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performing assets as of December 31, 2008 totaled $7.5 million, 
as compared to $3.8 million in 2007.

Management’s attention in 2009 will focus on the reduction of 
the level of these non-performing assets. We have previously 
taken steps to reduce our operating expenses in an effort to 
offset the attendant costs associated with carrying these non-
earning assets.

We closed the year 2008 with a small profit of $16 thousand, 
due to a tax credit, down from net income of $429 thousand 
for the year 2007. The decline in earnings in 2008 was driven 
by a loan loss provision of $1.5 million, as compared to $660 
thousand in 2007. Net charge-offs in 2008 totaled $1.6 million 
compared to $129 thousand in 2007.

The Bank’s assets, at December 31, 2008, totaled $208.1 
million, as compared to $201.4 million at December 31, 2007, 
representing a 3.2 percent increase in total assets.  Total 
loans at December 31, 2008 stood at $154.5 million and were 
essentially unchanged as compared to $155.2 million at 
December 31, 2007.  Total deposits declined 1.1 percent to 
$172.0 million at December 31, 2008, as compared to $173.9 
million at December 31, 2007.

We are pleased to report that our newest branch, located 
on Route 72 and Jennings Road, in Manahawkin, Stafford 
Township has been well received by the community. 
Following the precedent we set with our Jackson Branch in 
2006, we sought out a number of prominent local leaders who 
agreed to organize and serve on a community board. The 
board’s focus is to identify and serve the needs of the local 
community and businesses.

Since opening in mid October 2008, the Manahawkin branch 
is currently our third largest branch as measured by deposits. 
We would like to thank all of our Community Board Members 
for their hard work and dedication in making their respective 
branches a success. You will find a listing of your bank’s 
Board of Directors, Community Boards, and Advisory Board 
Members in this Annual Report.

Thank you for the dedication and support you have shown over 
the years and, of course, for providing us with the opportunity 
to earn your business. With your continued assistance, we 
have come through a very challenging 2008. We look to your 
loyalty and guidance as we navigate through 2009.

Zev Rosen	 Robert T. English
Chairman of the Board	 President & CEO

To our Shareholders, Customers and Friends:

We are currently in the throes of the most severe recession 
witnessed in the last 35 to 40 years. Our newly elected 
leadership in Washington is taking unprecedented steps to 
avoid any further decline in the economy. The outcome of 
their actions will not be known for many months to come, 
as the federal stimulus package totaling $787 billion will take 
some time to ramp up and get flowing.

The cause of this recession is far different from the previous 
recessions that many of us have experienced in our lifetimes. 
We have come to expect periods of slow or mildly negative 
economic growth as part of a normal business cycle. However, 
the present economic downturn was not triggered by high 
levels of inflation, interest rates, or unemployment, but rather 
from the seeds sown in 2003-2004 during a time of historically 
low rates of interest.

In June of 2003, the Prime Rate was 4.00%, the lowest level it 
had been since 1959 and the Federal Funds Rate was 1.00%. 
Low rates, coupled with increasingly lax lending standards 
found throughout a wide range of financial intermediaries, 
encouraged many individuals to purchase homes with loans 
well beyond their ability to re-pay them after the teaser rate 
period expired.

Exotic mortgage products, initially the realm of only wealthy 
borrowers who had the financial capability to payoff their 
loans if needed, became available to anyone seeking a 
mortgage. Mortgage loans with features and terms like 
interest only, option arms and pick a pay became household 
words. Negative amortization loans soon became the vehicle 
of choice used to finance many home purchases. The 15 and 
30 year fixed rate mortgage was a dinosaur to everyone but 
the most prudent.

The low market interest rates, pushed even lower by teaser 
rates, also encouraged speculation and “flipping” of homes 
for profit as a home moved beyond providing a roof over a 
family’s head and began to be viewed, by some, as a financial 
asset, much like a stock or bond to be bought and sold and 
traded for profit.

Although Shore Community Bank did not engage in sub-
prime mortgage lending, the borrowers on a number of 
our residential construction and commercial loans did stop 
making payments to us in accordance with their contractual 
terms. As the housing market slowed and prices declined, 
we were forced to classify a number of land and residential 
construction loans that did not have a sales contract to support 
their repayment as non-accrual.

We ended the year 2008 with $6.0 million in non-accrual 
loans and $1.5 million in other real estate owned. Total non-
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(in thousands)							           	
(as of or for the year ending Dec. 31)        2008		  2007	 2006	 2005	 2004		 ’08 vs. ’07	 ’07 vs. ’06	 ’06 vs. ’05	 ’05 vs. ’04 	
											         
Assets	 $208,130	 $201,605	 $195,021	$164,151	 $125,952		  3.2%	 3.4%	 18.8%	 30.3%		

Loans	 154,507	 155,150	 143,552	 120,772	 84,309		  (0.4)	 8.1	 18.9	 43.2		

Deposits	 172,031	 173,897	 167,689	 138,729	 107,213		  (1.1)	 3.7	 20.9	 29.4		
	
Shareholders’ Equity	 18,166	 17,701	 16,915	 15,253	 8,616		  2.6	 4.6	 10.9	 77.0	

Net Income	 16	 430	 1,143	 1,028	 850		  (96.3)	 (62.4)	 11.2	 20.9	
	
Equity  to  Assets	 8.7%	 8.8%	 8.7%	 9.3%	 6.8%

ASSETS
(in thousands)

SELECTED FINANCIAL DATA
Percent Change
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Balance Sheets
December 31, 2008 and 2007

Shore Community Bank 

See notes to financial statements.  
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Balance Sheets 
December 31, 2008 and 2007 
 

 2008  2007 
Assets 

Cash and due from banks $   2,024,445  $    3,842,410 
Federal funds sold 6,539,000  1,349,000 

 
Cash and Cash Equivalents 8,563,445  5,191,410 

    
Securities available for sale 26,745,209  20,193,324 
Securities held to maturity, fair value 2008 $8,546,545;  

2007 $13,988,110  8,420,061 

 

13,801,871 
Federal Home Loan Bank stock, at cost  611,700  - 
Loans receivable, net of allowance for loan losses 2008 $2,101,461; 

2007 $2,169,164  154,506,591 

 

155,149,606 
Bank premises and equipment, net 5,816,879  4,573,860 
Accrued interest receivable 966,670  1,003,405 
Prepaid expenses and other assets 997,041  1,085,295 
Foreclosed assets 1,502,541  606,232 

 
Total Assets $208,130,137  $201,605,003 

 
Liabilities and Stockholders’ Equity 

Liabilities 

Deposits: 
Non-interest bearing $  23,530,339 

 

$  21,219,254 
 Interest bearing 148,500,279  152,677,362 

 
Total Deposits 172,030,618  173,896,616 

    
Securities sold under agreements to repurchase 9,100,000  9,100,000 
Long-term debt  8,000,000  - 
Accrued interest payable 661,081  799,399 
Other liabilities 171,883  107,497 

 
Total Liabilities 189,963,582  183,903,512 

 
Stockholders’ Equity 

Common stock, par value $5 per share; authorized 4,000,000 shares; 
issued and outstanding 2008 1,700,348 shares; 2007 1,614,001 shares 8,501,740 

 

8,070,005 
Surplus 9,320,696  9,139,967 
Retained earnings 159,868  543,163 
Accumulated other comprehensive income (loss) 184,251  (51,644)

 
Total Stockholders’ Equity 18,166,555  17,701,491 

 
Total Liabilities and Stockholders’ Equity $208,130,137  $201,605,003 

 
 



6

Statements of Income
Years Ended December 31, 2008 and 2007

Shore Community Bank 

See notes to financial statements. 
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Statements of Income 
Years Ended December 31, 2008 and 2007 
 

