) kyavs or Mogy
Prin:iga Frincipal
Mumher  Frincipat  Nwmber  Principal Mumber  Baiaoce Mumber Badaowe
o Ralance of ul Ralance of of of of at
T.oans [T }.nans JRIETE i.pans fnans ionns Faons

{Proliars in thonsmrds)

Real celaie loans:

Stngle-tarily ..o o 5 $134 — 4 %32 -
Multi-family and sommercial .. — - — — _ —
Consumur {.ouns:
Huame equity osns and Hnes
ofcrecit ... —_ 2 10 —
Autamebilc oo o oL 2 10 - — 1 { _
Lnscoured lines of credit ... . . : — - — _
Hher e 7 i —_ _
Ooenereial Losns oo 00 _ = . = - =
Total oo B 5145 e o & _
Diehinguent oans to total lowns . {.18% R i

i fene than 50 days pest dus. A Dogember 31 2000 aned 2000, total fosns past dug
ELOO, rospeativele

sl nrchude dell
e pmennied 1§
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Nen-Performing Assets and fmpaired Loans. The following table sets forth mfommation regarding
non-accrual loans and real estate owned (“REOQ7) At Decemboer 31, 2001, non-acerual loans totaled
FR83,000, consisting of 13 loans. Tt is the policy of the Association to cease aceruing interest on loans 90
days or more past due {unless the loan principal and iierest ace determined by management to be fully
secured and in the process of collection) and o charge off all accrued mierest. AL December 31, 2001, the
amount of additional interest income that would have been recognized on non-acerual loans i such toans had
continued to perform in accordance with their contractual terms was 538,000, At December 31, 2007 und
2000, the Association had no impaired loans. tem 303(b) 1} vi) requires discussion ol the causes for any
mttenal change from penod W pentod 0 one o more ine dems.

At December 31,
2001 2000 1000

{Doliars in thousands)

Non-accruing loans:

Single-family real estate ... oo L 5871 $405 F82
COMBUIIIET . L i e i i i e 12 24
Commercial . _— _— _—
1 HH3 489 93
Real estatcowned (REOY ... 98
Other repossessed 48808 . Lo 4 e _ 11
Total nonperforming assets™® L HEs 484 104
Troubled debt restmcnurings ... oL e L L
Troubled debt restivcturiags and total nonperforming assets. ... ... ., FoR3 $489 5104
Total nonperforming louns and troubled debt restructurings
asapercentage of wtal loans . ... oL L L11% 0.506%  ©0.13%
Total ponperforming assets and trouhled debt restructurings
as a percentage of fotalassels ... L L L. 0.81% 0.35%  0.07%

(1} Total non-aceraing foans equals total nonperforming loans.
(2) Nonperforming assets consist of nonperfonming loans {and impaired foans), other repossessed assets and REQ.

Alfowance for Loan Losses. The allowance for loan losses is established through a provision for
toan losses based on management’s evaluation of the r1sks mherent in the Assoctation’s loan portfolio and
the general economy. The allowance for loan losses is maintained at an amount management considers
adeqguate to cover estimated losses in loans receivable which are deemed probable and estimable. The
allowance is based upon a number of factors, including current ceonomic conditions, aclual loss cxpencnce
and industry trends. Inaddition, vartous regulatory agencies, as an integral part ol their cxanunation process,
penodically revicw the Assocation’s allowance for loan losses. Such agencies may require the Association
to make additional provisions {or loan tosses based upon information avaiiable at the time of the review. As
of December 31, 2003, the Association’s allowance For toan losses was 0.47% of gross toans receivable ay
compared to 0.41% as of December 31, 2000, The Association had non-acerual loans of $882,000 and
[ARG 000 at December 31, 2001 and December 31, 2000, respectively, The Association will continue to
memiter and modily #is allowances for loan losses as conditions dictate.



‘The following table sets forth activity in the Assoctation’s allowance for loan fosses for the periods

indicated.
At or for the Year inded December 37,
2008 pAILLL 1999
{Dollars in thousands)
Allowance tor loan losses, beginning ol year, ... .. $354 3369 $370
Charged-off Joans:
Single-family realestate ... — - -
Mulg-family and conumergial real estate ., ... ... .. — — —
COTNSUTIIEL v oo e e et e e it vam e e e e o _ 53 22 13
Votal charged-offloans ... o .o oo i3 22 12
Recoverics on loans previously charged off:
Single-family real estate .. ... — e
CTOTBLUITEL © o oot e e _ 10 - _ 2
Total TCCOVEEIBS ... e 10 7 2
Net loans charged-off {recovered) . .o 43 15 10
Travision (or Joan JosSEeS oo _ 63 = —
Allowance for loan Tosses, end of period ... ... $373 5 354 $369
Allowance fur loah losses fototal doans ... 0.47% 0415 £.50%
Allowance for Ioan losses to nonperformung loans
and troobled debt restrocturing ... ..o o 42 24% T2.39% 397%
Net toans charged-off {recovered) 1o aliowunce
For Boan LOSSES .. e 11.53% 4,24% 2.71%
Net loans charged-olf {recoverad) to average loans .. ... (.05%% {.02% 0.02%

The foliowing table sets forth the Association’s allowance for Toan losses in each of the calegories
listed at the dates indicated and the percentage of such amounts to the lotal allowance and to total loans.

At December 31,

o0 2000 1999
"o of Pereent Y of Fercent % of Farcent
Allowance  of Fozns Allowance  of Loans Allowanee  of Loans
in each in Faeh in cach im Fach in each i Fach
Category  Catepory Caregary  Calepoey Caregory  Catepory
ter Tortak o Tl o Pendal to Fotai to Fotal oy Tarkad
Asmmeazni  Allnwance l.oans Amouni Allowance  Leans Amount  Allswance Luans

{Doltars in thousaneds)

eal ostute ... L L B2ZRG 7507 TT.e% 5274 FTOT, T5.E5% $25% 6920 T4 R82%
CORSUIMET e ) 413 22.61 O 15.64 3377 0f i6.53 24.71
Commraercial .0 0 L 3 (080G .23 i 339 0,38 30 i3 (.47
Uinallocated ... oL = — - . I 347 -

ol dblowanoe for

foan losses oL . L L VR 5304 100.00% 100000

GO.00%  1UD00% B354 L

Boeai Estate Lhwned

A1 Drecember 31, 2001, the Association owned real gstate valued at S98,000 from one property.
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Tevestinent Activities

Federally-chartered savings institutions have the authority to invest in various types of Tiguid assets,
meluding United States Treasury obligations, sccurilics of various fuderal agencies, certificates of deposit
of insured hanks and savings institutions, bankers’™ acceptances and federal funds. Subject to various
restrietions, federally-chartercd savings instilutions may also invest their assets in commereial paper,
investment-grade corporate debt securities and mutual funds whose asscts conform to the investments that
a tederally-chartered savings ipstitution is otherwise authorized to make dircetly.  Additionally, the
Association must maintain minimum levels of investments that qualify as liquid assets under (P8
regulations. Historically, the Association has maintained Haguid assets above the ommimum OTS requirements
and at g level considered to be more than adequale to meet its normal daily activities,

The investment policy of the Association as established by the Board of Threctors attempts to provide
and maintain liquidity, generale a favorable return on investments without ireurring undue interest rate and
credit risk, and complement the Association’s lending activities. The Association’s policies generaliy limit

L O e T
dLILH LY

investments to govermment and federal agency securities. The Assoctation’s policies provide the a
to invest in United States Treasury and f{cderal agency securities meeting the Association’s puldelines and
in mortgage-backed sceuritics guaranteed by the U8, government and agencies thereof. The Association
funds such investments not only through pavments on deposit accounts and the proceeds [rom the repayment
of loans and the Association’s operations, but also through FILD advances. The success of such use of
FIILB advances depends on management’s abulity to mamtain a positive spread between the interest eamed
on the mvestment seeurities and the interest cost of the FHLE advances. At December 31, 2001, the
Association had investmenl and mortgage-backed securities with a carrying value of 3254 million and 2
murket value of $25.6 million. Al December 31, 206 the Association had $2.1 mullion in morigzege-hacked
and investment seeurities classitied as available-for-sale and $23.3 mallion in investment and mortgage-
backed securitics classified as held-to-maturity. Of the Association’s mortgage-backed securities, $2.1
million had adjustable rates at December 31, 2001,

At December 31, 2001, all of the Association’s mortgaee-backed scouriies were insured or
wuaranieed by either Freddie Mae, Faonic Mae or Ginnie Mae. In addition, the Assoctation owned two
CMOs which failed a stress test at December 31, 2001, The securities failed the portion of (he test m which
the ltfe of the sceurity would shorten beyvond the presemibed Timit in the event interest rates drop 200 basts
noints or more. 'Fhe sceurtiies [aled the portion of the test m which the purcentage change in price would
drop more than the prescribed amount i the event interest rates rise 300 basis pomts or more. The nisk
involved is the inability {0 sell the security to reimvest at more favorable rates. Management does not
congider these securtties to be high risk.

il



The follawing table sets forth certain information regarding the amortized cost and fair value ofthe
Associalion’s seeurities at the dates indicated,

At December 31,
pLiH 20040 1999
Amortized Fair Amortized Fair Amortized Fair
Cuost Walne Cost Value Cost Yalue

{in thousands)

Tnvesument seeurities:
[yelt securities held-lo-maturily:
Obligations ol U5, goverment

BEENTICE .0 $ 2000 52017 %7993 % 7866 521,492 F20.945
Commercial paper ... o oL _ — — T — —
Total oo $ 2000 %2017 7,993 7R66 21492 20945
Dreht securitics available-lor-sale:
Obligations of L5, Treasury amd
L%, governmoend agencies ... ... ... — — —_ — —_
Municipal securities .. ... ... ..., . 25 235
Taral oo — — — — 25 25
Fotal debt securities ... ... ... § 2000 § 2017 7.993 7,466 21517 20970

Eyuiry sceurities available for sale:
Funnie Mac Stock ... oo o o0 $. 78 % 79 & - 5 — % - ¥ —
Mortpage-related scourtties;
Morigage-teiated securitie

[
o
5_.-
m,
=9
1
-
=
=]
H

maturity:
PreddicMue ..o ool 12,380 12,750 15,442 15241 18,455 }7,585
Fanmie Mac .. ... .. .. ool 5,270 5283 6,454 6,386 7,210 6,327
Collateralized Mortgage Obligations . . . 3483 3,478 5,907 5,758 7aal 6,943
Total mortgage-related securitics
held-to-matarity ..o oL 21.343 215118 27.803 27384 33,216 31,355
Mortpage-related sccurtties available-
for-sale:
Freddie Mac ... o 181 178 21 215 281 277
Fannic MBE . vre o 753 750 1,223 1,231 1.486 1,510
........................ 1,050 1,085 1.627 1,642 1.963 FYR3
‘Total morigage-related
securitivs available-for-sale ..., 090 2013 3.067 3090 3730 3,770
‘Total morigage-related securities ... 23,333 23,524 3N.870 nais 36,946 35,125
Net unrealized {losses) gains on
availabic.for-saie securitees ... .. .. M = 23 40
Tofal scourilies .. $25435  $25.620  $38.886 38341 $5R503  $56.095
12
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The following table sets forth the Association’s securilics activities for the penods indicated.

