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Assets

Cash and cash equivalents

Certificates of deposit in other financial institutions

Investment securities available for sale - at fair value

Investment securities held to maturity (fair wvalue of $10,935 and $15,187,
respectively)

Mortgage-backed securities available for sale - at fair value

Mortgage-backed securities held to maturity (fair value of $29,469 and
$57,346, respectively)

Loans receivable, net

Federal Home Loan Bank stock - at cost

Accrued interest receivable

Core deposit intangible, net of accumulated amortization of $2,416 and
$2,271, respectively

Goodwill

Premises and equipment, net

Other assets

Total assets

Liabilities and stockholders' equity
Liabilities
Deposits
Advances from the Federal Home Loan Bank
Advances from borrowers for taxes and insurance
Accrued interest payable
Other liabilities

Total liabilities
Commitments and contingencies

Stockholders' equity

Preferred stock, no par value; 2,000,000 shares authorized
and none issued.

Common stock, $0.10 par wvalue; 10,000,000 shares authorized,
5,290,000 issued; 2,579,272 and 2,482,586 shares outstanding
at September 30, 2003 and December 31, 2002, net of treasury
shares of 2,485,896 and 2,567,268, respectively.

Retained earnings

Additional paid-in capital

Unearned ESOP shares

Treasury stock - at cost

Accumulated other comprehensive income

Total stockholders' equity

Total liabilities and stockholders' equity

TF FINANCIAL CORPORATION AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF EARNINGS
(in thousands, except per share data)

$ 6,106
229
11,416

10,408
102,362

28,110
400,766
11,260
2,467

408
4,324
6,346

20,480

$454,748
87,100
1,122
2,518
5,020



Edgar Filing: TF FINANCIAL CORP

Interest income
Loans
Mortgage-backed securities
Investment securities
Interest bearing deposits and other

Total interest income

Interest expense
Deposits

- Form 10-Q

Advances from the Federal Home Loan Bank and other borrowings

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Non—-interest income
Service fees, charges and other operating income
Bank-owned life insurance

Gain (loss) on sale of investment and mortgage-backed

securities available for sale
Gain on sale of real estate

Total non-interest income

Non-interest expense
Compensation and benefits
Occupancy and equipment
Federal deposit insurance premium
Professional fees
Amortization of core deposit intangible
Advertising
Debt prepayment fee
Other operating

Total non-interest expense

Income (loss) before income taxes
Income tax expense (benefit)

Net income (loss)

Basic earnings per share
Diluted earnings per share

See notes to consolidated financial

statements

For Three Months For
Ended September 30, Ende
2003 2002 20
$ 5,660 $ 6,238 $ 17,
1,621 2,872 5,
505 608 1

49 320
7,835 10,038 24
1,638 2,565 5
2,078 3,059 7
3,716 5,624 13
4,119 4,414 11

90 150
4,029 4,264 11
435 433 1

154 130

(377) 419

110 -
322 982 2
1,996 1,945 6
675 570 1

18 18

110 119

49 58

138 110
13,765 - 13
727 613 2
17,478 3,433 24
(13,127) 1,813 (11
(4,562) 438 (4
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4

TF FINANCIAL CORPORATION AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

For the nine mo

September
2003

Cash flows from operating activities
Net income (loss) S (7,350)
Adjustments to reconcile net income to net cash provided by operating activities:

Mortgage loan servicing rights 11

Deferred loan origination fees (174)

Premiums and discounts on investment securities, net 150

Premiums and discounts on mortgage-backed securities and loans, net 1,642

Amortization of core deposit intangible 145
Provision for loan losses 282
Depreciation of premises and equipment 809
Recognition of ESOP and MSBP expenses 427
Gain on sale of investment and mortgage-backed securities available for sale (208)
Gain on sale of real estate (123)
Increase in value of bank-owned life insurance (4106)
(Increase) decrease in:

Accrued interest receivable 1,109

Other assets (5,012)
Increase (decrease) in:

Accrued interest payable (379)

Other liabilities 1,807

Net cash provided (used) by operating activities (7,280)
Cash flows from investing activities
Loan originations (131,0604)
Purchases of loans (23,035)
Loan principal payments 121,646
Proceeds from sale of investment securities available for sale 70,753
Proceeds from sale of mortgage-backed securities available for sale 24,440
Purchases of mortgage-backed securities available for sale (65,873)
Purchase of mortgage-backed securities held to maturity -
Purchase of investment securities available for sale (95, 737)
Purchase of investment securities held to maturity -
Proceeds from maturities of investment securities held to maturity 4,105
Proceeds from maturities of investment securities available for sale 40,000
Principal repayments from mortgage-backed securities held to maturity 26,533
Principal repayments from mortgage-backed securities available for sale 51,451
Purchase of bank-owned life insurance (1,500)
Purchase of certificates of deposit in other financial institutions (9)
Purchases and redemptions of Federal Home Loan Bank stock, net 164
Proceeds from sales of real estate 473
Purchase of real estate held for investment (5)
Purchase of premises and equipment (597)

Net cash provided by (used in) investing activities 21,205



Cash flows
Net increase in
Net decrease in
Net decrease in

Exercise
Purchase

Cash and
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See notes to consolidated financial statements

TF FINANCIAL CORPORATION AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)
(in thousands)

Cash paid for

Non-cash

NOTE 1 -

For the nine months en
September 30,

2003 2002
from financing activities
deposits 12,190 16,07
advances from Federal Home Loan Bank (120,259) (5,00
advances from borrowers for taxes and insurance (208) (34
of stock options 1,009 24
of treasury stock, net - (37
Common stock cash dividend (1,131) (1,11
Net cash provided by (used in) financing activities (108,399) 9,48
Net (decrease) increase in cash and cash equivalents (94,474) 32,82
Cash and cash equivalents at beginning of period 100,580 69,13
cash equivalents at end of period S 6,106 $ 101, 96
Supplemental disclosure of cash flow information
Interest on deposits and advances $ 13,443 $ 17,15
Income taxes S 250 S 1,60
transactions
Transfers from loans to real estate acquired through foreclosure S 1,857 S 26
See notes to consolidated financial statements
6
TF FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
PRINCIPLES OF CONSOLIDATION
The consolidated financial statements as of September 30, 2003
(unaudited) and December 31, 2002 and for the nine-month periods ended
September 30, 2003 and 2002 (unaudited) include the accounts of TF
Financial Corporation (the "Company") and its wholly owned subsidiaries
Third Federal Savings Bank (the "Bank"), TF Investments Corporation,

Penns Trail Development

Corporation and Teragon Financial Corporation.

The Company's business is conducted principally through the Bank. All
significant intercompany accounts and transactions have been eliminated

in consolidation.
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NOTE 2 - BASIS OF PRESENTATION

The accompanying unaudited consolidated financial statements were
prepared in accordance with instructions for Form 10-Q and, therefore,
do not include all of the disclosures or footnotes required by
accounting principles generally accepted in the United States of
America. In the opinion of management, all adjustments, consisting of
normal recurring accruals, necessary for fair presentation of the
consolidated financial statements have been included. The results of
operations for the period ended September 30, 2003 are not necessarily
indicative of the results which may be expected for the entire fiscal
year or any other period. For further information, refer to
consolidated financial statements and footnotes thereto included in the
Company's Annual Report on Form 10-K for the fiscal year ended December
31, 2002.

NOTE 3 - CONTINGENCIES
The Company, from time to time, is a party to routine litigation that
arises in the normal course of business. In the opinion of management,
the resolution of this 1litigation, if any, would not have a material
adverse effect on the Company's consolidated financial condition or
results of operations.