 2008  2007 
Interest Income 

Loans receivable, including fees $10,335,567  $10,576,617 
Securities:    

Taxable 1,133,743  1,026,478 
Tax-exempt 396,756  536,122 

Federal funds sold and other 79,427  185,402 
 

Total Interest Income 11,945,493  12,324,619 
 
Interest Expense 

Deposits 5,333,424  6,424,635 
Other 600,710  384,214 

 
Total Interest Expense 5,934,134  6,808,849 

 
Net Interest Income 6,011,359  5,515,770 

 
Provision for Loan Losses 1,520,000  660,000 
 

Net Interest Income after Provision for Loan Losses 4,491,359  4,855,770 
 
Other Income 

Service fees 260,056  187,286 
Mortgage banking commissions 140,634  180,644 
Other 154,258  135,820 

 
Total Other Income 554,948  503,750 

 
Other Expenses 

Salaries, wages and employee benefits 2,588,474  2,618,469 
Occupancy 581,467  545,535 
Equipment 160,003  164,955 
Data processing 421,128  390,422 
Advertising and promotion 136,598  73,627 
Supplies, printing and postage 122,536  130,029 
Other 1,197,223  963,470 

 
Total Other Expenses 5,207,429  4,886,507 

 
Income (Loss) before Income Taxes (161,122)  473,013 
    

Provision (Benefit) for Income Taxes (177,292)  43,466 
 

Net Income $       16,170  $     429,547 
 
Basic Earnings Per Share $          0.01  $          0.26 
 
Diluted Earnings Per Share $          0.01  $          0.25 
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Statements of Stockholders’ Equity
Years Ended December 31, 2008 and 2007

Shore Community Bank 

See notes to financial statements. 
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Statements of Stockholders’ Equity 
Years Ended December 31, 2008 and 2007 
 

  

Common 
Stock  Surplus  

Retained 
Earnings  

Accumulated 
Other 

Comprehensive 
Income (Loss)  Total 

 
Balance - December 31, 2006  $7,993,670  $9,057,663  $113,616  ($249,963)  $16,914,986 

           
 Comprehensive income:           
  Net income  -  -  429,547  -  429,547 
  Change in net unrealized losses on securities available for sale, 
   net of taxes 

 
-  -  -  198,319  198,319 

           
Total Comprehensive Income          627,866 

           
 Exercise of stock options (15,267 shares)  76,335  54,471  -  -  130,806 

 293,32  -  -  293,32  -  snoitpo kcots desicrexe fo tifeneb xaT 
 Stock option compensation expense  -  4,441  -  -  4,441 

           
Balance - December 31, 2007  8,070,005  9,139,967  543,163  (51,644)  17,701,491 
           
 Comprehensive income:           
  Net income  - - 16,170  - 16,170 
  Change in net unrealized gains (losses) on securities 
   available for sale, net of taxes 

 
- - -  235,895 235,895 

        
Total Comprehensive Income       252,065 

        
 Exercise of stock options (37,927 shares)  189,635 18,922 -  - 208,557 
 3% common stock distribution (48,420 shares)   242,100 157,365 (399,465)  - - 
 Stock compensation expense   - 4,442 -  - 4,442 

 
Balance - December 31, 2008  $8,501,740  $9,320,696  $159,868  $184,251  $18,166,555 
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Statements of Cash Flows
Years Ended December 31, 2008 and 2007

Shore Community Bank 

See notes to financial statements. 
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Statements of Cash Flows 
Years Ended December 31, 2008 and 2007 
 

 2008  2007 
Cash Flows from Operating Activities 

Net income $     16,170  $   429,547 
Adjustments to reconcile net income to net cash provided by operating activities:    
 Provision for loan losses 1,520,000  660,000 
 Provision for depreciation 275,930  279,245 
 Net amortization of investment security premiums and discounts 13,854  21,167 
 Deferred income taxes (10,550)  (311,534)
 Stock compensation expense 4,442  4,441 
 (Increase) decrease in assets:    
  Accrued interest receivable 36,735  (33,566)
  Prepaid expenses and other assets (58,460)  (85,939)
 Increase (decrease) in liabilities:    
  Accrued interest payable (138,318)  29,350 
  Other liabilities 64,386  (44,714)

 
Net Cash Provided by Opera  981,427,1 seitivitcA gnit  947,997 

 
Cash Flows from Investing Activities 

Securities available for sale:    
 Purchases (17,000,000)  (1,000,000)
 Maturities and principal repayments 10,839,870  3,970,162 
Securities held to maturity:    
 Purchases -  (5,100,000)
 Maturities and principal paydowns 5,369,361  5,264,874 
Purchase of Federal Home Loan Bank stock  (611,700)  - 
Net increase in loans (1,773,295)  (12,257,220)
Purchases of bank premises and equipment (1,518,949)  - 
Foreclosed real estate capital improvements -  (133,105)

 
Net Cash Used in Invest  )317,496,4( seitivitcA gni  (9,255,289)

 
Cash Flows from Financing Activities 

Net increase (decrease) in deposits (1,865,998)  6,207,647 
Proceeds from long-term debt  8,000,000  - 
Decrease in securities sold under agreements to repurchase -  (395,000)
Proceeds from the exercise of stock options, including tax benefit of exercised stock 

options  208,557  154,198 
 

Net Cash Provided by Fina  955,243,6 seitivitcA gnicn  5,966,845 
 

 530,273,3 stnelaviuqE hsaC dna hsaC ni )esaerceD( esaercnI teN  (2,340,447)
 
Cash and Cash Equivalen  014,191,5 gninnigeB - st  7,531,857 
 

 544,365,8$ gnidnE - stnelaviuqE hsaC dna hsaC  $  5,191,410 
 
Supplementary Cash Flows Information  

Interest paid $6,072,452  $6,779,499 
 

Income taxes paid (refunded) $   (66,252)  $   429,000 
 
Supplementary Schedule of Noncash Investing Activities  

Other real estate acquired in settlement of loans $   896,309  $              - 
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Notes to Financial Statements  
December 31, 2008 and 2007  
 

Note 1 - Organization and Nature of Operations 

Shore Community Bank was incorporated March 20, 1996 under the laws of the State of New Jersey and is a New 
Jersey state chartered bank.  The Bank commenced operations on February 24, 1997 and provides full banking 
services.  As a state bank, the Bank is subject to regulation by the New Jersey Department of Banking and the 
Federal Deposit Insurance Corporation.  The area served by the Bank is principally Ocean County, New Jersey. 

 
Note 2 - Summary of Accounting Policies 

Estimates 

The preparation of financial statements in conformity with accounting principles generally accepted in the 
United States of America requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the reporting period.  Actual results 
could differ from those estimates.  Material estimates that are particularly susceptible to significant change in 
the near term relate to the determination of the allowance for loan losses, the determination of other-than-
temporary impairment on securities and the valuation of deferred tax assets. 

Significant Group Concentrations of Credit Risk 

Most of the Bank’s activities are with customers primarily located in Ocean County, New Jersey.  Note 3 
discusses the types of securities that the Bank invests in.  The concentration of credit by type of loan is set 
forth in Note 4. Although the Bank has a diversified loan portfolio, its debtors' ability to honor their contracts 
is influenced by the region's economy.  The Bank does not have any significant concentrations to any one 
industry or customer. 

Presentation of Cash Flows 

For purposes of reporting cash flows, cash and cash equivalents include cash on hand, amounts due from 
banks and federal funds sold, all of which mature within ninety days.  Generally, federal funds are purchased 
and sold for one day periods. 