For the Yepr Ended December 31,
2001 2000 1999
(in thousands)
[nvestment securities:
lnvestment sceuritics, beginning of period(1y ... ... . ... 538,880 $58,303 § 37,778
Purchases:
tnvestment securities — held-to-matarity. ... oo — 36,887
Tnvestrnent securities  available-for-sale. ... ... ... .. .. 233 {74 503
Sales:
Investment securities - available-for-sale. ... . ..., {230) {227) {304}
Calls, maturitics and payments:
Tnvestiment securifics — held-to-matarity. ... ... 0000 {12.493) {18.950) {14,808)
Investment sccurities - available-for-sale. ... . ... ... .. (1,077 (788) (1,437)
Mot increase (deercase} i premium amortization and
AISCOUNE BCCFEHOL L o0 o v e v e e e e e e 114 191 114
Net increase (decrease) in unrealized gain (loss) ... ... 2 _ 17 (20}
Net increase {decrease) in investment securivies ... ... 13,451 (19,6173 _2L725
Investment securitics, end of perind Lol £25.435 £38 886 g 58,5013
I (17 Includes mortpape-related securities.
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The table below sets forth certain information regarding the carrying value, weighted average yields and contractual maturities of the

Association’s investmenl securities and mortgage-n

Held-to-maturity securities:
Investment securties:
Obligations of LS.

government agencies .. ..., . .

Mortgage-related securities:

Freddie™Mac ... ... ... ...
Fannie bae .. ... .o

Coliateralized Mortgage

Obligations .......... .. ...

Total securities at
amorized cost

Available-for-sale securities:

FanmicMaestock ... .. ... ...

Mortgage-related securities:

FreddieMac ... oo
Farnieddae . ............ .. ..
GinmeMae .. ... L

Total securities at fair value

ted securities as of December 31, 20401,

Af December 31, 2001

Yore than Maore than
Five Years More than
One Year ar Less tn Five Years ta Ten Years Ten Years Total
Weizhted Weivhted Weizhted
Carrying Carrylng Average Average Carryiag Average
¥alue Value Yiegld Yield ¥alue Yield

—
L

B0

{Dollars in thousands}

F2.000 0.64%

3,294 . 01%
35,294 6.25%

i
==

[ T |

o

—
o
Cal
Lh

[}
L

|

6.36%
6.47%

T 2%

6.81%

32,000 6.64%

12,550 &.43%

5,270 6.74%
3,483 6.62%
$23,343 6.55%
Y NiA
$ 7 6.36%
750 647%,
1085 7.12%,
$ 2013 6.81%




Sources of Funds

General. Deposits, loan repayments and prepayments and cash flows generated [rom operations are
the primary sources of the Association’s funds for use in jending, investing and {or other general purposes.
The Assoclation has historically also used FHLB advances as a source of funds.

Dregmsirs. The Association offers a vaniety of depostt accounts with a range of interest rates and
lerms. ‘The Association’s deposils consist of passhook accounts, savings and club accounts, NOW accounts,
money market accounts and certificates of deposit. For the year ended December 31, 2001, certificates of
deposit constituted 35.46% of total average deposits. The tenn of the cerlificates of deposit offered by the
Assacialion vary from six months to four years and the offering rates ure established by the Assoctation on
a weekiy basis. Oncca certificate account is established, no additional amounts are permitted to be deposited
in that account, with the cxeeption of Individual Retirement Account certificates.  Specitic terms of an
individual account vary according to the type of account, the minimum balance required, the time period
funds must remain on deposit and the interest rate, amony other factors, The flow of deposits 1s influenced
significantly by general cconomic conditions, changes in money marketrates, prevarhing interest rates and
competition. At December 31, 2001, the Association had $31.2 million of ¢ertificate accounts maturing in
less than one year, The Association expeets that most of these sccounts will be reinvested and does not
belicve that there are any material risks associated with the respective maturities of these certificates, The
Association’s deposits are oblamed predominantly from the area in which its banking ollices are located.
The Association relies primarity on 2 willingness to pay market-compelitive intercst rates to atlrsct and retain
these deposits.  Accordingly, rates offered by competing financial instifutions significantly alleet the
Association’s ablity to attract and retain deposits.

The following table presents the deposit activity of the Association for the periods indicated:

For the Year Ended December 31,
001 __ 2000 T
{in thousands)

Increase (decrease) belore interest credited ... ..., S {508y F(2.503} RYUATURS)
Imteresteredited .. L 2674 067 1, 18%
Net increase (decreasey ... oo . 52171 B(1 836} $(8,305)

At December 31, 2001, the Association had $3.9 milbion in certificate accounts in amounts of
$100,000 or more maturing as {ollows:

Weighed
Averape

Maiurity Period Amount Rale

(Dollars in thowsands)

Threemonthsordess ..., .. ... S 264 2.40%;
{rver 3 through 0 months .., . 608 5.52%
Cver & through 2 months ... . 2378 545%
Over i2months .. ... ... ... _bH45 0.14%
Tatal ... ... $3.946 5. 38%

i5




The following table sets forth the distribution of the Association’s average deposit accounts for the
periods indicated and the weighted average intercst rates on each category of deposits presented and such
information at December 31, 2001, Averages tor the periods presented utilize month-cnd balances.

NOW acoounts ... L
Muoney market accounts ...

Savings accounts
Certifteates of deposit

Nonnteresi-heanng deposiis:
Demand deposits ...
Total average deposits Lo

Far the Year FEmded December 3

3

2001 2000 LR
Percent Percent Pereent
of of of
Tutal Average Total Average Total Averape
Average  Average Rate Average  Average Hate Avernge  Average Hate
Ralance  Deposits Paid Ralance  Deposits Paid Balance  Deposits Paid
{Lrollars in thousands)
3 860 11.28% 1.64% 35,490 7.54% 309%  § 5250 7.02% 2R5%
7038 .22 AR 5,813 7098 458 3,020 4.03 2.41
17.633 2312 242 149,849 27.23 2.8 12222 29.67 250
42,338 5546 5. 76 41,271 55.25 551 43231 57.712 5.4¢
702 092 L6 00— 1,170 136 —_
§76,342 H0A0%  4.29% 572,890 1040.00%: .43, §74,800 IR0ON%  4.20%

The following table presents by various rate categories, the amount of certificate accounts
outstanding at the dates indicated and the periods to maturity of the certificate accounts outstanding.

Period to Maturity from December 31, 2001

At December 31,

Two to {ver

!.es5 than One to Three  Three
One Year Two Years  Vears Years Total 2008 1994 1998
{(Dolktrs in thousands)
Certificate accounts:
Dt 3.99% ... ... $3,320 5 1921 5 454 i — 55725 % wa o % 20 5 —
400049 ... .. 5,887 4,744 324 36 11,271 G357 13,448 4,516
500t 59%e oL, 14,257 2,512 277 211 17,205 1£,400 25,242 0421
600 to 699 ... 4,941 1417 G 6,447 13,694 2,383 2,369
7000 T99% 2690 — — 7690 3,010 —
Over 8K 000 i4 215 i 11 2440 374 S48 1049
Total certificute accounty 5311409 $10.809 T1,155 $339  $43.673 B3040 541,239 544415
Rorrowings. The Association utilizes FHLB advances as an slternative to retatl deposits to [und its

operalions as part of ifs operating strategy. These FIILB advances are collateralized primarily by certwn of

the Association’s mortgage loans and mortgage-backed securities and sccondartly by the Association’s
investment in capital stock of the FHI.R. FIILB advances are made pursuant to several credit programs, each
of which has its own interest rate and range of raturities. 'The maximum amount that the FHELB will advance
to member institutions, including the Association, Ructuates from lime 1o time in accordance with the

policies of the FHLE.,
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FIILR advances and other borrowings:

Average balance outstanding ... ..
Maximim amount outstanding at any month-end
during the period .. oo oo

Bulance outstanding at end of period

Weighted average interest rate during the peniod
Weighted average interest rate al end of penod

Subsidiary Activities

The following table sets forth certain informaiion regardimy the Association’s borrowed funds at or

riads ended on the dates indicated:

FLS P RS B AE LU LR B LV §

At or For the Year Ended
December 31,

2001 2000 1999

(Dollars in thousands)

$31.367 535,815 $29.779

36,67% 40,536 36,419

18,393 40,536 36,419
5.00% 5.74% 5.27%
4.62% 5.74% 5.52%

As of December 31, 2001, the Company maintained the Association as a wholly owned subsidiary.

The Association has no subsidiaries.

Personnei

As of Decetmber 31, 2001, the Association had 27 full-time cmployees and 8 part-time cmployees.
The employees are not represented by a collective bargaining unit and the Association believes it has a good

relationship with its employees.




SELECTED FINANCIAL AND OTHER DATA OF THE COMPANY

The selected Dmancial and other data ol the Company set Torth below ws derived mopart Troms, and
should be read in conjunction with, the Financial Statements of the Compuny and Notes therelo presenled

clsowhere i this report.