NOTE 4 - OTHER COMPREHENSIVE INCOME

The Company's other comprehensive income consists of net unrealized
gains on investment securities and mortgage-backed securities available
for sale. Total comprehensive income (loss) for the three-month periods
ended September 30, 2003 and 2002 was $(9,578,000) and $1,682,000, net
of applicable income tax of $(5,084,000) and $596, 000, respectively.
Total comprehensive income (loss) for the nine-month periods ended
September 30, 2003 and 2002 was $(8,971,000) and $5,416,000, net of
applicable income tax of $(4,933,000) and $2,052,000, respectively.

7

TE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 5 - EARNINGS PER SHARE

Three months ended Septe

Weighte
(000's) Average
Income Shares
(numerator) (denomina
Basic earnings per share
Income available to common stockholders $ (8,565) 2,571
Effect of dilutive securities
Stock options -
Diluted earnings per share
Income available to common stockholders plus
effect of dilutive securities $ (8,565) 2,571
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Basic earnings per share
Income available to common stockholders

Effect of dilutive securities
Stock options

Diluted earnings per share
Income available to common stockholders plus
effect of dilutive securities

There were no options
for the quarter and year to date periods
securities would be anti-dilutive.

ended

TE FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 5 - EARNINGS PER SHARE (continued)

Basic earnings per share
Income available to common stockholders

Effect of dilutive securities
Stock options

Diluted earnings per share
Income available to common stockholders plus
effect of dilutive securities

There were options to purchase
per share which were

Nine months ended Sep

Weighte

(000"'s) Average
Income Shares
(numerator) (denomina
$ (7,350) 2,525

$ (7,350) 2,525

included in the calculation of diluted earnings per share
September 30, 2003 because such

Three months ended Septe

Weighte

(000's) Average
Income Shares
(numerator) (denomina
$ 1,375 2,478
- 170

$ 1,375 2,648

15,000 shares of common stock at $28.00
outstanding during the three-month period ended
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September 30, 2002 that were not included in the computation of diluted
earnings per share because the options' exercise prices were greater
than the average market price of the common shares.

Nine months ended Sep

Weighte
(000"'s) Average
Income Shares
(numerator) (denomina
Basic earnings per share
Income available to common stockholders S 3,655) 2,470
Effect of dilutive securities
Stock options - 1183
Diluted earnings per share
Income available to common stockholders plus
effect of dilutive securities $ 3,655 2,653
There were options to purchase 20,000 shares of common stock at $28.00
per share which were outstanding during the nine-month period ended
September 30, 2002 that were not included in the computation of diluted
earnings per share because the options' exercise prices were greater
than the average market price of the common shares.
9
TF FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
NOTE 6— STOCK BASED COMPENSATION
The Company has several fixed stock option plans. The Company's
employee stock option plans are accounted for using the intrinsic value
method under APB Opinion No. 25, as permitted by SFAS No. 123. No
stock-based compensation expense is reflected in net income, as all
options granted under the plans had an exercise price equal to the
market value of the underlying common stock on the date of the grant.
Had compensation cost for the plans been determined based on the fair
value of options at the grant dates consistent with the method of SFAS
No. 123, "Accounting for Stock-Based Compensation," the Company's net
income and earnings per share would have been reduced to the pro forma
amounts indicated below (in thousands, except per share data):
Three months ended September 30, 2003 2002

Net income
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As reported $(8,565)

Deduct: stock-based compensation expense

determined using the fair value method, net of

related tax effects 17

Pro forma $(8,582)

Basic earnings per share
As reported $(3.33)
Pro forma $(3.34)
Diluted earnings per share

As reported $(3.33)

Pro forma $(3.34)
Stock-based compensation expense included in net income is related to
stock grants in lieu of salary and the Company's employee stock
ownership plan. Such expense totaled $140,000 and $53,000 for the
three-month periods ended September 30, 2003 and 2002, respectively.