Securities 

Securities classified as available for sale are those securities that the Bank intends to hold for an indefinite 
period of time but not necessarily to maturity.  Securities available for sale are carried at fair value.  Any 
decision to sell a security classified as available for sale would be based on various factors, including 
significant movement in interest rates, changes in maturity mix of the Bank’s assets and liabilities, liquidity 
needs, regulatory capital considerations and other similar factors.  Unrealized gains or losses are reported as 
increases or decreases in other comprehensive income, net of the related deferred tax effect.  Realized gains or 
losses, determined on the basis of the cost of the specific securities sold, are included in earnings.  Premiums 
and discounts are recognized in interest income using the interest method over the terms of the securities. 

Securities classified as held to maturity are those securities the Bank has both the intent and ability to hold to 
maturity regardless of changes in market conditions, liquidity needs or changes in general economic 
conditions.  These securities are carried at cost adjusted for the amortization of premium and accretion of 
discount, computed by the interest method over the terms of the securities. 

Management determines the appropriate classification of debt securities at the time of purchase and re-
evaluates such designation as of each balance sheet date.  

Notes to Financial Statements
December 31, 2008 and 2007
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Note 2 - Summary of Accounting Policies (Continued) 

Securities (Continued)  

Declines in the fair value of held-to-maturity and available-for-sale securities below their cost that are deemed 
to be other than temporary are reflected in earnings as realized losses.  In estimating other-than-temporary 
impairment losses, management considers (1) the length of time and the extent to which the fair value has 
been less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and 
ability of the Bank to retain its investment in the issuer for a period of time sufficient to allow for any 
anticipated recovery in fair value. 

Loans Receivable 

Loans receivable that management has the intent and ability to hold for the foreseeable future or until maturity 
or payoff are stated at their outstanding unpaid principal balances, net of an allowance for loan losses and any 
deferred fees or costs.  Interest income is accrued on the unpaid principal balance.  Loan origination fees, net 
of certain direct origination costs, are deferred and recognized as an adjustment of the yield (interest income) 
of the related loans.  The Bank is generally amortizing these amounts over the contractual life of the loan. 

The accrual of interest is discontinued when the contractual payment of principal or interest has become 90 
days past due or management has serious doubts about further collectibility of principal or interest, even 
though the loan is currently performing.  A loan may remain on accrual status if it is in the process of 
collection and is either guaranteed or well secured.  When a loan is placed on nonaccrual status, unpaid 
interest credited to income in the current year is reversed and unpaid interest accrued in prior years is charged 
against the allowance for loan losses.  Interest received on nonaccrual loans generally is either applied against 
principal or reported as interest income, according to management’s judgment as to the collectibility of 
principal.  Generally, loans are restored to accrual status when the obligation is brought current, has 
performed in accordance with the contractual terms for a reasonable period of time and the ultimate 
collectibility of the total contractual principal and interest is no longer in doubt. 

Allowance for Loan Losses 

The allowance for loan losses is established through provisions for loan losses charged against income.  
Loans deemed to be uncollectible are charged against the allowance for loan losses, and subsequent 
recoveries, if any, are credited to the allowance. 

The allowance for loan losses is maintained at a level considered adequate to provide for losses that can be 
reasonably anticipated.  Management’s periodic evaluation of the adequacy of the allowance is based on 
known and inherent risks in the portfolio, adverse situations that may affect the borrower’s ability to repay, 
the estimated value of any underlying collateral, composition of the loan portfolio, current economic 
conditions, and other relevant factors.  This evaluation is inherently subjective as it requires material estimates 
that may be susceptible to significant revision as more information becomes available. 

The allowance consists of specific, general and unallocated components.  The specific component relates to 
loans that are classified as either doubtful, substandard or special mention.  For such loans that are also 
classified as impaired, an allowance is established when the discounted cash flows (or collateral value or 
observable market price) of the impaired loan is lower than the carrying value of that loan.  The general 
component covers non-classified loans and is based on historical loss experience adjusted for qualitative 
factors.  An unallocated component is maintained to cover uncertainties that could affect management’s 
estimate of probable losses.  The unallocated component of the allowance reflects the margin of imprecision 
inherent in the underlying assumptions used in the methodologies for estimating specific and general losses in 
the portfolio. 

Notes to Financial Statements
December 31, 2008 and 2007
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Notes to Financial Statements 
December 31, 2008 and 2007 
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Note 2 - Summary of Accounting Policies (Continued) 

Allowance for Loan Losses (Continued) 

A loan is considered impaired when, based on current information and events, it is probable that the Bank will 
be unable to collect the scheduled payments of principal or interest when due according to the contractual 
terms of the loan agreement.  Factors considered by management in determining impairment include payment 
status, collateral value and the probability of collecting scheduled principal and interest payments when due.  
Loans that experience insignificant payment delays and payment shortfalls generally are not classified as 
impaired.  Management determines the significance of payment delays and payment shortfalls on a case-by-
case basis, taking into consideration all of the circumstances surrounding the loan and the borrower, including 
the length of the delay, the reasons for the delay, the borrower’s prior payment record and the amount of the 
shortfall in relation to the principal and interest owed.  Impairment is measured on a loan by loan basis for 
commercial and construction loans by either the present value of expected future cash flows discounted at the 
loan’s effective interest rate or the fair value of the collateral if the loan is collateral dependent. 

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment.  Accordingly, 
the Bank does not separately identify individual consumer, residential and home equity loans for impairment 
disclosures, unless such loans are the subject of a restructuring agreement. 

Bank Premises and Equipment 

Bank premises and equipment are stated at cost less accumulated depreciation. Depreciation is computed on 
the straight-line method over the estimated useful lives of the related assets. 

Share-Based Compensation 

Prior to January 1, 2006, the Bank’s stock option plans were accounted for under the recognition and 
measurement provisions of APB Opinion No. 25 (Opinion 25), “Accounting for Stock Issued to Employees,” 
and related Interpretations, as permitted by FASB Statement No. 123, “Accounting for Stock Based 
Compensation.”  No stock-based employee compensation cost was recognized in the Bank’s statements of 
income through December 31, 2005, as all options granted under the plan had an exercise price equal to the 
market value of the underlying common stock on the date of the grant.  Statement No. 123(R) replaces 
Statement No. 123, supersedes APB Opinion No. 25 and requires compensation costs related to share-based 
payment transactions to be recognized in the financial statements over the period that an employee provides 
service in exchange for the award.  Effective January 1, 2006, the Bank adopted the fair value recognition 
provisions of FASB Statement No. 123(R), “Share Based Payment,” using the modified-prospective transition 
method.  Under that transition method, compensation cost recognized after January 1, 2006 includes:  
(a) compensation cost for all share-based payments granted prior to, but not yet vested, as of January 1, 2006 
based on the grant-date fair value calculated in accordance with the provision of Statement No. 123, and 
(b) compensation cost for all share-based payments granted subsequent to December 31, 2005, based on the 
grant-date fair value calculated in accordance with the provision of Statement 123(R).  The Bank had no 
unvested stock options at December 31, 2005, therefore, the adoption of Statement 123(R) relates only to 
share-based payments granted after January 1, 2006.  The Bank recognized $4,442 and $4,441 of stock option 
compensation expense in the years ended December 31, 2008 and 2007, respectively.  There were no tax 
benefits recorded related to this stock option compensation expense. 

Mortgage Banking Activities 

The Bank brokers mortgage loans in the Bank’s market area to derive commission income.  The mortgages 
are funded by a third party mortgage company.  The Bank does not service these mortgages. 