Sclected Financial Dara: "

Totulassels oo o
Cashoand cash eguivalents .o
Loang. et
Securitivs held e maluryt ™
Maortgase-related seeurities, net ... L
lovestment securities, net ..o,
Securines avadable-for-salet™
Mortgage-related securities, nel oo
lovestment securities, net L. ... ...
Deposils ..o
T B oadvances .. o 0 o oo L.
Totmleguty oo

Treal estale owned, net o
Nonperforming assets am‘l Tmub]r_d
debtrestruciurings .o oL

Selected Operating Data:!'?
Tatalinlerestincome ..o oo L.
TRREFESE EXPENSC L

Net Iverest inCame . ...,
Proviston for foan losses ..o L.
Net inlerest meome aller provision
forfoan losses 0 o L L
Mon-interest ineeme:
Mot gain (loss) on sale of securities ..
nher oo
Total nop-usterest income ... oL
Mo interest CXpense L oL
Income {lossy before income taxes ... ..
[DCome aaes oo o e
MNevinoome (lossy oL oL

At December 315,

200 ¢ 2{HI0 i9gy 1998 1947
{Dallars in thousands)

S120.9%7 5140923 $147.497 $133.430 SR 205
G580 2.4930 4,928 26,020 5848
73,701 50,205 73477 e, 1 57.HRG
21543 27,803 23216 30157 27,987
2,000 7,993 31,492 2.442 14RO
2013 ER1) 3770 4,570 7624
79 25 {79 HI 1RO
76,168 73097 75833 84,038 T6.983
[#,393 40,536 36,419 16,629 26.161
18,360 17,833 29,200 1,773 14,165
D — 11 — —

GH3 459 104 RYY 99

For the Year Ended December 31,
2601 2000 f9oy 1998 1947
{(Dollars in thousands)

§9,558 $9, 834 £9.303 S8787 SR_BOB
2,308 L8002 G714 : 5.273
4280 4032 4,589 3,530
62 — - _ —
4218 4,032 4,589 3670 3530
15 10 3R 21 —

__ 179 __ 234 __276 A 241

194 204 34 339 241
_4.502 _A.h00 4.956 1681 2 HN3
Q10 426G (33} 325 HHy
312 150 {11} L7 HyY
(See footnotes on next page)
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At or for the Year Ended December 31,

Lot 2{HM} 1904 fuay H4u7
Sclected Cperating Ratios and Other Data:@0"
Performance Ratios:
Avernge yvield on inlerest-eaming ussets™ . .. 741 7.42%, 6.97% 7.44%, 7.42%,
Average rate pad on inlerest-bearing liubilities .66 501 4,55 473 4,54
Average imerest rale spread™ L L 2,75 2.2} 2.42 2.71 2.4%
Net merest margid®™ .o 3,34 290 3.44 331 258
Ratio of iunerast-curning asscts to
interest-bearing fiabilivies ... ... L L 11366 12016 127.68 112.43 F1122
Lfficiency ralto!™ ... o 78,54 90,26 104,75 RE.N7 Th.45
Mon-inlerest cxpense as a percent of averaps
HESETE . e 2.63 2,82 300 .03 236
Relurn of aversge ss8efs ..o L 0.45 {+.20 {0.03) .17 (156
Behirm om averape Suly ..o e 3.32 .27 (.14} 1.41 5.00
Ralio of average squity lo average assels ... 13.54 15,68 2248 12.36 16
Famings per shares™ ... o0 0.8 017 {0.02) — —
Regulatory Capilal Ratioy:
Tangible capital ratio ..o o o 18.40 15.60 15,10 16,10 11.95
Corecapital tatio ... o oo L 1R.40 E5.60 1510 16.10 113
Risk-based caprtal ratio ... ... ... L. 3570 3240 34,10 G800 27,39
Asset Quality Ratios: U0
Nonperformmng leans and troubled debt
restructurings as @ pevcent of total loans™ 1.1l 0.306 .13 0,00 (.33
Nonperforming asscls und troubled deby
restructurings as a percent of total assets!'™ | (.51 (.33 .07 (.03 017
Allowance fur Joan losses as a percent
oftotal boang ... oo o .47 041 .50 0.59 (.40
Aldlowance for loan losses as a pereent of
nonperforming ans and troubted debt
restructerings™™ L 0.42% 0.72% 3.97% 9.72% 1.16%
rull service offices at end of period ... ...... z 3 o} ) 4

{1} l.oans, not, teprescnis gross loans receivable and loans held for sule net of the allowance for fean tosses, loans i process and
deterred loun arigmation fees. The allowince for loan losscs at Devernber 31, 2001, 2000, 14999, 1998 and 1997 was 8372 000,
S354. 000, 5369000, $270,060 and $23 1,000, respectively,

(2y The Associnton edepted Statement of Frumetal Accounting Standards (“SFAST) No. 115, " Accounting for Certam [nvestments
in Drebt and Depoty Scouritios,” during fseal 1994,

(3% Asset Cuabity Ratios and Regulatory Capital Ratsos are end of period rutios. With the exception of vnd of pertod ratios, all ratios
are based on uverage monthly halanees during the indicalesd periods.

{4} Calculaons of vield are presented on i tuxable equivalent basis using the Federal ingome tax ruie of 34%,

(57 Thewverape interestrate spread represcids the difference butween the weighted averagy yield on average mrerest-caming assets
and 1he weighted average cost of average interest-bearing fabnbitics,

() The net interest margin represents Nt interest INCome as » pereent of average BEeresl-earning assers.

{7) Equuls non-interest expense divided by net interest income plus aan-interest income (excluding zuing or 10sses on secuntics
transuations).

{8) The dividend payout raiio 15 not meaningful for 14999 and nepapplicabie Jor all years prier to 1999

9y Non-performing loans consist of all nun-accrual founs and all other keans 90 duys or more past due. The Assorialion cuases 1o
acerue interest on foans 90 days or more past due (unless the foan principal and inferest are defermuned 6y munagement to be
fully secured aned in the progess of collection) and w charge off all weerued interest.




REGULATEON AND SUPERVISION

Caencral

As a savings and loan holding company, the Company is required by federal law to file reports with, and
otherwise comply with, the rules and regulations of the OTS. The Association 1s subject o exiensive
Insurance Corporation (“FDIC™, as the deposit insurer. The Association is a member of the Federal lHome
Loan Bank System and, with respect to deposit msurance, of the Savings Association Insurance Fund
(“SAIFY managed by the FDIC, The Association must file reports with the OTS and the FDIC concerning
its aclivitics and financial conditton in addition lo obtaiming regulatory approvals pnor o enlenng into
certain transactions such us mergers with, or acquisitions of, other savings institutions. The OI'S and/or the
FDIC conduct pertodic examinations to test the Association's safety and soundness and compliance with
various regulatory requirsments. Fhis regulation and supervision establishes a comprehensive framework
of activities in which an institution can engage and is intended pnimarily {or the protection of the insurance
fund and depasitors, The regulatory structure also gives the regulatory authoniies extensive diseretion in
conneclion with their supervisory and enforcement activities and examination polieies, including policies
withtespeet to the ¢lassitication of assets and the establishment ot adequate foan loss reserves for regulatory
purposes. Any change m such regulatory requirements and policies, whether by the OTS, the FDRIC or the
Congress, could have a material adverse impact on the Company, the Associalion and their operations.
Certain of the regulatory requirements applicable to the Association and to the Company are referred to
below or elsewhere herein, The description of statutery provistons and regulations applicable to savings
mnstitutions and their holding companics set forth in this Form 10-K docs not purport 1o be 2 complete
deseription of such statutes and regufations and their effects on the Association and the Company.
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Holding Company Regulation

The Company is 4 nondiversitied unitary savings and loan holding company within the meaning of
federal law. Linder prior law, a unilary savings and loan holding company, such as the Company, was not
generally restricted as to the types of business activities in which it may engage, provided that the
Associalion continued 1o be a qualitied thnft lender. Sce “Federal Savings Institution Regulation - QFL
Test.” The Gramm-Leach-Bliley Act of 2001 provides that no company may acquire control of a savings

association after May 4, 2001 unless # engages only in the financial activities permmtted for financial holding
companics under the law or for multiple savings and loan holding companies as described below, Further,
the Gramm-Leach-Bhley Act specifies that existing savings and loan holding companies may only engage
in such activitics. The Gramm-Teach-Bliley Act, however, grand{uthered the wnrestricted anthority for
aclivities with respect to unitary savings and loan bolding companies existing prior to May 4, 2001, so long
as the Association continues to comply with the (YIL 'T'est, The Company does quality for the grandfathering
Upon any non-supervisory acquisition by the Company of another savings mstitulion or savings bank that
meets the qualified thrift Jender wst and w5 deemed to be a savings institution by the OTS, the Company
would becore a multiple savings and loan holding company (i the acquired institution is held as a separate
subsidiary) and would generally be limited to activities permssible for bank holding companies under
Section 4{c)( &) of the Association Holding Company Act, subject to the prior approval of the OTS, and
certain activities authorized by QU8 regulation,

A savings and loan holding company 15 prohibited from, directly or mdirectly, acquiring more than 5%
of the voting stock of another savings institution or savimgs and loan holding company, without prior written
approval of the (YI'$ and from acquinng or retaining control of a deposttory institutton that 1s not insured by
the FDIC, Inevaluating apptications by holding companics o acquire savings institutions, the QTS considers
the financial and managerial resources and future prospects of 1he company and institution involved, the
effect of the acquisition on the risk to the deposit insurance funds, the convenience and needs of the
community and competitive factars.
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The €1S may not approve any acquisition that wouold result moa muluple savings and oan holding
company controiling savings institutions in more than one stale, subject (o two exceplions: {i) the approval
of interstate supervisory acquisitions by savings and loan holding companies and (1) the sequisition of 4
savings mstitution in another state i the kiws of the state of the target savings institution specilically pomit
such acquisitions. The states vary in the extent o which they purmit interstale savings and [oan holding
company acquisitions,

Although savings and loan holding companies are not currently subject to spectiie capital requirements
or specifie restrictions on the payment of dividends or other capital distributions, federal reguiations do
prescribe such restnictions oo subsidiary savings institutions as desenbed below, The Association musi notity
the OTS 30 days before declaring any dividend to the Company.  1n addition, the Onancial impact of a
holding company on its subsidiary institution ss a matier that is evaloated by the OT'S and the agency has
authority 1o order cessalion of activities or divestiture of subsidianies deemed to pose a threat to the safety
and soundness of the mstitution,

Acquisition of the Holding Company. Under the Federsl Change in Bank Control Act ("CIBUA™) a
notice must be submitted to the (75 1f uy person {including a company), o group acling 1n ¢omecrt, secks
to acquire 10% or more of the Company’s nuistanding veling slock, vnless the (F1'S has found that the
acquisition will not result in a change ol contred of the Company. Under the CIBCA, the OTS has 60 days
from the ling of a complete notice (o acl, wking into consideration certain factors, meluding the hinaneal
and managerial resources of the acquirer and the anti-trust effeets of the acquisition. Any company that so
acquires control would then be subject to regulation as 3 suvings and loan holding company.

Business Activities. The activifies of federal savings assoctations are poverned by federal law and
regulations. These laws and regulations delineate the nature and extent of the activities m which {ederal
associations may cigage. In particular, certain lending authenity for federal associations, e g, commercial,
non-residential real property louns and consumer loans, is lmited to s specihied percentage of the
msiitution’s capital or assets,

(‘ﬂpim! Requirements, The OTS capi‘r*ﬂ r‘t*;uEatium regu m: wvinm émlil.m,is)nﬁ to meet three minimum
capital standards: a 1.5% tangible capital ratio, a 4% leve atio (3% fo ving the highest
rating on the CAMIT.S examination rating system) and gn h‘ Y mlwhaqed capital ratio, In addition, the
promipt corrective action standards discussed below also establish, m cffvct, s mmamunm 2% tangible capital
standurd, a 4% leverage ratio (3% for institubons roceiving the highest CAMELS rating), and, fogether with
the risk-based capital standard ftsclf, a 4% Tier § nsk-bascd capital standard. The (VTS regulations also
require that, in meeting the tangnble, leverage and risk-based capital standards, mstitutions must penerally
deduct investments in and foans to subsidianics engaged in activities as principal that are not permissble for
a nalional bank,

T
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The risk-hased capital standard for savings institutions requires the mainienance of Fer 1 {core) andtotal
capital (which is defined as core capital and supplementary capital} to risk-weighted asscls oUat least 4% and
8%, respectively. In determining the amount of risk-weighted asscts, all sssets, including certain off-balance
sheet assels, are multiplied by a risk-weight factor of 0% to 1%, assigned by the OTS capital regulation
based on the risks believed mhberent in the type of asset. Core (Fier 1) capital is defined as common
stockholders equity (inciuding retained samings), cortamn nencumulstive perpetual prefemred stock and
related surplus, and minorily inlerests in equity accounts of consoliduied subsidiaries less intangtbles other
than cerlain mortzage servicing nghls and eredit card relationships. The components of supplementary
capital currently include cumulative preferred stock, long-term perpetual preferred stock, mandatory
convertible securitics, subordinated debt and intermediate prefored stock, the allowance for loan and lease
losses limited fo a maxinwm of 1.25% of nsk-weighted assets and up to 45% ol unrealized gaing on
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availablesforsale equity securitics with readily determinable fair market values, Owerall, the amount of
supplementary capital included as part of tolal capital cannot exceed 100% of core capital.