10
TF FINANCIAL CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
NOTE 6— STOCK BASED COMPENSATION (continued)
Nine months ended September 30, 200

NOTE 7-

$ 1,375

3

Net income
As reported $ (7,350
Deduct: stock-based compensation expense
determined using the fair value method, net of
related tax effects 39

Pro forma $(7,389

Basic earnings per share
As reported $(2.91

)

Pro forma $(2.93)

Diluted earnings per share
As reported $(2.91

Pro forma $(2.93)

Stock-based compensation expense included in net income is related to
stock grants in 1lieu of salary and the Company's employee stock
ownership plan. Such expense totaled $368,000 and $147,000 for the
nine-month periods ended September 30, 2003 and 2002, respectively.

RECLASSIFICATIONS

10
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Certain prior year amounts have been reclassified to conform to the
current period presentation.

11

TE FINANCIAL CORPORATION AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

GENERAL

The Company may from time to time make written or oral "forward-looking
statements", including statements contained in the Company's filings with the
Securities and Exchange Commission (including this Quarterly Report on Form 10-Q
and the exhibits thereto), in its reports to stockholders and in other
communications Dby the Company, which are made in good faith by the Company
pursuant to the "Safe Harbor" Provisions of the Private Securities Litigation
Reform Act of 1995.

These forward-looking statements involve risks and uncertainties, such as
statements of the Company's plans, objectives, expectations, estimates and
intentions that are subject to change based on various important factors (some
of which are beyond the Company's control). The following factors, among others,
could cause the Company's financial performance to differ materially from the
plans, objectives, expectations, estimates and intentions expressed in such
forward-looking statements: the strength of the United States economy in general
and the strength of the local economies 1in which the Company conducts
operations; the effects of, and changes in, trade, monetary and fiscal policies
and laws, including interest rate ©policies of the Board of Governors of the
Federal Reserve Systemn, inflation, interest rate, market and monetary
fluctuations; the timely development of and acceptance of new products and
services of the Company and the perceived overall value of these products and
services by users, including the features, pricing and quality compared to
competitors' products and services; the willingness of users to substitute
competitors' products and services for the Company's products and services; the
success of the Company in gaining regulatory approval of its products and

services, when required; the impact of changes in financial services' laws and
regulations (including laws concerning taxes, banking, securities and
insurance); technological changes, acquisitions; changes in consumer spending

and saving habits; and the success of the Company at managing the risks involved
in the foregoing.

The Company cautions that the foregoing 1list of important factors 1is not
exclusive. The Company does not undertake to wupdate any forward-looking
statement, whether written or oral, that may be made from time to time by or on
behalf of the Company.

Financial Condition

The Company's total assets at September 30, 2003 and December 31, 2002 were
$604.7 million and $721.0 million, respectively, a decrease of $116.3 million,
or 16.1%, during the nine-month period. This decrease in total assets is a
direct result of a debt refinancing transaction, which occurred during the third
quarter of 2003. At that time, the Company completed a series of transactions
that resulted in the repayment and refinancing of $187.4 million of Federal Home
Loan Bank borrowings which carried a weighted average interest rate of 5.46%.
$80 million of these Dborrowings were refinanced at 3.23%, the remaining $107.4
million was repaid. A portion of the funds used to repay these Dborrowings came
from the sale of $79.7 million of i1nvestment securities and mortgage-backed
securities, which had been yielding a 1.93%. Over the nine-month period, cash

11
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and cash equivalents were reduced by $94.5 million due to the purchase of higher
yielding investment and mortgage-backed securities and the use of these funds to
originate loans. In addition, $41.8 million of cash and cash equivalents were
used in the Federal Home Loan Bank debt refinancing transaction described above.
Investment securities available for sale decreased by $15.8 million, the net
effect of the sales, calls and maturities of $110.5 million and a decline of
$0.1 million in the market value which were offset by the purchase of $95.7
million of such securities. Investment securities held to maturity