Notes to Financial Statements
December 31, 2008 and 2007
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December 31, 2008 and 2007 
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Note 2 - Summary of Accounting Policies (Continued) 

Advertising 

The Bank follows the policy of charging the costs of advertising to expense as incurred.  

Transfers of Financial Assets 

Transfers of financial assets, which include loan participation sales, are accounted for as sales, when control 
over the assets has been surrendered.  Control over transferred assets is deemed to be surrendered when 
(1) the assets have been isolated from the Bank, (2) the transferee obtains the right (free of conditions that 
constrain it from taking advantage of that right) to pledge or exchange the transferred assets and (3) the Bank 
does not maintain effective control over the transferred assets through an agreement to repurchase them 
before their maturity. 

Income Taxes 

Deferred income taxes are provided on the liability method whereby deferred tax assets are recognized for 
deductible temporary differences and deferred tax liabilities are recognized for taxable temporary differences.  
Temporary differences are the differences between the reported amounts of assets and liabilities and their tax 
basis and net operating loss carryforwards.  Deferred tax assets are reduced by a valuation allowance when, in 
the opinion of management, it is more likely than not that some portion of the deferred tax assets will not be 
realized.  Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws and rates on the 
date of enactment. 

Off-Balance Sheet Financial Instruments 

In the ordinary course of business, the Bank has entered into off-balance sheet financial instruments 
consisting of commitments to extend credit and letters of credit.  Such financial instruments are recorded in 
the balance sheet when they are funded. 

Earnings per Common Share 

Basic earnings per share represents income available to common stockholders divided by the weighted-
average number of common shares outstanding during the period, as adjusted for the stock dividends.  Diluted 
earnings per share reflects additional common shares that would have been outstanding if dilutive potential 
common shares had been issued, as well as any adjustment to income that would result from the assumed 
issuance.  Potential common shares that may be issued by the Bank relate solely to outstanding stock options, 
and are determined using the treasury stock method. 

Foreclosed Assets 

Foreclosed assets are comprised of property acquired through a foreclosure proceeding or acceptance of a 
deed-in-lieu of foreclosure and loans classified as in-substance foreclosure.  A loan is classified as in-
substance foreclosure when the Bank has taken possession of the collateral regardless of whether formal 
foreclosure proceedings take place.  Foreclosed assets initially are recorded at fair value, net of estimated 
selling costs, at the date of foreclosure, establishing a new cost basis.  After foreclosure, valuations are 
periodically performed by management and the assets are carried at the lower of cost or fair value minus 
estimated costs to sell.  Revenues and expenses from operations and changes in the valuation allowance are 
included in other expenses. 

Notes to Financial Statements
December 31, 2008 and 2007
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Note 3 - Securities 

The amortized cost and approximate fair value of securities as of December 31, 2008 and 2007 are summarized as 
follows: 

 2008 

 
Amortized

Cost  

Gross 
Unrealized

Gains  

Gross 
Unrealized 

Losses  
Fair 

Value 
 
Securities Available for Sale:        
 U.S. Government agency securities $18,000,343  $207,299  $            -  $18,207,642 
 Mortgage-backed securities 8,337,780  148,279  (48,492)  8,437,567 
 Other 100,000  -  -  100,000 
 

 $26,438,123  $355,578  $(48,492)  $26,745,209 
 
Securities Held to Maturity:        
 Mortgage-backed securities $   333,832  $    8,379  $            -  $   342,211 
 Obligations of state and political  
  subdivisions 8,086,229  182,081  (63,976)  8,204,334 
 
 $8,420,061  $190,460  $(63,976)  $8,546,545 
 

 2007 
 
Securities Available for Sale:        
 U.S. Government agency securities $  9,989,900  $  5,102  $  (63,265)  $  9,931,737 
 Mortgage-backed securities 10,189,498  71,202  (99,113)  10,161,587 
 Other 100,000  -  -  100,000 
 

 $20,279,398  $76,304  $(162,378)  $20,193,324 
 
Securities Held to Maturity:        
 Mortgage-backed securities $     402,427  $    4,689  $           -  $     407,116 
 Obligations of state and political  
  subdivisions 13,399,444  193,029  (11,479)  13,580,994 
 
 $13,801,871  $197,718  $(11,479)  $13,988,110 

Notes to Financial Statements
December 31, 2008 and 2007
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Note 3 - Securities (Continued) 

The amortized cost and fair value of securities as of December 31, 2008, by contractual maturity, are shown 
below.  Expected maturities may differ from contractual maturities because the borrowers may have the right to 
prepay obligations with or without any penalties. 

 Available for Sale  Held to Maturity 

 
Amortized 

Cost  
Fair 

Value  
Amortized 

Cost  
Fair 

Value 
 
Due in one year or less $       50,000  $       50,000  $   802,252  $   807,543 
Due after one year through five years 8,050,343  8,115,081  977,267  963,994 
Due after five years through ten years 10,000,000  10,142,561  1,745,908  1,789,332 
Due after ten years -  -  4,560,802  4,643,465 
 
 18,100,343  18,307,642  8,086,229  8,204,334 
Mortgage-backed securities 8,337,780  8,437,567  333,832  342,211 
 

 $26,438,123  $26,745,209  $8,420,061  $8,546,545 
 
The following tables show our investments’ gross unrealized losses and fair value, aggregated by investment 
category and length of time that individual securities have been in a continuous unrealized loss position, at 
December 31, 2008 and 2007: 

 2008 
 Less than 12 Months  12 Months or More Total 

 
Fair 

Value  
Unrealized 

Losses  
Fair 

Value  
Unrealized 

Losses 
Fair 

Value  
Unrealized 

Losses 
 
Mortgage-backed securities $   839,233  $(7,993)  $1,772,887  $(40,499)  $2,612,120  $  (48,492)
Obligations of state and 

political subdivisions 1,536,132  (63,976)  -  -  1,536,132  (63,976)
 

Total Temporarily 
Impaired Securities $2,375,365  $(71,969)  $1,772,887  $(40,499)  $4,148,252  $(112,468)

 

 2007 
 Less than 12 Months  12 Months or More Total 

 
Fair 

Value  
Unrealized 

Losses  
Fair 

Value  
Unrealized 

Losses 
Fair 

Value  
Unrealized 

Losses 
 
U.S. Government agency 

securities $2,990,311  $(7,120)  $5,943,377  $(56,145)  $8,933,688  $(63,265)
Mortgage-backed securities 1,163,831  (1,560)  4,450,325  (97,553)  5,614,156  (99,113)
Obligations of state and 

political subdivisions 1,114,514  (11,479)  -  -  1,114,514  (11,479)
 

Total Temporarily 
Impaired Securities $5,268,656  $(20,159)  $10,393,702  $(153,698)  $15,662,358  $(173,857)

Notes to Financial Statements
December 31, 2008 and 2007
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Note 3 - Securities (Continued) 

Unrealized losses detailed above primarily relate to mortgage-backed securities and municipal securities and the 
decline in fair value is due only to interest rate fluctuations.  The Bank has 25 and 36 securities, at December 31, 
2008 and 2007, respectively, in an unrealized loss position.  As the Bank has the intent and ability to hold such 
investments until maturity or market price recovery, no securities are deemed to be other-than-temporarily 
impaired.  None of the individual unrealized losses are significant. 

There were no sales of securities available for sale during 2008 and 2007. 

Securities with a carrying value of $18,630,514 and $10,430,119 at December 31, 2008 and 2007, respectively, 
were pledged to secure securities sold under agreements to repurchase, public deposits and for other purposes 
required or permitted by law. 