The capital regulations also incorporate an interest rate risk componernt. Savings institutions with "above
normal” interest rate risk exposure are subject (o a deduction from total capital for purposes of caleulating
their risk-bascd capital requirements. Vor the presen! tmge, the OTS has deferred implementation of the
interest rate visk capital charge. At December 31, 2001, the Association mel cach o{11s capital requirements.

The following table presents the Association's capital position at December 31, 2001

Fxcess Capital
Actual Required (Deficiency) Actual Reguired
Capital Capital Amount Percent Percent
{Dollars in thousands)
Tangible .. ... $22 287 $1,815 20,472 18.42% 1.50%
Core (Leverage)  $22.287 54,839 %17,448 18.42% 4.00%,
Risk-based . ... 522,660 %5079 F17,581 35.69% £.00%

Prompr Corrective Reoplotory A sron. The OOTS is required to take corlam d.unuwt-.mv ACTiONs
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against undereapitalized institutions, the severity of which depends upon the institution's degree of
undercapitalization. Generally, a savings institution that has a ratio of total capital to risk weighted assets
of Tess than 8%, a ratio of Tier 1 (core) capital to risk-weighted assets of less than 4% or a ratio of core
capital to wtal assets of less than 4% (3% or less for institutions with the highest cxamination rating) is
considered to be “undercapitalized.” A savings institution that has a total risk-based capital ratio less than
6%, a Tier 1 capital ratio of Jess than 3% or a leverage ratio that 1s less than 3% is considered to be
“sigmificantly undercapitalized” and a savings instsiution that has a tangible capital to asscts ratio equal to
or less than 2% 1s deemed to be “critically undumpitalivu‘l v ‘%uhject to a narrow exeeplion, the OTS 14
reqmreu o dpp(_)]ni @ Teceiver or conservator for an institution that s “eritically unucxcamLcuiZEu ? the
regulation also provides (hal a capital restoration plan must be filed with the OTS within 45 days ot the date
a savings mstitution receives notice that it is “undercapitalized,” “significantly undercapitahized” or
“critically undercapitalized.” Compliance with the plan must be guaranteed by any parent holding company.
In addition, numerous mandatory supervisory actions become immediately apphicable to an undercapitalized
mstitution, including, but not limited to, mercased monitoring by regulators and resinietions on growth,
capital distributions and expansion. The OS5 could also take any one of a number of discretionary
supervisory actions, including the issuance of a capital directive and the replacement of senior executive
officers and directors.

Insurance of Deposit Accounts. The Association s 2 member of the SAIT. The FINC maintains
a misk-based assessment system by which mstitutions are assigned to one of three categories based on their
capitalization and onc of three subcategories based on examination ralings and other supervisory information.
An institution's asscssment rate depends upon the categortes to which 1t is assigned. Assessment rates for
SAIF member institutions are determined semi-annually by the FDIC and currently range from zero basis
points for the heaithiest institutions w 27 basis points for the riskiest.

The Association's assessment rate tor the fiscal year 2001 was 0 basis points. The TTHC has
authority to increase insurance assessments, A sigrificant increase in SAIF insurance premiums would hkely
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have an adverse cffect on the operating expenses and results of operations of the Association. Management
cannot predict what msurance assessment rates will be in the future,

In addition to the assessment for deposit insurance, institutions are required to make payments on
bonds issued in the fate 1980s by the Financing Corporation (“FYCO™) to reeapitalize the predecessor to the
SALF, During 2000, FICO payments for SAIF members approximated 1.9 basis points and amounted 10
$14.437.

Insurance of deposits may be terminated by the FTNC upon o {inding that the institution has engaged
in unsafc or unsound practices, 15 in an unsafe or unsound condition to continue operations or has violated
any applicable law, regulation, rule, order or condition imposcd by the FDIC or the OTS. The management

of the Association does not know of any practice, condition or vielation thal might lead 10 termination of

depaosit insurance.

Loans to Qne Borrower. Federal law provides that savings institutions arc generally subject to the
timits on loans to one borrower applicable to national banks. A savings mstitution may not make 4 loan or
extend credit to a single or related group ol borrowers 1n excess of 153% of its unimpaired capital and surplus.
An additional amount may be lent, equal to 10% of unimpaired capital and sorplus, if secured by specified
rmdi]y -marketable collateral. At [)ccember 31, 2001 the Association's lirnit on loans to onc borrower was
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$295,000,

QTL Test. The HOLA requires savings mstitutions to meet a quahified thrift lender test. Under the
test, a savings association is required to either qualify as a “domestic building and Joan association” under
the Internal Revmuu Code or maintain at least (:5% of its “portfolio assets” (total assets less: (1) speaified
Tiquid assets up to 20% of total assets; (1) intangibles, ncluding goodwill; and (11} the value of property used
to conduct business) in certain “qualified (hrift investments™ (primarily residential mortgages and refated
imvestments, including certain morfgage-backed securitics) in at least 9 months out of each 12 month penod.

A savings institution that fails the qualified thrift lender test is subject o certain operating
restrictions and may be required to convert 1o a bank charter. As of December 31, 2001, the Association
maintained 96% of its portfolio assets in quahificd thrift investments and, thercfore, met the qualified thrift
jender test, Recent legislation has expanded the extent to which education loans, credit card loans and smatl
business loans may be considered “qualified thnit investments.”

Limitation on Capital Distributions. (TS regulations ymposce hmitations upon all capital

iwons hy a savings institution, including cash dividends, payments to repurchase its shares and

payments to shareholders of another institution in a cash-out merger. Under the new regulation, an
application to and the prior approval of the (¥1'S 1s required prior to any capital distribution if the institution
does not meet the eriteria for “expedited treatment” of applications under OTS regulations (4e., generally,
examination ratings in the two top catlegories), the total capital distributions for the calendar year exceed net
income {or that year plus the amount of retained net income for the preceding 1wo years. the institution would
be undercapitubized followmy the distribution or the distribution would otherwise be contrary 10 a statute,
regulation or agreement with OTS. I an application is not required, the institation must still provide prior
notice to OTS of the capital distribution if, like the Bank, it is a subsidiary of a holding company. In the
event the Association's capital fell below its regulatory requirements or the (75 notified it that 1t was inneed
of more than normal supervision, the Association's allity to make capital distributions could be restricted.
In addition, the (1S could prohibit a proposed capital distribution by uny institution, which would otherwise
he permitted by the regutaton, if the OTS determines that such distribution would constitute an unsate or
unsound practice.
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Assessments. Savings institutions arc required to pay assessments to the OTS to fund the agency's
operations. ‘The general assessments, paid on a semi-annual basis, arc computed upon the savings
mstitution's total assets, including consolidated subsidiaries, as reported tn the Assoctation's latest quarterly
thrift financial report. The assessments paid by the Association for the fiscal year ended December 31, 2001
totaled 519,980,

Transactions with Reluted Partdes. The Assoctation’s authority to engage m transactions with
“affifiates” {e.g., any company that controls ot is under common control with an institution, meluding the
Company and its non-savings institution subsidiaries) is limited by federal law. The aggregate amount of
covered transactions with any mdividuat afftliate is limited 1o 10% of the capitai and surplus of the savings
institution. The aggrepate amount of covered transactions with all affiliates 15 lmited to 20% of the savings
institution's capital and surplus. Certain transactions with aftiliates are required to be secured by collateral
in am amount and of a type described in federal law. The purchase of low quality asscls from atfihiates is
generally prohibited. The transactions with atfiliates must be on terms and under circumstances, that are at
least as favorable to the mstitution as those prevailing at the time for comparable transactions with non-
affiliated companies. In addition, savings institutions are prohibited from lending to any affiliate that 1s
engaged in activitics (hat are not permissible for bank holding companies and no savings institution may
purchase the securities of any affiliate other than a subsidiary.

The Association's authority to extend eredit to executive officers, directors and 107 sharcholders
(“insiders™), as well as entities such persons control, is also governed by federal law. Such loans are required
to he made on terms substantially the same as those offered to unaffiliated individuals and not involve more
than the normal risk of repayment. Recent legisfation created an exception for loans made pursuant 1o a
benefit or compensation program that is widely available to all employces of the institution and does not give
preference to insiders over other employees. The law limits both the individual and aggregale amount of
loans the Association may make to insiders based, in part, on the Assoctation's capital position and requires
certain board approval procedures to be followed.

Enforcement. The OTS has primary enforcement responsibility over savings institutions and has
the authority to bring aclions against the institution and all mstitution-aftiliated partics, meluding
stockholders, and any attorneys, appraisers arid accountants who knowingly or recklessly participate in
wrongful action likely to have an adverse cffeel on an insured institution. Formal enloreement action may
range from the issuance of a capital directive or cease and destst order to removal of officers and/or directors
to institution of receivership, conservatorship or termination of deposit insurance, Civil penalties cover a
wide range of violations and can amount to $25,000 per day, or cven $1 million per day 1n espectaily
cgregious cases. The FDIC has the authority to recommend to the Dhrector of the OTS that enforcement
action to be taken with respect to a particular suvings institution. If action 15 not taken by the Director, the

FDIC has authonty to take such action under cerlain circumstances. Federal law also establishes criminal
penalties for certain violations.

Standards for Safety and Soundness, The federal banking agencies have adopted Interagency
Guidelines prescribing Standards for Safety and Soundness. The guidelines set forth the safety and
soundness standards that the federal bunking agencies use to identify and address problems at insured
depository institutions before capital becomes impaired. 11 the OTS determines that a savings mstitution faals
to meet any standard prescribed by the guidelines, the TS may require the institution to subimit an
acceptablc plan to achieve compliance with the standard.
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Federal Home Loan Bank System

The Association 15 a nember of the Federal Home Loan Bank System, which consisis of 12 regional
Federal Home Loan Banks. The Federal Tlome Loan Bank provides a centraf credit facihily primarily for
member institutions. The Association, as a member of the Federal Home Loan Bank, is required o acquire
and hold shares ol capital stock in that Federal Home Loan Bunk (n an amount &t teast equal o b of the

aggregate principal amount of its unpaid residential mortgage loans and similar obligations at the beginning
olcach vear, or /20 of its advances (borrowings) from the Federal Home Loan Bank, whichever is greater.