12

decreased by $4.2 million due to calls and maturities of such securities.
Mortgage-backed securities available for sale decreased by $12.9 million
resulting from sales of $24.0 million, ©principal repayments of $51.5 million, a
decline of $2.0 million in wunrealized gains and $1.3 million of premium
amortization, which were off-set by purchases of $65.9 million. Mortgage-backed
securities held to maturity decreased by $26.5 million due to the high rate of
prepayments of the mortgages underlying these pass-through securities. The
Company's loan receivable portfolio at September 30, 2003 was $400.7 million, a
$30.7 million or 8.3% increase since December 31, 2002, and a $41.5 million or
11.6% increase during the third quarter. During the first nine months of 2003,
there were $121.6 million of prepayments of existing mortgages in the loans
receivable portfolio; however, offsetting this reduction was the origination of
$131.6 million in predominately consumer and single-family residential mortgage
loans, and the purchase of $23.0 million in newly originated, single-family
residential mortgage loans. Other assets increased by $8.6 million during the
nine-month period as a result of a $4.9 million federal income tax receivable
resulting from a net operating loss carryback, additions to foreclosed property
of $1.8 million, and additions to bank-owned life insurance of $1.5 million.

Total liabilities decreased by $107.7 million. Deposit growth during the first
nine months of 2003 was $12.1 million. Non-interest bearing demand deposits grew
by $6.1 million while savings, money market, and interest-bearing checking
accounts increased by a combined $9.3 million. Certificates of deposit decreased
by $3.2 million. Advances from the Federal Home Loan Bank decreased by $120.3
million as a consequence of the repayment of $187.4 million and the maturity of
$20 million of such advances. Offsetting these reductions were new borrowings of
$87.1 million.

Total consolidated stockholders' equity of the Company was $54.2 million or
8.96% of total assets at September 30, 2003. During the first three-quarters of
2003 the Company did not repurchase any shares of its common stock and issued
80,372 shares pursuant to the exercise of stock options. As of September 30,
2003, there were approximately 114,000 shares available for repurchase under the
previously announced share repurchase plan.

Asset Quality

During the nine-month period ended September 30, 2003, the Company completed
foreclosure proceedings on two related parcels of commercial real estate with a
combined loan Dbalance of $1.7 million. These loans were non-performing at
December 31, 2002. These parcels have been recorded as real estate owned at the
lower of the recorded investment 1in the loan or estimated fair value in the
amount of $1.7 million and are included in other assets in the statement of
financial condition at September 30, 2003. Management of the Company believes
that there has not been any significant deterioration in its asset quality
during such period.

The following table sets forth information regarding the Company's asset quality
(dollars in thousands) :

12
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September 30, December 31,

2003 2002
Non-performing loans $2,905 $3,822
Ratio of non-performing loans to gross loans 0.72% 1.03%
Ratio of non-performing loans to total assets 0.48% 0.53%
Foreclosed property $1,763 $ 84
Foreclosed property to total assets 0.29% 0.01%
Ratio of total non-performing assets to total assets 0.77% 0.54%

13

Management maintains an allowance for loan and lease losses at levels that are
believed to be adequate; however, there can be no assurances that further
additions will not be necessary or that losses inherent in the existing loan and
lease portfolios will not exceed the allowance. The following table sets forth
the activity 1in the allowance for loan and lease losses during the periods
indicated (in thousands) :

2003 2002
Beginning balance, January 1, $2,047 $1,972
Provision 270 838
Less: charge-off's (recoveries), net 345 850
Ending balance, September 30, $1,972 $1,960

14

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2003 AND 2002

Net Income. The Company recorded a net loss of $8,565,000, or $3.33 per diluted
share, for the three months ended September 30, 2003 as compared to net income
of $1,375,000, or $0.52 per diluted share, for the three months ended September
30, 2002.