 
Note 4 - Loans Receivable 

The composition of net loans receivable at December 31, 2008 and 2007 is as follows: 

   2008  2007 
 
 Real estate:     
  Commercial  $  90,757,382  $  83,559,804 
  Commercial construction  17,346,766  30,500,354 
  Residential  16,497,539  15,935,861 
  Residential construction  2,095,134  1,994,323 
  Home equity loans  7,356,258  4,598,213 
 
   134,053,079  136,588,555 
 Commercial  19,310,832  18,888,919 
 Consumer loans  582,167  833,035 
 SBA loans  2,635,900  1,025,339 
 
   156,581,978  157,335,848 
 Unearned net loan fees and origination costs  26,074  (17,078)
 Allowance for loan losses  (2,101,461)  (2,169,164)
 
 Net Loans  $154,506,591  $155,149,606 

Notes to Financial Statements
December 31, 2008 and 2007
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Our new Branch

On October 15, 2008 Stafford Township Mayor Carl W. Block cuts 
the ribbon and the Manahawkin Branch is open for business!

Branch Manager John Boekell (right) 
accepts a check from Leo Whalen 
(left) to open the first account at the 
Manahawkin Office.

Kids enjoy colorful 
balloon animals made 
by Freckles the Clown 

at the Grand Opening.
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opens in Manahawkin.

Joe D’Agostino (Business Development and 
Residential Mortgage Lender, Manahawkin 
Branch) and Freckles the Clown enjoy the 
festivities at the Grand Opening.

A Vision becomes a Reality as the 
Manahawkin Branch now stands 
ready to serve the residents of 
Stafford Township.

A crowd gathers to 
enjoy Fun and Food 
at the Manahawkin 
Branch Grand Opening 
celebration held 
November 1, 2008.

L to R: Director Earl F. Sutton, 
Stafford Township Mayor Carl W. 
Block, Chairman Zev Rosen and 

Branch Manager John Boekell.
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Note 5 - Allowance for Loan Losses  

The changes in the allowance for loan losses for the years ended December 31, 2008 and 2007 are as follows: 

   2008  2007 
 
 Balance, beginning  $  2,169,164  $1,638,537 
  Provision for loan losses  1,520,000  660,000 
  Charge-offs  (1,598,503)  (144,946)
  Recoveries  10,800  15,573 
 
 Balance, ending  $2,101,461  $2,169,164 
 
As of December 31, 2008 and 2007, the Bank had impaired loans of $7,051,878 and $3,192,677, respectively.  
Impaired loans requiring an allowance for loan losses totaled $742,968 and $3,192,677 at December 31, 2008 and 
2007, respectively, with an allowance for loan losses of $135,501 and $400,571, respectively.  For the years 
ended December 31, 2008 and 2007, the average recorded investment in impaired loans was $3,993,802 and 
$2,736,367, respectively.  Interest income in the amount of $-0- was recognized for the time that the loans were 
impaired during both 2008 and 2007. 

Loans on which the accrual of interest has been discontinued amounted to $5,969,913 and $3,192,677 at 
December 31, 2008 and 2007, respectively.  There were no loan balances past due 90 days or more and still 
accruing interest at December 31, 2008 and 2007. 

 
Note 6 - Bank Premises and Equipment 

The components of bank premises and equipment at December 31, 2008 and 2007 are as follows: 

   2008  2007 
 
 Building  $4,169,940  $2,965,501 
 Land and improvements  829,292  829,292 
 Leasehold improvements  316,649  227,058 
 Furniture, fixtures and equipment  1,472,987  1,171,924 
 Computer equipment and data processing software  615,866  684,475 
 Construction in progress   13,170  230,485 
 
   7,417,904  6,108,735 
 Accumulated depreciation  (1,601,025)  (1,534,875)
 
   $5,816,879  $4,573,860 

Notes to Financial Statements
December 31, 2008 and 2007
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Note 7 - Deposits 

The components of deposits at December 31, 2008 and 2007 are as follows: 

   2008  2007 
 
 Demand, non-interest bearing  $  23,530,339  $  21,219,254 
 Demand, interest bearing  25,378,347  25,384,429 
 Savings  9,857,973  10,909,315 
 Time, $100,000 and over  49,704,393  43,577,206 
 Time, other  63,559,566  72,806,412 
 
   $172,030,618  $173,896,616 
 
At December 31, 2008, the scheduled maturities of time deposits are as follows: 

 2009    $106,566,767 
 2010    1,494,496 
 2011    1,745,113 
 2012    500,571 
 2013    2,957,012 
 
     $113,263,959 
 
 
Note 8 - Borrowings 

Securities sold under agreements to repurchase at December 31, 2008 and 2007 consisted of a $9,100,000 
obligation at 4.60% maturing July 2012.  Securities sold under agreements to repurchase are reflected at the 
amount of cash received in connection with the transaction.  Securities sold under these agreements are retained 
under the Bank’s control at its safekeeping agent and have a fair value of $10,124,940 at December 31, 2008.  The 
Bank may be required to provide additional collateral based on the fair value of the underlying securities.  
Information concerning securities sold under agreements to repurchase for the years ended December 31, 2008 
and 2007: 

   2008  2007 
 
 Balance outstanding at December 31  $9,100,000  $9,100,000 
 Weighted average interest rate at the end of the year  4.60%  4.60%
 Average daily balance during the year  $9,100,000  $9,100,000 
 Weighted average interest rate during the year  4.60%  4.12%
 Maximum month-end balance during the year  $9,100,000  $9,495,000 
 
Long-term debt at December 31, 2008 consists of a $8,000,000 advance from the Federal Home Loan Bank of 
New York (FHLB) due in June 2013 with interest at 3.9%.  The Bank had no borrowings with the FHLB at 
December 31, 2007.  Advances from the FHLB are secured by certain qualifying investments of the Bank. 

Notes to Financial Statements
December 31, 2008 and 2007
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Note 9 - Lease Commitments and Total Rental Expense 

The Bank leases the premises for three branch locations including a loan office under operating lease agreements 
expiring in various years through 2013.  The Bank is responsible to pay all real estate taxes, insurance, utilities 
and maintenance and repairs on the buildings.  In 2006, the Bank entered into two land leases for two new branch 
locations under operating lease agreements expiring through 2026.  The branch buildings for these locations are 
owned by the Bank.  One of these new branch facilities opened in late 2006 and the other opened in late 2008. 

Future minimum lease payments by year and in the aggregate, under the above lease agreements, are as follows: 

 2009  $   258,918 
 2010  190,511 
 2011  188,180 
 2012  191,180 
 2013  171,980 
 Thereafter  1,518,716 
 
   $2,519,485 
 
Rent expense was $284,530 and $272,879 for the years ended December 31, 2008 and 2007, respectively. 

 
Note 10 - Employee Benefit Plan  

The Bank adopted a Savings Incentive Match Plan for Employees (SIMPLE) individual retirement plan as of 
January 1, 2004.  Employees may contribute up to the maximum allowable each year and the Bank will match the 
elective deferral percentage of the employee’s salary up to 3%.  During 2008 and 2007, employer SIMPLE IRA 
matching contributions to the Plan charged to operations were $11,931 and $38,819, respectively.  

 
Note 11 - Comprehensive Income  

Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net 
income.  Although certain changes in assets and liabilities, such as unrealized gains and losses on available for 
sale securities, are reported as a separate component of the equity section of the balance sheet, such items, along 
with net income, are components of comprehensive income. 