The Association was in compliance with this requirement with an investment in Federal Home Toan Bank
stock at December 31, 2001 of $3.33 mulbion.

The Federal 1lome Loan Banks are requnred to provide funds for the resolution of insolvent thnfls
in the ate 1980s and to contribute funds for affordable housing programs. These requirements could reduce
the amount of dividends that the Federal Home Loan Banks pay to thar members and could also result in
the Federal Home Loan Banks imposing a higher rate of interest on advances 1o their members. [[ dividends
were reduced, or interest on {uture Federal Hlome Loan Bank advances increased, The Association's net
interest income would likely also be reduced. Recent legislation has changed the structure of the Federal
Nome Loan Banks funding obligations for insolvent thrifts, revised the capital struciure of the Federal Home
Loan Banks and implemented ¢ntirely voluntary membership for Federal Home Loan Banks, Management
cannot predict the effcet that these changes may have with respect to s Federal Bome Loan Bank
membership.

Federal Reserve System

The Federal Reserve Board regulations require savings institutions 1o maintain non-imterest earning
Teserves against ther transaclion accounts (primarily NOW and regutar checking accounts). The regulations
generally provide that reserves be maintained against agaregate Iransaction accounts as follows: a 1%
reserve ratio 1s assessed on net ransaction agcounts up lo and inciuding 541.3 million: & 10% reserve ratio
i applivd above $41.3  The Orst $5.7 million of otherwise reservable balances (subject to adjustments by
the TFederal Reserve Board) are cxempted from the veserve requirements, These amounts are adjusted
annually. The Association comphies with the [oregoing requirements.

FEDRERAL AND STATE TAXATION
Federal Vaxation
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frenerad, The Company and ihe
and the acerual method of accounting, and are subjeet to fedeval income {axation in the same manner as olhcz
corporations with some exceptions, including particularly the Association’s reserve for bad debls discussed
below. The following discussion of tax matters i3 intended only #$ 2 summary and does not purport to he
g comprehensive deseription of the tax rules applicable Lo the Association or the Conpany. For its 2001

tmmh]n year, the Association is subject to ¢ maximum federal income tax rate of 34%.
4 x
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Bad Bebt Reserve. liswrically, savings mstilutions such as the Association which met certain
definitional tests primarily related to their assets and the nature of thawr business (“qualiflying thrifts™) were
permitted (o cstablish a reserve for bad debts and to make annual additions thereto, which may have becn
deducled in arriving at their taxable income, The Association’s deductions with respect lo “quakilying real
property Ioans,” which are generally louns secured by eertain inferest m real property, were computed using
an amount bused on the Association’s actual loss experience, or a pereentage equal to 3% ot the
Association's taxable income, computed with certam modifications and reduced by the amount of any
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permitted addition to the non-qualifying reserve. Te to the Association’s Joss experience, the Association
generally recogmized a bad debr deduction cqual to 8% of taxable income.

in August 1996, the provisions repealing the above thrift bad debt rules were passed by Congress
as part of “The Smal! Business Job Protection Act of 1996.” The new rules ehuminate the 8% of taxable
income muthod for deducting additions to the tax bad debt rescrves for all thrifts for tax years beginning atter
Diccember 31, 1993, Those rules also require that all thritt institutions recaplure all or a portion of their bad
debl reserves added sinee the base vear (last laxable year beginning before January |, 1988). 'The
Association has previously recorded a delerred tax liabifity equal to the bad debt recapture and as such, the
new rales will have no elfeet on net income or federal income tax expense. For taxable years beginning after
December 31, 1995, the Association’s had debt deduction will be equal to net charge-ofis. The new rules
allowed an imstitution to suspend the bad debt reserve recapture for the 1996 and 1997 tax years 1f the
mstilution's lending activity for those years was equal to or greater than the inshtution’s average mortgage
lending activity for the six taxable years preceding 1996, For this purpose, only home purchase and home
improvement loans arc included and the institution can elect to have the tax years with the highest and lowest
lending activity removed from the average caleulation. Ifan institution was permitted to postpone the reserve
capture, it was required to begin 1ts six year recapture no later than the 1998 tax year. The unrecaptured base
year reserves will not be subject to recapture as long as the institution continues to carry on the busmess of
banking & In addition, the balance of the pre-1988 bdd debt reserves continue to be subject to a provision of

b b n i -
present law referred to below that require recapture in the case of certain excess distributions 1o shareholders.

Distributions, Under the 1996 Act, if the Association makes “non-dividend distributions” to the
Company. such distributions will be considered to have been made from the Association’s unrecaptured tax
bad debt reserves (including the balance of its reserves as of December 31, 1987) to the cxtent thereof, and
then from lhe Association’s supplemental reserve for losses on loans, to the extent thereof, and an amount
based on the amount distributed (but not in ¢xeess of the amount of such reserves) will be included in the
Association’s income. Non-dividend distributions include distributions in excess of the Association’s current
and accumulated earnings and profits, as calculated for federal income tax purposes, distributions
redemption of stock, and distributions in partial or compiete liquidation.

Dividends paid out of the Assoviation’s current or accumulated carnings and profits will not be so
included in the Association’s income,

The amount of additional taxable income triggered by a non-dividend 15 an amount that, when
reduced by the tax attribuiable to the income, iz equal to the amount of the distributton. Thus, il the
Associalion makes a non-dividend distribution to the Company, approximately one and one-half times the
amount of such distribution (but not in excess of the amoumt of such reserves) would be includable in income
fur federal income tax purposes, assuming a 35% federal corporate income tax rate. 'The Association does
nol miend (o pay dividends that would result in a recapture of any portion of its bad debt reserves.

C}hio Taxation

The Company is subiect to the Ohio corporation franchise tax, which, as apphed to the Company,
is & tax measured by both net carnings and net worth. In peneral, the tax lability is the greater of 5.1% on
the first $30,000 of computed Ohio taxable income and 8.5% of computed Obio taxable income in excess
of $50.000 or 0.4% times of taxable net worth, Under these alternative measures of computing tax liability,
complex formulas determine the jurisdictions to which total net income and total net worth are apportioned
or allocated, The minimum tax is 350 per year and maximum tax fability as measured by net worth is
fimited 1o 5150000 per year.
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Yiem 4. Submission of Matlers o a Vore of Secngity olders,

None.

PART I

item 5, Market for the Company™s Common Fauity and Related Slockholder Matiers.

The Company'scommaon stock is traded o the Nasdag SoallCap Marketunder the symbol “GCEFC”
As ol Pecember 31, 2001, there were 1,742,337 shares of common stock outsianding and 597 stockholders,
excluding persons or entities whoe hold stock in nomines or “street name.” Dividend payments by the
Company are dependent primandy on dividends received by the Company trom the Association. Under
federal regulations, the dollar amount of dividonds the Association may pay is dependent apon 1ts capital
position and reeent net income. Generally. if the Association satisfics its regulatory capital requirements,
it may muke dividend paymonls up to the Iimily prescribed i the OFS repolations, However, ingiilutions
that have converted o the stock form of ownership may not deelare or pay a dividend on, or repurchase any
of, its common siogk 1f the etfect thereof would cause the repulatory capital of the institiution o be reduced
below the gmount required for the liguidation aceount which was cstablished in the conversion in aceordance
with the O18 repuiations, '

The table below shows the price range of common stock and dividends pad for the years ended
Drecember 31, 2001 and 2000, Fhis information was provided by the Nasdag SmallCap Market,

Fiseal 2001 Fiscal 2000
ok Lipw Dividends Hiuh Low Dividends
First Ouarter .. ... T14. 50 50.00 20,07 L18.000 L8125 L6086
Svcomnd Charter HEA0 850 Q47 10,123 B.063 0.0G
Third Ouarter .. .. n.m7 2.5 .08 10250 DALY G.06
Fourth {uarter ... HLES 8.5] 0.0 FE375 MRS 007

ftem &, Management’s Discussion and Analvsis of Fipapcial Condition and Results
of

{meralions.

(zenerat

The Company’s resuits of operations are dependent prmarily on net inierest income, which is the
difference (“spread”™) between the interest income cumed on its Jouns, morgage-backed securitics, and
securittes purtlolio and its cost ol funds, consistmg ol interest patd on its deposits and borrowed funds, Fhe
intercst rale spread is alleeled by repuialory, ceonomic and competitive factors that influence micrest rates,
loan demand and deposit flows. The Company’s acl income is also affected by, among other things, loan
fee income, provisions for loan losses, service charges, operating expenses and fanchise and income taxes.
The Company s revenues are derived primartly from interest on mortgage loans, consumer [0ans, mortgage-
backed sceuritics and securilics, as well as ineome from service charges and Joan originations, The
Company’s operating expenses principally consist of emplovee compensation and benefits, occupancy,
federal deposit-msurance premiums and other gencral and adminisirstiive expenses. The Company™s results
of operstions arc also signiftcantly alfected by general economic and competitive conditions, particularty
changes in market inlerest rates, government pobicies and actions of repulatory authoritics, Fuattre changes
in applicable fow, regulations or govemment pohicies mav materially impact the Company.
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Management Strategy

The Company is a community-oriented financial mstituiton offermg u variety of financial services
Lo meet the needs of the communitics 1t serves. The Company attracts deposits {from the general public and
uses such deposits, torether with borrowings and other funds, to originate si nele-familyresidential mortgagpe
loans and short-term consumer loans. o a lesser extent, the Company also onginales residential
construction toans in its market area and a bmited amount of commercial business Joans and loans secured
by multi-family and non-restdential real estate, Management’s efforts in increasing the Compuny's volume
ol shorter-term consumer Joans have been intended to help reduce interest rate risk, sy well as to build on
the Company’s residential mortgage business, The Company’s depusits are insured up 1o the maxtmuim
allowable amourt by the SALF, and administercd by the FDIC. The Company also invests in mortgage-
hacked sccuritics, most of which are insured or guaranteed by federal agencics, as well as securitics 1ssued
by the T8, government or agencies thereol,

The Company is not aware of any markel or institutional trends, cvents or uncertainbics \hat arc
expected to have a malerial effect on liquidity, vapital resources or operations, excepl as discussed below.
The Company is also not aware of any current recommendations hy its regulators which would have a
material effect if implemented, except as discussed below,

Management of Market Risk

General. Markel risk is the risk of loss from adverse changes in market prices and rates. The
Association’s market risk arises primarily from interest-rate risk inherent m s lending and deposit-tuking
activitics. The Association, like other financial mstitutions, is subject to interest rate risk to the extent that
its interest-eamning assets reprice difforently tharn its interest-bearing liabilittes.  One ot the Association’s
principal financial objectives 1s 10 achieve long-lerm profitability while reducing and Mmanaging ils cxpasure
(o fluctuations in interest rates. Lo that end, management sctvely monitors and manages its interest rate risk
L‘.X_'PUSU.TE.