Average Balance Sheet

The following table sets forth information relating to the Company's average
balance sheet and reflects the average vyield on assets and average cost of
liabilities for the periods indicated. Yield and cost are computed by dividing
income or expense by the average daily balance of interest-earning assets or
interest-bearing liabilities, respectively, for the periods indicated.

Septembe

Three months ended Septemb

2003

13
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Average Average Avera
Balance Interest Y1ld/Cost Balan
(dollars in thousands
Assets:
Interest-earning assets:
Loans receivable (1) vttt eeneenennn $381,005 $5, 660 5.89% $348, 6
Mortgage-backed securities................. 155,260 1,621 4.14% 205, 7
Investment securities...........iiiiinen.. 85,847 505 2.33% 54,0
Other interest-earning assets(2)........... 21,685 49 0.90% 80, 8
Total interest-earning assets............ 643,797 7,835 4.83% 689, 2
Non interest-earning assetsS.....oeeeeeeeennnen.. 33,670 34,1
ToLAl ASSEES . vttt ittt ettt ettt eeeeeen $677,467 $723,4
Liabilities and stockholders' equity:
Interest-bearing liabilities:
DEPOSIE S ettt ittt e e e e $452,145 1,638 1.44% $436, 2
Advances from the FHLB and
other borrowings........c.ooiiiiennnnen.. 158,357 2,078 5.21% 218,09
Total interest-bearing liabilities....... 610,502 3,716 2.42% 655, 2
Non interest-bearing liabilities............... 3,661 6,9
Total liabilities......iiiiiiiiieeeennnnn. 614,163 662,1
Stockholders' equity. ...t 63,304 61,2
Total liabilities and stockholders' equity.... $677,467 $723,4
Net interest 1nCOmMe. ...ttt mie et eeeenennnns $4,119
Interest rate spread (3) ... iiiiennnennnn. 2.41%
Net yield on interest-earning assets (4)....... 2.54%
Ratio of average interest-earning assets to
average interest bearing liabilities......... 105%

(1) ©Nonaccrual loans have been included in the appropriate average loan balance

category, but interest on nonaccrual loans has not been included for
purposes of determining interest income.

(2) Includes interest-bearing deposits in other banks.

(3) Interest-rate spread represents the difference between the average yield on
interest-earning assets and the average cost of interest-bearing
liabilities.

(4) Net yield on assets represents net interest income as a
percentage of average interest-earning assets.

interest-earning

15

Rate/Volume Analysis

The following table presents, for the periods indicated, the change in interest
income and interest expense (in thousands) attributed to (i) changes in volume
(changes in the weighted average balance of the total interest earning asset and
interest bearing liability portfolios multiplied by the prior year rate), and

14
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(ii) changes in rate (changes in rate multiplied by prior year volume). Changes
attributable to the combined impact of volume and rate have been allocated
proportionately based on the absolute value of changes due to volume and changes
due to rate.

Three months ended
September 30,
2003 vs. 2002

Increase (decrease)

due to
Volume Rate Net
Interest income:
Loans receivable, net $ 2,763 $(3,341) S (578)
Mortgage-backed securities (617) (634) (1,251)
Investment securities 1,214 (1,317) (103)
Other interest-earning assets (171) (100) (271)
Total interest-earning assets 3,189 (5,392) (2,203)
Interest expense:
Deposits 596 (1,523) (927)
Advances from the FHLB and other borrowings (805) (176) (981)
Total interest-bearing liabilities (209) (1,699) (1,908)
Net change in net interest income $ 3,398 $(3,693) S (295)
Total Interest Income. Total interest income decreased by $2.2 million or 21.9%

to $7.8 million for the three months ended September 30, 2003 compared with the
third quarter of 2002 primarily because of the consequences of record low market
interest rates. As a result, during the past year the Bank's callable investment
securities were called, higher coupon mortgage-related securities were paid down
at an accelerated rate, and loans were refinanced by borrowers at lower rates,
or away from the Bank, resulting in large pay-downs of higher yielding loans. In
addition, the interest rates on the Bank's adjustable rate loans adjusted
downward. Furthermore, the rate earned on Company's cash and cash equivalents
was substantially lower during the 2003 period.