The components of other comprehensive income are as follows for the years ended December 31, 2008 and 2007: 

   2008  2007 
 
 Unrealized holding gains on available for sale securities  $393,159  $330,531 
 Less:  Reclassification adjustment for gains (losses) included in net 

income  
 

- 
 

- 
 
 Net Unrealized Gains   393,159  330,531 
      
 Tax Effect  (157,264)  (132,212)
      
 Net of Tax Amount  $235,895  $198,319 

Notes to Financial Statements
December 31, 2008 and 2007
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Note 12 - Stock Option Plans  

Stock option information and activity has been adjusted for the 3.0% stock dividend issued in January 2008.  
Under the Bank’s 1998 Non-Qualified Stock Option Plan for certain employees, officers and directors of the 
Bank, stock options are granted at the discretion of the Board of Directors.  The exercise price of options granted 
to employees and officers cannot be less than 85% of the fair market value of the common shares at the date of 
grant.  The exercise price of options granted to directors cannot be less than the fair market value of the common 
shares at the date of grant.  A maximum of 46,594 shares of common stock are allotted to the Plan.  Stock options 
granted under the Plan expire in ten years.  As of December 31, 2008, shares available under the Plan totaled 230 
shares.  

The Bank also adopted the 2000 Non-Qualified Stock Option Plan for certain employees, officers and directors of 
the Bank and the 2000 Incentive Stock Option Plan for certain employees and officers of the Bank.  Under the 
Plans, stock options are granted at the discretion of the Board of Directors.  Each of the Plans is allotted 46,605 
shares of the Bank’s common stock.  Under the Non-Qualified Stock Option Plan, the exercise price of options 
granted to employees and officers cannot be less than 85% of the fair market value of the common shares at the 
date of grant and options granted to directors cannot be less than the fair market value of the common shares.  
Under the Incentive Stock Option Plan, the exercise price of options granted to employees and officers cannot be 
less than the fair market value of the common shares at the date of grant.  Stock options granted under the Plans 
expire in ten years.  As of December 31, 2008, shares available under these Plans totaled 1,313. 

Effective May 1, 2004, the Bank adopted the 2004 Non-Qualified Stock Option Plan for certain employees, 
officers and directors of the Bank and the 2004 Incentive Stock Option Plan for certain employees and officers of 
the Bank.  Under the Plans, stock options are granted at the discretion of the Board of Directors.  The Non-
Qualified Stock Option Plan was allotted 33,720 shares and the Incentive Stock Option Plan was allotted 74,947 
shares, respectively, of the Bank’s common stock.  Under the Non-Qualified Stock Option Plan, the exercise price 
of options granted to employees and officers cannot be less than 85% of the fair market value of the common 
shares at the date of grant and options granted to directors cannot be less than the fair market value of the 
common shares.  Under the Incentive Stock Option Plan, the exercise price of options granted to employees and 
officers cannot be less than the fair market value of the common shares at the date of grant.  Stock options granted 
under the Plans expire in ten years.  As of December 31, 2008, shares available under the 2004 Non-Qualified 
Stock Option Plan and the 2004 Incentive Stock Option Plan totaled 27,819. 

Notes to Financial Statements
December 31, 2008 and 2007
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Note 12 - Stock Option Plans (Continued) 

The following summarizes changes in stock options outstanding under the plans discussed above for the years 
ended December 31, 2008 and 2007.  Stock option activity has been adjusted for the stock dividends issued in 
2008 and 2007. 

   
Number of 

Options  

Weighted 
Average 
Exercise 

Price 
 
 Outstanding, December 31, 2006  196,879  9.17 
  Granted  1,545  16.25 
  Exercised  (15,725)  8.32 
  Forfeited  (867)  3.90 
 
 Outstanding, December 31, 2007  181,832  9.34 
  Exercised  (37,927)  5.50 
  Forfeited  (24,669)  13.79 
 
 Outstanding at December 31, 2008  119,236  9.63 
 
 Exercisable at December 31, 2008  118,206  9.56 
 
The weighted-average remaining contractual life of the above options is approximately 4.1 years.  Stock options 
outstanding at December 31, 2008 are exercisable at prices ranging from $3.79 to $16.25 per share.  The total 
intrinsic value of options exercised during the years ended December 31, 2008 and 2007 was $-0- and $58,478, 
respectively.  At December 31, 2008, the aggregate intrinsic value of options outstanding and exercisable was 
$-0-.  

Total stock based compensation cost for the years ended December 31, 2008 and 2007 related to stock options 
granted was $4,442 and $4,441, respectively.  There were no tax benefits recognized in 2008 and 2007 related to 
the stock compensation expense. 

As of December 31, 2008, there was $4,442 of unrecognized compensation cost related to nonvested stock 
options granted.  That cost is expected to be recognized over a weighted average period of 1.0 year. 

 

Notes to Financial Statements
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Note 13 - Earnings Per Share  

The following table sets forth the computations of basic and diluted earnings per share for the years ended 
December 31, 2008 and 2007, as adjusted for the stock dividend granted in 2008: 

   2008  2007 
 
 Numerator, net income  $     16,170  $   429,547 
 
 Denominator:     
  Denominator for basic earnings per share, weighted  

  average shares 
 

1,666,462 
 

1,654,189 
  Effect of dilutive securities, stock options  26,547  48,219 
 
 Denominator for diluted earnings per share, weighted  

 average shares and assumed conversions 
 

1,693,009 
 

1,702,408 
 
 Basic earnings per share  $0.01  $0.26 
 
 Diluted earnings per share  $0.01  $0.25 
 
 
Note 14 - Income Taxes 

The components of income tax expense (benefit) for the years ended December 31, 2008 and 2007 are as follows: 

   2008  2007 
 
 Federal:     
  Current  $(161,085)  $256,745 
  Deferred  (2,496)  (256,977)
 
   (163,581)  (232)
 
 State:     
  Current  (5,657)  98,255 
  Deferred  (8,054)  (54,557)
 
   (13,711)  43,698 
 
   $(177,292)  $  43,466 

Notes to Financial Statements
December 31, 2008 and 2007
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Note 14 - Income Taxes (Continued)  

The components of the net deferred tax asset at December 31, 2008 and 2007 are as follows:  

   2008  2007 
 
 Deferred tax assets:     
  Allowance for loan losses  $839,323  $866,365 
  Unrealized losses on securities available for sale  -  34,430 
  Contribution carryforward   897  - 
 
 Total Deferred Tax Assets  840,220  900,795 
 
 Deferred tax liabilities:     
  Cash basis conversion  (57,496)  (114,993)
  Unrealized gain on securities available for sale   (122,834)  - 
  Premises and equipment  (66,703)  (64,061)
  Prepaid expense deductions   (18,160)  - 
 
 Total Deferred Tax Liabilities  (265,193)  (179,054)
 
 Net Deferred Tax Asset  $575,027  $721,741 
 
A reconciliation of the statutory income tax at a rate of 34% to the income tax expense included in the statements 
of income is as follows for the years ended December 31, 2008 and 2007: 

  2008  2007 

  Amount  

% of 
Pre-Tax 
Income 

 

Amount  

% of 
Pre-Tax 
Income 

 
 Federal income tax at statutory rate $  (54,781)  (34)%  $160,824  34% 
 Tax-exempt interest (116,445)  (70)  (150,255) (32) 
 State tax expense, net of federal benefit (9,049)  (6)  28,688 7 
 Other 2,983  -  4,209 - 
 
  $(177,292)  (110)%  $  43,466  9% 
 
 
Note 15 - Transactions with Executive Officers, Directors and Principal Stockholders  

The Bank has had, and may be expected to have in the future, banking transactions in the ordinary course of 
business with its executive officers, directors, principal stockholders, their immediate families and affiliated 
companies (commonly referred to as related parties), on the same terms, including interest rates and collateral, as 
those prevailing at the time for comparable transactions with others.  Loans to related parties at December 31, 
2008 were $5,897,776.  Advances and repayments during 2008 totaled $500,000 and $109,087, respectively.  
Loans to related parties at December 31, 2007 were $5,506,863. 