Qualitative Aspects of Market Risk. The principal objeciive of the Associalton’s interest rate risk
management function is o evaluate the interest rate risk included m certain balance sheet accounts, determine
the tevel of risk appropriate lo the Association’s business strategy, operaling environment, capital and
liguidity requirement and performance objectives, and manage the risk consistent with Hoard of Directors’
approved guidelines. Through such management, the Association seeks to reduce the vulnerability of its
operations Lo changes in interest rates. The Associalion monitors its nterest rate risk as such nsk relales
{o its operating strategies. The Association’s Board of Direclors has estabhshed an Aszet/Liability
Committee, responsible for reviewing its asset/liability policies and interest rate risk posilion, which meets
on 2 monthly basis and reports trends and interest rale risk position to the Board of Direetors, The extent
of the movement of interest rates is an uncertainty that could have a nepative impact on earnings of the
Asgsociation,

Thi Association has sought to reduce exposure of 1ts carnings to changes in market interest rates by
managing assct and liability maturitics and interest rates primanly through the use of adjustable-rate
mortgage-backed securitics and, subject to market conditions. adjuslable-rate mortgage loans und by
cxlending the maturities of it interest-bearing Habilities. In the current interest rate envirenment, custorner

¢ mortgage loans has beg

rited.




Quantitative Aspects of Market Risk, As part of its mterest rate risk analysis, the Association uses
an interest rate sensitivity mode! which generates estimates of the change in the Association’s net portfolio
value ("NIPVTY over a range of interest rate scenarios and which s prepared by the (315 on a quarierly bass,
NPV is the present value of expected cash flows from assets, liabilitics and off-bafance sheet contracts, The
NPV ratio, under any interest rate seenario, i defined as the NPV in that scenario divided by the market
value of assets in the same seenario. The (7S produces such analysis using its own model, based upon data
suhmitted on the Association’s quarterly Thrift Financial Reports, including estimated ioanprupaynmnti'm,b
reinvestment rates and deposit decay rates. The following table sets forth the Assocation’s NPV as of

December 31, 2001, as caleulated by the (0T

The following table sets furth the Association’s NPV as of December 31, 2001, as calculated by the

OTS.
. ] Met Portfolio Value NPV as 3 "% of Partfolio
RE"?;"&:: ;;jlf:t;",;f;i " Amount % Chanpe "o Change NPV Change
{Rate Shoek)

306 17.692 {8,582} (33) 15.16 (538)

200 20,449 (5.823) 22y 17.04 {370

100 23.517 (2.757) (10} 19.07 {1647}

Static 26.274 — 2074 —

(100} 27.570 1,295 3 21.43 09

{20070 — ‘ — -
(3000 — — —

Becuuse of the market rates of interest ot Becember 31, 2001, the NPV [or 2 dectine of 200 and 300
basis poinls cannot be reasonably ealeulated.

fm mwmn et e amm s
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Specifically, the table indicates that, at December 31, 2001, the Association’s NPV was $26.27 million {or
20.74%, of the market value of portfolio assets) and that, based upon the assumptions utilized, an immediatc
increase in market interest rates of 200 basis points would result ing 55.8 million or 22% decline 1n the
Aszsociation’s NPV and would result in a 370 hasis point or 17.8% decline in the Association’s NPV ratio
10 17.04%. 'Lhe percentage decline in the Association’s NPV at December 31, 2001 was within the linut in
the Association’s Board-approved guidelines.

In evaluating the Association’s exposurc to interest rale risk, certain shoricomings inherent in the
method of analysis presenied in the foregoing lable must be considered. For example, although certam assets
ardd Niabililies may have sinmlar malaritics or period Lo repricing, they may react 1 different degrees o
changes in market interest rates. In addition, the interest rates on certain types of assels and habilitics may
fluctuate in advance of changes 1 market interest rates, while inlerest rates on other {ypes may lag behind
chaniges in market rates. Furthermore, in the event of 2 change in interest rates, prepayments and early
withdrawal levels would likely deviate significantly trom those assumed in calculating the table. Fnaily,
the ability of many borrowers to serviee their debt may decrease in case of an intercst rate increase,
Therelore, the actual effeet of changing intervst rates may differ from that presented in the foregoing table,

The Board of Dircetors and management of the Association helieve that certan factors afford the
Assouiation the ability 10 operate suecessfully despite ity exposure to interest rate sk, The Association
manages s interest rate risk by atlempling to onginate adjustable-rute loans as market conditions allow,
pur¢hasing adjustable-rate mortgage-backed sceurities, maintaining capital well in excess of regulatory
requirements and by selling fixed rate one-to four- fdmliy real estate loans, except such loans that bear an
interest rale above fevels established from tme 1o time by the Association’s board of directors hased on

currenit market rates,




Average Bafunce Sheet. The following table sets forth certain information relating to the
Association at and for the vears ¢nded December 31, 2001 and 2000, The average yviclds and costs are
derived by dividing income or expense by the average balance of interesi-earning assets or interest-bearing
tiabilities, respectively, for the periods shown, except where otherwise noted, and reflect annualized yields
and costs, Average balances are derived from average monthly balances. Management does not believe that
the use of average monthly balances instead of average daily balances has caused any material differences
in the information presented. The yields and costs include fecs which are considered adjustments to yields.

For the Years Ended Pecember 31,

200% 2000
Average Average
Averaps Yield/ Average Yield/
Balance {nterest Hate Balance Interest Rate

{Dollars in thousands)

Interes! carning asseis:

Interest-hearing deposits ... oL % 4,183 L B2 195% % 4,136 L | 4.13%
Investmem securitics (1)
Taxable .. o 32,757 2216 6.76 43,742 2,812 .43
Monaaxablet2y oo Lo _ _ _ 19 1 797
Time deposits with other bank ... ..., (.506 300 394 5,250 36l H.HE
Loans (3} oo .0 o e 82676 6,685 B9 RO, 184 6,270 782
FEUEM atock ..o oo 3,224 213 667 2983 214 734
Toty! inlerest-carning assets ... ..., 124 484G 93588 7.41 i36,316 G834 7.21
Non-interast-caming assets ... ..o L. 3,823 1,195
Totalassats ... L i $133.23] $137.51)

Interest-heuring liabilities:

DICPOSIES oo e e e 75 640 3245 4.2% % 71.429 3,166 443
FHILE advances and othier barrowings .. ... ... 31.367 1,369 .40 IR8.815 2,229 574
Foan Payable ... oL 6,850 494 7.2t _ 5230 407 7.75
Totyl interest-beuring liabilities .. ..., .. 113,857 5,308 4.66 115,4%4 5 802 5.01
Won-intercst-buearing labilides .. 000000 1,336 3,303
Tatyl Habidities ... Lo 115,193 118,749
Bguily ... e 18,034 18,712
Total lwhifitiez and eguily ... ... L1 5133,231 137,511
Net Interest-eatning sssels ... o oo
Mot interest income/interest rate spread (4 .. L. $4,280 2.75% 54032 221%
Met intoresl marpin 8 o pereentage
af mterest-wmning ussels (510 3.31% 2.90%
Ratie ol intorest-carmng, asscts
to inperesi-hoaring Habihties ... .. 0 L. o b 13 60% 120.16%

(1) includes invustinent sccurities available-for-sale and held-to-maturity, montgage-related scoyrities available-for-sabe and held-to-
mAturiy.

23 Yield/Rate &5 presented on 2 taxable equivalent basis using the Federal incorne tax marginal rate of 4%,

(%) Ralances are net of deferred loan arigination costs, undisbursed proceeds of constructien loans in process, and include
nonperferming inans.

{4) Mt interest raie spread represents the difference between the weighted average yield on interest-earning assets and the weighted
averape cost of injerest-bearing labilitics.

(5) Metinlerest margin represents net merest ineome as o percentage of average interest-earning assets.




Rate/Velume Analysis. T'he following tuble presenty the extent wy whieh chanpes in interest rales
and changes n the volume of interest-carmning asscls and miberest-beanng babilites have olleeied the

Aveoretalion s iderest ineoime arut intersst evnensze durine the nerinds indicated  Information ig nrovided in
Assocmbion g iderest income and interagt expense during the pennds mndadicated . Intormalion i3 proviged o

each category with respect to: (1) changes attmbutable 1o changes n volume {changes i volume muluplicd
by prior rate); (ii) changes attributable to changes in rate (changes in rate multiptied by prior volume): and

(1) the net change (the sum of the prior columps). The changes attributable to the combined fmpact of

volume and rate have been allocated on a proportional basts between changes w rale and volume,

Year Enched Year Eaded
Becember 3§, ZIKH recember 31, 2R
Compared te Vewr Reded Cospprared bo Year Knded
Deceber 34, T00H) Becember 31, 1999
Inoroase/ (Deoroase) Increase/{Desreased
ue (o Erue 0
Rate Yaolume ™ot Ratr ¥ olume Net

[(Dollars in thansands)

InterestresttRing assels:

Interest-carnng depasits .. oL {411 2 (30 3 3 § 213 520

Investment seourijics:
Taxable . ... ... — ¢ £ 06 (EOih (915
Beon-tuxable oo 141 {(737) (390] {2} {5 (7}
Tirne deposits with other banks .. ... .0 ... {42} T8 24 304 An
LOANG ... 27 198 415 46 0407 i.043
FHLE o (24 17 {4} & [4 23
Total nterest-curning assels oo 5107 3443y $(240) B 152 h 370 § 531
Interest-bearing Habilities:

EXeposits. ... H104) 5183 o7 3162 5142 20
FHLE wdvanues and other borrowings {2673) {395} (40 152 504 Gt
Loan Pavable .o o o (34) 17 87 407 auy

Total inlerest-earing labihes .00 0o {3594 (05 {4543 34 774 108
Ineresse{decruase) in nel inlerest ingome ... ... 25965 SE348 5248 REALYS S {395} {55

Comparison of Financial Condition at December 31, 2061 and December 33, 2000

T'otal assets of the Company were $120.9 mithon at Becomber 31, 2001, comparcd to 5140 9 miillion
at December 31, 2000, representing a decrease of $20.0 million, or 14.19%.

Cash anef cavh equivalents. Cashand cash cquivalents inereased $1.5 iithon, or 49.5%, from $2.9
million at PDecember 31. 2000 to $4.4 million at December 31, 2001, ‘The increase is due to the reduction
in the security and loan portfolios as mentioned helow.