Total Interest Expense. Total interest expense decreased by $1.9 million to $3.7
million for the three-month period ended September 30, 2003 compared with the
third quarter of 2002. The increase in the average Dbalance of deposits was more
than offset by lower market interest rates during the period and the lower rates
paid on the Bank's renewing certificates of deposit that had been originated
when market interest rates were higher. 1In addition, the Bank lowered the
interest rates paid on several of its other deposit products in order to keep
them in line with short-term market interest rates and the Bank's competitors.
The repayment and refinancing of the Federal Home Loan Bank Advances toward the
end of the third quarter of 2003 also contributed to the overall reduction of
interest expense.
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Non—-interest income. Total non-interest income was $322,000 for the three-month
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period ended September 30, 2003 compared with $982,000 for the same period in
2002. The decrease 1is primarily due to $377,000 in net losses on sales of
mortgage-backed securities and investment securities available for sale during
the third quarter of 2003 while, conversely, there were gains of $419,000 on
such gains during the same period in 2002. In addition, the Company recorded a
gain of $110,000 during the third quarter of 2003 on the sale of real estate.
The income from the Company's bank-owned 1life insurance was $27,000 higher for
the third quarter 2003 as compared with the same quarter in 2002 Dbecause of
additional purchases of Dbank-owned 1life insurance at the end of the second
quarter of 2003.

Non—-interest expense. Total non-interest expense increased by $14.0 million to
$17.5 million for the three months ended September 30, 2003 compared to the same
period in 2002. The increase in non-interest expense was associated with the a
debt prepayment fee of $13.8 million paid as a result the repayment of Federal
Home Loan Bank borrowings. Also, compensation and benefit expenses were higher
by $51,000 due to amounts paid to the retiring president of the Company as well
as increased costs associated with the Company's employee stock ownership plan
which is impacted by the higher share price during the third quarter of 2003
compared with 2002. Occupancy and equipment expense was higher during the third
quarter of 2003 compared to 2002 by an additional $62,000 due to revisions in
the useful lives of certain depreciable and amortizable assets.
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RESULTS OF OPERATIONS FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2003 AND 2002

Net Income. The Company recorded a net loss of $7,350,000, or $2.91 per diluted
share, for the nine months ended September 30, 2003 as compared to net income of
$3,655,000, or $1.38 per diluted share, for the nine months ended September 30,
2002.

Average Balance Sheet

The following table sets forth information relating to the Company's average
balance sheet and reflects the average vyield on assets and average cost of
liabilities for the periods indicated. Yield and cost are computed by dividing
income or expense by the average daily balance of interest-earning assets or
interest-bearing liabilities, respectively, for the periods indicated.

Nine months ended Septemb

2003

Average Average Average
Balance Interest Y1ld/Cost Balance
(dollars in thousands

Assets:

Interest-earning assets:

Loans receivable (1) .ttt eeneenennn $370,543 $17,336 6.26% $360, 2
Mortgage-backed securities................. 163,697 5,318 4.34% 206, 5
Investment securities..........oiiiiiiienn.. 73,131 1,531 2.80% 50,6
Other interest-earning assets(2)........... 59,882 463 1.03% 66,4
Total interest-earning assets............ 667,253 24,648 4.94% 683, 8
Non interest-earning assetsS......eeeeeeeennnnen.. 34,789 34,8
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TotaAl ASSEES .t ittt ittt ettt e et e e $702,042
Liabilities and stockholders' equity:
Interest-bearing liabilities:
JD1 Y o X I = $447,049 5,506
Advances from the FHLB and
other borrowings........c.ooiiiieeennnnen.. 186,377 7,558
Total interest-bearing liabilities....... 633,426 13,064
Non interest-b