Notes to Financial Statements
December 31, 2008 and 2007
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Note 16 - Financial Instruments with Off-Balance Sheet Risk 

The Bank is a party to financial instruments with off-balance sheet risk in the normal course of business to meet 
the financing needs of its customers.  These financial instruments include commitments to extend credit and 
letters of credit.  Those instruments involve, to varying degrees, elements of credit risk in excess of the amount 
recognized in the balance sheet. 

The Bank's exposure to credit loss in the event of nonperformance by the other party to the financial instrument 
for commitments to extend credit is represented by the contractual amount of those instruments.  The Bank uses 
the same credit policies in making commitments and conditional obligations as it does for on-balance sheet 
instruments. 

A summary of the Bank's financial instrument commitments at December 31, 2008 and 2007 is as follows: 

   Contract Amount 
   2008  2007 

 
 Commitments to grant loans  $  5,458,000  $  1,674,000 
 Unfunded commitments under lines of credit  18,180,000  16,055,000 
 Commercial and standby letters of credit  4,051,000  3,685,000 
 
   $27,689,000  $21,414,000 
 
Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any 
condition established in the contract.  Since many of the commitments are expected to expire without being drawn 
upon, the total commitment amounts do not necessarily represent future cash requirements.  Commitments 
generally have fixed expiration dates or other termination clauses and may require payment of a fee.  The Bank 
evaluates each customer's credit worthiness on a case-by-case basis.  The amount of collateral obtained, if deemed 
necessary by the Bank upon extension of credit, is based on management's credit evaluation.  Collateral held 
varies but may include personal or commercial real estate, accounts receivable, inventory and equipment. 

Outstanding letters of credit written are conditional commitments issued by the Bank to guarantee the 
performance of a customer to a third party.  The majority of these standby letters of credit expire within the next 
twelve months.  The credit risk involved in issuing letters of credit is essentially the same as that involved in 
extending other loan commitments.  The Bank requires collateral supporting these letters of credit as deemed 
necessary.  The maximum undiscounted exposure related to these commitments at December 31, 2008 was 
$4,051,000, and the approximate value of underlying collateral upon liquidation that would be expected to cover 
this maximum potential exposure was $3,832,000.  The current amount of the liability as of December 31, 2008 
and 2007 for guarantees under standby letters of credit issued is not material.  

 
Note 17 - Contingencies 

There are no material legal proceedings to which the Bank is party to except proceedings which arise in the 
normal course of business and, in the opinion of management, will not have any material effect on the 
consolidated financial position of the Bank.  

Notes to Financial Statements
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Note 18 - Regulatory Matters 

The Bank is required to maintain cash reserve balances in vault cash or with the Federal Reserve Bank.  The total 
of these reserve balances at December 31, 2008 was approximately $965,000.  

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

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

At December 31, 2008, the most recent notification from the Federal Deposit Insurance Corporation categorized 
the Bank as well capitalized under the regulatory framework for prompt corrective action.  There are no 
conditions or events since that notification that management believes have changed the Bank’s category. 

The Bank’s actual capital ratios at December 31, 2008 and 2007 and the minimum ratios required for capital 
adequacy purposes and to be well capitalized under the prompt corrective action provisions are as follows: 

 

 

 
 

Actual  

 
For Capital Adequacy 

Purposes  

To be Well Capitalized 
under Prompt Corrective 

Action Provisions  
  Amount  Ratio  Amount  Ratio  Amount  Ratio  
  (Dollar Amounts in Thousands)  
 
As of December 31, 2008:              
 Total capital (to risk-weighted 

assets)  $20,054  12.11 % $≥13,252  ≥8.0 % $≥16,564  ≥10.0 %
 Tier 1 capital (to risk-weighted 

assets)  17,983  10.86  ≥  6,626  ≥4.0  ≥  9,939  ≥  6.0  
 Tier 1 capital (to average assets)  17,983  8.69  ≥  8,273  ≥4.0  ≥10,342  ≥  5.0  
 
As of December 31, 2007:              
 Total capital (to risk-weighted 

assets)  $19,783  12.19 % $≥12,978  ≥8.0 % $≥16,223  ≥10.0 % 
 Tier 1 capital (to risk-weighted 

assets)  17,753  10.94  ≥  6,489  ≥4.0  ≥  9,734  ≥  6.0  
 Tier 1 capital (to average assets)  17,753  9.04  ≥  7,854  ≥4.0  ≥  9,818  ≥  5.0  
              
 
The Bank is subject to certain regulatory restrictions on the amount of dividends that it may declare without prior 
regulatory approval.  
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Note 19 - Fair Values of Financial Instruments  

Management uses its best judgment in estimating the fair value of the Bank’s financial instruments; however, 
there are inherent weaknesses in any estimation technique.  Therefore, for substantially all financial instruments, 
the fair value estimates herein are not necessarily indicative of the amounts the Bank could have realized in a 
sales transaction on the dates indicated.  The estimated fair value amounts have been measured as of their 
respective year ends and have not been re-evaluated or updated for purposes of these financial statements 
subsequent to these respective dates.  As such, the estimated fair values of these financial instruments subsequent 
to the respective reporting dates may be different than the amounts reported at each year end. 

In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement No. 157, “Fair Value 
Measurements” (“SFAS 157”), which defines fair value, establishes a framework for measuring fair value under 
GAAP, and expands disclosures about fair value measurements.  SFAS 157 applies to other accounting 
pronouncements that require or permit fair value measurements.  The Bank adopted SFAS 157 effective for its 
fiscal year beginning January 1, 2008. 

In December 2007, the FASB issued FASB Staff Position 157-2, “Effective Date of FASB Statement No. 157” 
(“FSP 157-2”).  FSP 157-2 delays the effective date of SFAS 157 for all non-financial assets and liabilities, 
except those that are recognized or disclosed at fair value on a recurring basis (at least annually) to fiscal years 
beginning after November 15, 2008 and interim periods within those fiscal years.  As such, the Bank only 
partially adopted the provisions of SFAS 157, and will begin to account and report for non-financial assets and 
liabilities in 2009.  In October 2008, the FASB issued FASB Staff Position 157-3, “Determining the Fair Value of 
a Financial Asset When the Market for that Asset is Not Active” (“FSP 157-3”), to clarify the application of the 
provisions of SFAS 157 in an inactive market and how an entity would determine fair value in an inactive 
market.  FSP 157-3 is effective immediately and applies to our September 30, 2008 financial statements. The 
adoption of SFAS 157, FSP 157-2 and FSP 157-3 had no impact on the amounts reported in the financial 
statements.   

The primary effect of SFAS 157 on the Bank was to expand the required disclosures pertaining to the methods 
used to determine fair values. 

SFAS 157 establishes a fair value hierarchy that prioritizes the inputs to valuation methods used to measure fair 
value.  The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or 
liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements).  The 
three levels of the fair value hierarchy under SFAS 157 are as follows: 

Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical, 
unrestricted assets or liabilities. 

 
Level 2: Quoted prices in markets that are not active, or inputs that are observable either directly or indirectly, 

for substantially the full term of the asset or liability. 
 
Level 3: Prices or valuation techniques that require inputs that are both significant to the fair value measurement 

and unobservable (i.e., supported with little or no market activity). 