Securiries. Total securities decreased $13.5 miltion, or 34.59%, from $38.9 million at 1ecember
31, 2000 w 5254 mithon at December 31, 2001, Most of the procecds from maturimg sceuniics and
securitics sold were used to pay down FHLE advances throughout 2001,

Loans, Loans, ineluding loans held for sale, deercased $7.5 million, or 8.66% fom $86.3 mullion
at December 31, 2000 to $758.% million at December 31, 2001, Average lnans comprised 67% of interest-
carning assets in 2001 compared to 58.52% in 2000 The magority of the decrease was in the single-(amily
real estate portfolio and to # lesser extent the consumer loans portfolio. Refinancing was at an all-time high
throughout the United States of America and the 30-vear tixed mortgage rate hit its lowest rate in over 30
yvears. Asaresull. the Company sold long tenm, relatively low interest rate single-family real estate loans
during 2001 instead of holding them in its portfolio.
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Deposits and Borrowings. The Company’s deposits are obtaned primarily from individuals and
businesses in its market arcs. Total deposits increased $2.2 mullion, or 2.93%. from $74.0 million at
Deeember 31, 2000 to $76.2 milhon al December 31, 2001, The increase in deposits was dug 10 nommal
fluctuations in customer balances and did not reflect any special rate promotions. In addition, management
believes that the recent declings in the stock market have impacted the merease m deposits as customers view
deposit products offered by the Rank as more attractive. Deposits are still the primary funding source for
loang, and the Company will use FHLE advances as a secondary funding source as needed. The Company
used the proceeds from the sale, matunitics and pay downs of securities and repayment of Jozns, as well as
the increase in deposits to repay FIILDE advances, which deereased from $40.5 million at December 31, 2000
to $18.4 million al December 31, 2001,

Sharcholders’ Fguity. Shareholders’ equity inercased $327.000 or 1.83% from $17.8 nullion at
December 31, 2000 to §18.2 million at December 31, 2001, Equily increased primarily due to the release
of shares tor the TSOP and RRP plans of $250,000 and $95.000 in 2001, Equity also mercased as a result
of 398,000 from earnings which was offset by dividends paid of $482,000.

Comparison of Results of Operations for the Years Ended December 31, 2001 and December 11, 2000

General. Nel ncome (ot the year ended December 31, 2001 mereased by $322.000 from $276.000
tor the year ended December 31, 2000 1o $598.000 tor the year ended December 31, 2001, The increase was
primarily due to the increase in net interest income of $248 000 or 6.15%. 'The Company also benefitted from
a reduction in non-interest expense of $398.000 which was partially offset by a reduction n non-interest
income of $100,000 during 2001

Net Intevest Income. Netinterest income is the largest component of the Company’s net income,
and consists of the difference between mterest mcome generated on interest-carming assets and interest
expense incurred on interest-bearing labilities, Neb interest income is primarily alfected by the volumes,
interest rates and composition of interest-caming assets and interest-bearing Habilitics,

Net mterest meome increased approximately $248,000 or 6.13%, from $4.0 million for the year
ended December 31, 2000 to $4.3 muilhon for the year ended December 31, 2001, The moerease was due to
a 5494 000, or 8.62% decrease In interest expense, which was off-get by a $246,000, or 2.04%, decrease in
interest meom.

Average loans outstanding tor the year ended December 31 2001 increased $2.5 muiibon, or 3. 11%.
comparcd 10 average loans outstanding for the vear ended December 31, 2000, and average sceurtics
decreased $11.0 million, or 258.11%, compared to the prior vear. For the year ended December 31, 2001 the
Association experienced an mercase n average vield on assets of 19 basis points and a decrease in the
average cost of Habilities of 36 basts points. The combination of the increase 1n average inlerest-bearing
hahlities coupled with the decrease in interest rates Tesulted 0 a 246,000 increase in nel mlerest meome
over net interest income for the year ended Pecember 31, 2000, Average net interest margin increased 35
basis points from 2.96% for the year ended December 31, 2000 to 3.31% for the year ended December 31
2001. The Associalion’s average interest rate spread increased 54 basis points from 2.21% for the year ended
December 31 2000 to 2.75% for the year ended December 31, 2001, In addition, the 2000 results were
signtficantly alfected by the Company’s return of capital and the addittonal compensation recorded duc Lo
the return of capital distiibutions on stock in the Incentive Plan bring passed through to plan participants.

The tables appearing elsewhere i this annual report provide a more detailed analysis of the changes
in average balances, yiclds/rates and net interest income identifying that portion of change in average volume
versus that portion due to changes in average rates. See " Average Balance Sheet,” “Rate/Volume Analysis”

and “Weighted Average Yicllds)”



Provisions for Lean Lasses. The provision for loan losses is based on management’s regular review
of the lean portlotio, which considers factors such as past experience, prevailmg general ceonnmic
conditions, considerations appicable 1o specific toans, such as the ;sbﬂily of the borrower Lo repay the lown
annd the estimated value of the underlving collateral, as well ax changes m the size and growth ol the loan
portiolic, No provision for loan losses was recorded during the vear ended December 31, 2000, but the
Company reeorded & provision of $62.000 for 2001, Fhe Company experienced higher consumer loun
charge-ofts duri]m 2001 compared to ZKH0 due o the reccssion in the ceonomy and higher consumer
hankruptey levels. Tolal nonperlorming loans increased from 489 004 at Degember 31, 2000 to $985,000
at Lheeember HJ J)(}i or an increase of T01%, Manogement mcmdsul the provision as a resul of the

inereased charge-cffs and the merease i nonacerual toans, Ad Dlecember 31, 2001, the allowance im loan

o n . . 0l
logses FEPTL werted 053 of total loans comparad 1o y0.479% &t D{.LLH !'n_. 4 L 7“’“” anat

the allowance was adequate ta cover probable losses.

i

Nonintorest Income. The Company cxperienced o 100,000 deercase in noninterest imeoms for the
vear ended December 312001 comparcd to the vear ended Peeomber 31,2000, The deerease was primarily
due to the ess the Company recoynized on the loans sokl. The Company recognized a net gain on the sale
of loans originated and sold durmy the year of 574,000, which ways offset by the loss recognived on the
$114,000 sgpregate dectine in value of losns held for sale at December 31, 2001, Duc to declinimg long term
rates in carly 2002, management anticipates the ultimate loss recognized on the sale of the loans held for sule
at vear end will be less than the Toss recogmized in 2007, Cains on sales of sceurities increased 55,000 10
$15,000 at December 31, 2001 and slighily offset the decrease in gains on sale of louns.

Noninterest Fxpease,  Noninterest expense for the vear emded December 3, 2001 decreased
$398 000, or 10.2 1%, as compared with the vear ended Decomber 31, 2000, Salances and benefits decreased
$450,000 ar 19.453% due primarily 10 2 decrease in the expense retated to the recognition and retention pian
ot $474,000 from 2000 to 2007 due o the higher cost im 2000 resulting from the retum of capital in 2000,
In addition, splary expense was reduced as a resalt of the reduction in stalfing duc 10 the branch closing in
2001 which was ofts e i salary costs and increases m the cost of the SO

planin 2001, Occupancy expense decreased $100,000 nr mmniv s A vesult of the branch closure, Howoewes,
the dectease was oilset by S$154.000 of one-time charges related to the closing of the branch.

set by normal indationary ineres
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Tacome Faves, The meome tax expense tolaled 3312000 for the year ended December 31, 2001
comparcd (o %1 30.006¢ for the voar ended Decernber 31, 2000, due 1o the increase in income before income
taxes.

Comparison of Results of Operations for the Years Ended December 31, 2000 and December 31, 1999

Generad, Met income for the vear ended Docember 31, 2000 increased by $318,000 front ($42,000)
for the year ended December 31, 1999 o $276,000 for the yvesr ended December 31, 2000, The imcrease was
primarily duc to the $917,000 charge taken as o result of management’s decision o close threg in-store
branches during the fourth quarier ot 1999, Manapement decided (o ¢lose the branches bused on its analysis
that the costs incwrred W close the branches was Joss than the vontinung cests of operating the branches and
based on its projections that the branches would not achieve the necessary growth in the near tenm to provide
a posIIve ContrIbulion (o earmimnEs.

Net Fnterest facpme, Nl micrest incomne is the jargest component of the Company s net income,
and consists of the differenee between interest meome geserated on interest-earning assets and mterest
expense incurred on inferest-hearing liabihtios. Net interest income is primanly affected by the volumes,
interest rates and composition of interest-carning asscts and interest-bearing Nabiities.



MNet interest income decreased approximately 5357 or 12.14%, from 4.6 million for the vear ended
December 31, 19949 to $4.0 miltinn for the vear ended December 31, 2000, The decrease was ducina $3531,
or 5.71%, inerease in inlerest income which was off-set by o 5.1 mullion, or 23.08% inerease m mnlerest
expense. The increase in interest mnceme consisted of a $352,000 increase due to inereased average volume
of interest-carning assets and & $172.000 increase due to mereastng mterest rates. The increase i interest
expense resulied from increased expense ussociated with the loan payable and the increasc in F1ILE advance
expense due to the inereased volume.

Averape loans outstanding for the vear ended December 31, 2000 inereased 512.8 nmulbon, or
18.91%, compared to average loans outstanding for the yesr ended December 31, 1999, and average
seeurities for the year ended December 31, 2000 decreased $1O.6 million, or [7.8(4, compared to the prior
year, For the year ended December 31, 2000, the Association experienced an increase m average yivld on
assets of 24 basis points and an increase in the average cost of abilities of 46 basis points. "Ulhie combinatien
of the increase in average interest-bearing liabilities coupled with the increase in interest rates resuited ina
557,000 deorcase in net interest ineome over net inferest income for the vear ended December 31, 1990
Average net intercst margin decreased 4% basis points from 3.44% for the year ended December 31, 1999
to 2.96% for the vear ended December 31, 2000, The Association’s average interest rale spread decreased
21 busis puints from 2,42% for the year ended December 31 1999 to 2.21% for the year ended December 31,
2000, Tn addition, the 2000 results were sigmificantly atfected by the Company’s retum of capital and the
additional compensation reeorded dug 1o the return of capital distributions on stock in the Incentive Plan
bemg passed through o plan partcipants,

The tables appearing cisewhere in this snnnal report provide a more detailed analysis of the changes
i average balances, yields/rales and netinterest income identitfying that portion of change in average volume
versus that portion duc to changes in average rates. Sce “Average Balance Sheet,” "Rate/Volume Analysis”
and “Weighted Average Yiclds.”

Provision for Lean Losyes. 'The provision [or Joan losses is bused on managenent’s regular review
of the loan portfolio, which considers faclors such as past cxperience, prevailing general econoric
conditiong, considerations applivable to specific loans, such as the ability of the borrewer to repay the loan
and the estimaled value of the underlying collateral, as well as changes in the size and growth of the Toan
powtfolio. Wo provision for loan losses was recorded dunng the year ended Tecember 31, 2000 or 1999, In
addition, the Company did ot expenence symificant loan charge-offs doring 2000 or 1999 A1
Drecember 31, 2000, the allowance for loan losses represented 41% of total loans compared 1o 6.30% at
Diecember 31, 1999,

Newninterest inceme. 'T'he Company experienced # 520,000, or 0.37%, decrcase in noningerest
imeome {or the vear ended December 31, 2000 from the year ended December 31, 1999 The decrease was
primanily due o the decercase in the gain on sale of loans and sceurities during 2000, Puring 2008), long term
fixed tates increased which decreased the volume of lung term fixed rates originated and which are the
primary joans that the Association sells in the sceondary market. I addition, with the inercase in rates,
marsgement decided to retain more of the mortgage fvans ongmated i the Association’s loan portfolin. An
increase in other ineome of $25,000 partially offser the deeline in the gain on sale of Toans wnd securibies.

Neninterest Fxpense. Noninterest expense for the vear ended Decernber 31, 2000 deereased St
mmitlion, or 21.31%., as compared with the year ended December 31, 1999, primanly due 1o §917,000
expensed in 1999 due to the branch closings previously discussed. Salaries and bencfits increased $253,000
or 12.55% due primarily to the inereased expensc of the recognition and retention plan caused by the
distribution of the return of capital on shares in the plan being passed through to participants which was
partially offset by a deeline in salary expense due to o reduction i stafling as a resutt of the ranch closings

Led
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m 1999 The merease in franchise tax expense was due to the additional capital obtained from the mutual
to stock conversion. Qccupancy expense decreased as a result of the branch closures duning 1999,

fucome Taxes, The meome tax expense totaled $150,000 for the year ended December 31, 2000
compared to a benefit of $11,000 for the vear ended December 31, 1999, due to the inerease in income betore
income taxes.

Fiquidity and Capital Resources

The Company’s primary sources of funds are deposits and other borrowings, including advances

from the FHIB, Toan and mortgage-backed secunities repayments and other funds provided by operstions.

The Compuny aiso has a imited ability to borrow additional funds from the FHLB. The Company maintains
investments in lignid assets based upon management’s assessment oft (1) the Company’s need for funds; (ii)
expected deposit lows: {Ii1) the vields available on short-lerm hguid assets; and (1v) the objectives of the

Compuny s nsset/i; ;E—n]ﬂ\. munavement provram,. Yhe Comnany averace lignidity ratins were 13.26%
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18.70% und 20.87% for th., years ended December 31, 2001, 2000 and 1999, respectively, The Company’s
liguidity thereased due to the funds reeesved from the sale of the stock on December 31, 1999 As the
conversion proceeds are ubilized, management expects the liquidity ratio to continue to retuen o more
historieal levels,

The Comnpany’s cash flows are comprised of three primary classifications: cash flows from operiting
achiviiies, investing activities and Gnancing activities, Cash flows from operating activities were $(7,243),
$633 and $(36) for the years ended December 31, 2001, 2000 and 1999, TL“-.pLL!iVL].y Net cash from
mvesting activities consisted primarily of disbursements for foan organizations and the purchase, sales and
maturities of investments and moeigage-backed sceunties, Net cash from financing activities consisted

primirily of ihe net proceeds from sale of stock, activity in deposit accounts and FIILB advances,

AtDecember 31, 2001, the Company exceeded all of its regutatory capital requircments with a core
capital tevel of $22.3 million, or 18.4%, of adjusted 1o0tal assets, which is above the required level of $4.8
mithon, or 4.00%; Tier I capital of $22.3 million, or 35.1%., of risk-weighted assets, which is above the
required level of 82,5 million, or 4.00%: and risk-based capital of $22.7 million, or 35.7%, of risk-weighted
asseis, which 15 above the required level of 35.1 million, or 8.00%. Sec “Note 15 Regulatory Matters.”

The Company’s most byguid assels are cash and short-term investments. The levels of these asscts
are dependent on the Company’s operating, financing, lending and investing zctivitics during any given
period. At December 31, 2001, cash and short-term mvestments totaled $11.4 million. The Company has
other sources of Tiquidity 1 a need lor additional funds arises, including the sale of loans held for sale and
the repayment of morgage-hacked sceunitics and loans, 'The Company may also witlize FHLLE advances or
the sale of sceurities available for sale as a source of funds. At December 31, 2001, the Company had
advances owistanding from the FIILE of S18.4 million and $2.1 mallion of sceuntics available for sale.

AtDecember 312001, the Company had oulstanding commitmentsto originate loans of $6.7 mitlion
compared 1o 53,4 milhon at December 31, 2000, The Company anticipates that it will have sufficicnt [unds
avitlable to meet its current loan origination commitments. Cerlificate sccounts which are scheduled to
mature in less than one year from December 31, 2001 totaled $31.2 million. The Company expects that a
substantial portion of the maturing certificate accounts will be relained by the Company at maturity.
However, ifasubstantial portion ol these deposits are not retained, the Company may utilize FHIB advances
to s limited extent or razse inferest rates on deposits to aftracl new accounts, which mayresult in higher levels
of interest expense.
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Impact of New Accounting Standards

Reeent pronouncements by the Financial Accounting Standards Board ("FASB ™) will have an impact
on financial statements issucd in subsequent periods.  Set forth below are summurics of such
ProfoUNcemLns,

A new accounting standard tequites 21l business combinations o be recorded using the purchase
method of accountng for any transaction insttaled afier June 30, 2001, Under the purchase methad. ail
identifiable tangible and inlangible assets and biabilitics of the acquired company must be recordud at far
value at date of acquisition, and ihe excess of cost over fair value of net assets acquired 1s Tecorded as
goodwill. Idenlifiable intangible assets must be separated from goodwill. Identiftableintangible assets with
finite useful lives will be amortized under the new standard, whereas goodwiil, both amounts previousty
recorded and Luture amounts purchascd, will cease being amortized starting i 2002, Annual impairment
festing will be required for goodwill with impairment being recorded 3f the carrymyg amount of goodwill
cmeeda ils lmphul Id.![ value. Adoption of this standard on January 1, 2002 will not have a material effect

sial statements,

Empact on Tnflation and Changing Prices

The financial statements and related data presented herein have been prepared in accordance with
generally accepted accounting principles, which require the measurement of financial position and results
of operations primarily m terms o/ historical dollars without considering changes in the relative purchasing
power of money over time due te inflation. Unlike most industrial companies, virlually all of the assets and
habilities oithe (“nmmny are monctary 1o nature. Therefore, inlerest rates have a more sigmificant jmpam
on a finaneial mstitution’s per formance than the effects of geneml levels of inflation. Interest rates do not
necessarily move in the same direction or in the same magnitude as the prices of goods and services. "The
liquidity, maturity structure and quality of the Company “sassets and labilities are entieal to the maintenance
of acceptable perfommunce tevels.

Ttesn 7. Finapcial Statements,

The financial statements listed in the Index to Conselidaled Financial Statements at Ttem 135 ol this
Farm [0-KSB are ncorporated by reference to this Item 7 of Part il of this Form 10-K51.

Hem 8. Changes in and Disavreements with Accountants on Accounting and Fipancial
Disclosure.

None.
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'ART 1L

Section 16(a) of the Exchanye Act.

The infarmation refating to the dircotors and officers of the Company and compliance with Section

oty
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Statement for the 2002 Annual Mecting of Stockholders to be held on April 24, 2002, at pages 5 and 12,
respectively.

e N

e e 7

Htem 10, Executive {Compensation.

The information contained under the sections captioned “Exccutive Compensation” in the Proxy
Statement is incorporated herein by reference.

Item 11, Security Ownership of Certain Beneficial Qwners and Management,

{a} Security Ownership of Certam Benelieal Owners.

Information reguired by this item is incorporated herein by reference to the section
captioned “Stock Ownership”™ m the Proxy Statement.

{b) Sceunty Ownership of Management,

Information required by this item 1s incorporated herein by reference to the section
captioned “Stock Ownership” in the Proxy Statement.

Item 12, Certain Relationships and Related Transactions.,

The information set forth under the section captioned * Transactions with Management” in the Proxy
Staterment is incorporated herem by reference.

PART 1Y

Item 13, Exhibits, Financial Statcment Schedules, and Reports on Form 8-K,

{a) ‘The following documents are fited as part of this Report,
1. Financial Statements

The following consolidated financial statements of the Company and its subsidiaries
are filed as part of this document under Item 7:

Report of Independent Auditors oo o o -2
Consolidated Balance Sheets .. . o e E-3
Consolidated Statements of INCOIME . L. e e e e m et F-4
Consolidated Statements of Changes in Shareholders” Equity ... ... F-5
Consolidated Statements of Cash Flows ... .o o E-6
MNoes o Consolidated Financial Statements ... oo i r e cee et -7
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(b)

2, Financial Statement Schedules
All schedules have been omutted because the required nformation is either
inapplicable or included in the Consolidated Financial Statements or related Notes
contained in the Annual Report.

3. Exhibits Required by Securities and Exchunge Commission Regulation 5-B

Fxhibit

No,

3.1 Ceriificaic of Incorporation of Grand Cenitral Fmancial Corp.'

3.2 Bylaws of Grand Central Financial Corp.™

4.0 Draft Stock Certificate of CGirand Central Financial Corp !

1 Employment Agreement between Grand Central Financial Corp. and William R,

Williams™

10,2 Employment Agreement between Grand Central Financial Corp. and John AL Rife®

10.3  Employment Agreement between Grand Central Financial Corp. and Daniel F.
Caleoti™

10.4  Employment Agreement between Grand Central Finanetad Corp. and Charles O,
Standley'®

10.5  Employment Agreement between Central Federal Savings and Loan Association of
Wellsville and William R, Williams™

10.6  Employment Agreement between Central Federal Savingsand Loan Association of
Wellsville and John A Rife™®

10,7 Employment Agreement between Central Federal Savingsand Loan Assoctation of
Wellsville and Danicel F. Galeou™

10.8  Employment Agreement between Coentral Federal Savings and Loan Assoclation of
Wellsville and Charles O, Standley™

102 Form of Ceniral Federal Savings and Loan Association of Wellaville Employee
Severance Compensation Plan'"

1010 Formof Central Federal Savings and Loan Association of Wellsville Supplemental
Tixecutive Retirement Plant'!

11.0  Statement Re: Computation of Per Share Farnings

21,0 Subsidiaries Informaton Tneorporated Herein By Reference to Part 1—Subsidiary
Activity

23.0  Consent of Independent Auditors

(1) tacorporated hy reference ine thiz document from the Exhibits filed with the Registration Statement on
Form SB-2, and any amendments therete, Registrubon No. 333-64080.

(3) Ingerporated by reflerence into this document fram the Anpual Report on Porm 1=K S0, filed by the
Company for the yeut ended December 21, 1998,

Reports on Form B-K filed during the 1ast quarter of 200

On December 27, 2001, the Company filed & Fonm 8-K (0 announce that 1t had declared s
guarteriy dividend of $0.09 per share of commaon stock. 'The press release announcing the
declaration of 1 dividend was {iled by cxhibat.

On October 26, 2001, the Company fHiled a Form 8-K (0 announce its intention to repurchase
up to 87,492 shares of its outstanding commoeon stock. The press release announcing the
intention to repurchasc has been filed by cxhibit.
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