An asset’s or liability’s level within the fair value hierarchy is based on the lowest level of input that is significant 
to the fair value measurement. 
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Note 19 - Fair Values of Financial Instruments (Continued)  

For financial assets measured at fair value on a recurring basis, the fair value measurements by level within the 
fair value hierarchy used at December 31, 2008 are as follows: 

Description  

 

December 31, 
2008 

 (Level 1) 
Quoted Prices in 
Active Markets 

for Identical 
Assets 

 (Level 2) 
Significant  

Other  
Observable  

Inputs 

 
(Level 3) 

Significant 
Unobservable 

Inputs 
         
Securities available for sale  $26,745,209  $     -  $26,745,209  $     - 
 
For financial assets measured at fair value on a nonrecurring basis, the fair value measurements by level within 
the fair value hierarchy used at December 31, 2008 are as follows: 

   Fair Value Measurements Using 

Description   

Year Ended 
December 31, 

2008 

Quoted Prices 
in Active 

Markets for 
Identical Assets

(Level 1) 

Significant 
Other 

Observable 
Inputs  

(Level 2) 

Significant 
Unobservable 

Inputs 
(Level 3) 

       
Impaired loans  $607,467  $     -  $     -  $607,467 
 
The Bank has partially applied SFAS 157.  In accordance with FSP 157-2, we have delayed, until our year ending 
December 31, 2009, applying the provisions of SFAS 157 to other real estate owned (carried at the lower of cost 
or fair value less costs to sell). 

Below is management’s estimate of the fair value of all financial instruments, whether carried at cost or fair value 
on the Bank’s balance sheet. 
 
The following information should not be interpreted as an estimate of the fair value of the entire Bank since a fair 
value calculation is only provided for a limited portion of the Bank’s assets and liabilities.  Due to a wide range of 
valuation techniques and the degree of subjectivity used in making the estimates, comparisons between the 
Bank’s disclosures and those of other companies may not be meaningful.  The following methods and 
assumptions were used to estimate the fair value of the Bank’s financial instruments: 

Cash and Cash Equivalents (Carried at Cost) 

The carrying amounts reported in the balance sheet for cash and short-term instruments approximate those 
assets’ fair values.  
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Note 19 - Fair Values of Financial Instruments (Continued)  

Securities 

The fair value of securities available for sale (carried at fair value) and held to maturity (carried at amortized 
cost) are determined by obtaining quoted market prices on nationally recognized securities exchanges 
(Level 1), or matrix pricing (Level 2), which is a mathematical technique used widely in the industry to value 
debt securities without relying exclusively on quoted market prices for the specific securities but rather by 
relying on the securities’ relationship to other benchmark quoted prices.  For certain securities which are not 
traded in active markets or are subject to transfer restrictions, valuations are adjusted to reflect illiquidity 
and/or non-transferability, and such adjustments are generally based on available market evidence (Level 3).  
In the absence of such evidence, management’s best estimate is used.  Management’s best estimate consists of 
both internal and external support on certain Level 3 investments.  Internal cash flow models using a present 
value formula that includes assumptions market participants would use along with indicative exit pricing 
obtained from broker/dealers (where available) were used to support fair values of certain Level 3 
investments.  

Loans Receivable (Carried at Cost) 

The fair values of loans are estimated using discounted cash flow analyses, using market rates at the balance 
sheet date that reflect the credit and interest rate-risk inherent in the loans.  Projected future cash flows are 
calculated based upon contractual maturity or call dates, projected repayments and prepayments of principal.  
Generally, for variable rate loans that reprice frequently and with no significant change in credit risk, fair 
values are based on carrying values.   

Impaired Loans (Generally Carried at Fair Value) 

Impaired loans are those that are accounted for under FASB Statement No. 114, Accounting by Creditors for 
Impairment of a Loan (“SFAS 114”), in which the Bank has measured impairment generally based on the fair 
value of the loan’s collateral.  Fair value is generally determined based upon independent third-party 
appraisals of the properties, or discounted cash flows based upon the expected proceeds.  These assets are 
included as Level 3 fair values, based upon the lowest level of input that is significant to the fair value 
measurements.  The fair value consists of the loan balances of $742,968, net of a valuation allowance of 
$135,501.  Additional provisions for loan losses of $1,940,900 were recorded during the year ended 
December 31, 2008 on impaired loans. 

Federal Home Loan Bank Stock (Carried at Cost) 

The carrying amount of restricted investment in bank stock approximates fair value, and considers the limited 
marketability of such securities.   

Accrued Interest Receivable and Payable (Carried at Cost) 

The carrying amount of accrued interest receivable and accrued interest payable approximates its fair value. 

Deposit Liabilities (Carried at Cost) 

The fair values disclosed for demand deposits (e.g., interest and noninterest checking, passbook savings and 
money market accounts) are, by definition, equal to the amount payable on demand at the reporting date (i.e., 
their carrying amounts).  Fair values for fixed-rate certificates of deposit are estimated using a discounted 
cash flow calculation that applies interest rates currently being offered in the market on certificates to a 
schedule of aggregated expected monthly maturities on time deposits.  
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Note 19 - Fair Values of Financial Instruments (Continued)  

Short-Term Borrowings (Carried at Cost) 

The carrying amounts of short-term borrowings approximate their fair values.  

Securities Sold Under Agreements to Repurchase and Long-Term Debt (Carried at Cost) 

Fair values of these borrowings are estimated using discounted cash flow analysis, based on quoted prices for 
new advances with similar credit risk characteristics, terms and remaining maturity.  These prices obtained 
from this active market represent a market value that is deemed to represent the transfer price if the liability 
were assumed by a third party.   

Off-Balance Sheet Financial Instruments (Disclosed at Cost) 

Fair values for the Bank’s off-balance sheet financial instruments (lending commitments and letters of credit) 
are based on fees currently charged in the market to enter into similar agreements, taking into account, the 
remaining terms of the agreements and the counterparties’ credit standing.  The fair value of these instruments 
was not material at December 31, 2008 and 2007. 

The estimated fair values of the Bank’s financial instruments at December 31, 2008 and 2007 were as follows: 

  2008  2007 

  
Carrying 
Amount  

Fair 
Value  

Carrying 
Amount  

Fair 
Value 

  (In Thousands) 
 

Financial assets:         
 Cash and cash equivalents  $  8,563  $  8,563  $   5,191  $  5,191 
 Securities available for sale  26,745  26,745  20,193  20,193 
 Securities held to maturity  8,420  8,547  13,802  13,988 
 Federal Home Loan stock, at cost   612  612  -  - 
 Loans receivable, net  154,507  153,874  155,150  152,875 
 Accrued interest receivable  967  967  1,003  1,003 
         
Financial liabilities:         
 Deposits  172,031  172,812  173,897  174,341 
 Securities sold under agreements to 

repurchase 
 

9,100 
 

9,440 
 

9,100 
 

9,527 
 Long-term debt  8,000  8,211  -  - 
 Accrued interest payable  661  661  799  799 
         
Off-balance sheet financial instruments:          
 Commitments to extend credit  -  -  -  - 
 Standby letters of credit  -  -  -  - 
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Independent Auditor’s Report 

To the Board of Directors   
Shore Community Bank   
Toms River, New Jersey  

We have audited the accompanying balance sheets of Shore Community Bank as of December 31, 
2008 and 2007, and the related statements of income, stockholders' equity and cash flows for the years then 
ended.  These financial statements are the responsibility of the Bank's management.  Our responsibility is to 
express an opinion on these financial statements based on our audits.  

We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America.  Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement.  An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation.  We believe that our audits provide a reasonable basis for our 
opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Shore Community Bank as of December 31, 2008 and 2007, and the results of its 
operations and its cash flows for the years then ended, in conformity with accounting principles generally 
accepted in the United States of America. 

Beard Miller Company LLP  
Allentown, Pennsylvania  
February 26, 2009 
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