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This report contains certain ‘“forward-looking statements” within the meaning of the federal securities laws. These
statements are not historical facts; rather, they are statements based on Northeast Community Bancorp, Inc.’s current
expectations regarding its business strategies, intended results and future performance. Forward-looking statements
are preceded by terms such as “expects,” “believes,” *

LN

anticipates,” “intends” and similar expressions.

Management’s ability to predict results or the effect of future plans or strategies is inherently uncertain. Factors which
could affect actual results include interest rate trends, the general economic climate in the market area in which
Northeast Community Bancorp, Inc. operates, as well as nationwide, Northeast Community Bancorp, Inc.’s ability to
control costs and expenses, competitive products and pricing, loan delinquency rates, demand for loans and deposits,
changes in quality or composition of our loan portfolio and changes in federal and state legislation and regulation. For
further discussion of factors that may affect our results, see “Item 1A. Risk Factors” in this Annual Report on Form
10-K (“Form 10-K”). These factors should be considered in evaluating the forward-looking statements and undue
reliance should not be placed on such statements. Northeast Community Bancorp, Inc. assumes no obligation to
update any forward-looking statements.

PART 1
Item 1. BUSINESS
General

Northeast Community Bancorp, Inc. (“Northeast Community Bancorp” or the “Company”) is a federally chartered stock
holding company established on July 5, 2006 to be the holding company for Northeast Community Bank (the
“Bank”). Northeast Community Bancorp’s business activity is the ownership of the outstanding capital stock of the
Bank. Northeast Community Bancorp does not own or lease any property but instead uses the premises, equipment
and other property of the Bank with the payment of appropriate rental fees, as required by applicable law and
regulations, under the terms of an expense allocation agreement.

Northeast Community Bancorp, MHC (the “MHC”) is the Company’s federally chartered mutual holding company
parent. As a mutual holding company, the MHC is a non-stock company that has as its members the depositors of
Northeast Community Bank. The MHC does not engage in any business activity other than owning a majority of the
common stock of Northeast Community Bancorp. So long as we remain in the mutual holding company form of
organization, the MHC will own a majority of the outstanding shares of Northeast Community Bancorp.

Northeast Community Bank was originally chartered in 1934. In 2006, Northeast Community Bank changed its name
from “Fourth Federal Savings Bank” to “Northeast Community Bank.”

We operate as a community-oriented financial institution offering traditional financial services to consumers and
businesses in our market area and our lending territory. We attract deposits from the general public and use those
funds to originate multi-family residential, mixed-use and non-residential real estate and consumer loans, which we
hold for investment. We have been originating multi-family and mixed-use real estate loans for over half a
century. In 2007, we established a new commercial loan department and have increased this portfolio from no
commercial loans at March 31, 2007 to $23.9 million of commercial loans committed with $10.4 million drawn at
December 31, 2009. We do not offer one- to four-family residential loans.

In November 2007, we completed the acquisition of the operating assets of Hayden Financial Group, LLC, an
investment advisory firm located in Westport, Connecticut. This acquisition gives us the ability to offer investment
advisory and financial planning services under the name Hayden Wealth Management Group, a division of the Bank,
through a networking arrangement with a registered broker-dealer and investment advisor.
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Available Information

Our website address is www.necommunitybank.com. Information on our website should not be considered a part of
this Form 10-K.

Market Area

We are headquartered in White Plains, New York, which is located in Westchester County and we operate through our
main office in White Plains, our five other full-service branch offices in the New York City boroughs of Manhattan
(New York County), Brooklyn (Kings County) and Bronx (Bronx County) and our two full-service branch offices in
Danvers and Plymouth, Massachusetts. Our two Massachusetts branches were opened in the second quarter of
2009. We generate deposits through our main office and seven branch offices. We conduct lending activities
throughout the Northeastern United States, including New York, Massachusetts, New Jersey, Connecticut, and
Pennsylvania.

Our primary market area includes a population base with a broad cross section of wealth, employment and
ethnicity. We operate in markets that generally have experienced relatively slow demographic growth, a characteristic
typical of mature urban markets located throughout the Northeast region. New York County is a relatively affluent
market, reflecting the influence of Wall Street along with the presence of a broad spectrum of Fortune 500
companies. Comparatively, Kings County and Bronx County are home to a broad socioeconomic spectrum, with a
significant portion of the respective populations employed in relatively low wage blue collar jobs. Westchester
County is also an affluent market, serving as a desired suburban location for commuting into New York City as well
as reflecting growth of higher paying jobs in the county, particularly in White Plains. The counties in which the
Danvers and Plymouth retail branches currently operate include a mixture of rural, suburban and urban markets. The
economies of these areas were historically based on manufacturing, but, similar to many areas of the country, the
underpinnings of these economies are now more service oriented, with employment spread across many economic
sectors including service, finance, health-care, technology, real estate and government.

While each of the states in our lending area has different economic characteristics, our customer base in these states
tends to be similar to our customer base in New York and is comprised mostly of owners of low to moderate income
apartment buildings or non-residential real estate in low to moderate income areas. Outside the State of New York,
our largest concentration of real estate loans is in Massachusetts.

Competition

We face significant competition for the attraction of deposits. The New York and Boston metropolitan areas have a

significant concentration of financial institutions, including large money center and regional banks, community banks

and credit unions. Over the past 10 years, consolidation of the banking industry in the New York and Boston

metropolitan areas has continued, resulting in larger and increasingly efficient competitors. We also face competition

for depositors’ funds from money market funds, mutual funds and other corporate and government securities. At June
30, 2009, which is the most recent date for which data is available from the Federal Deposit Insurance Corporation,

we held 0.09% or less of the deposits in Kings and New York counties, New York, approximately 0.64% and 0.17%

of the deposits in Bronx and Westchester Counties, New York, respectively, and 0.24% and 0.29% of the deposits in

Essex and Plymouth Counties, Massachusetts, respectively.

We also face significant competition for the origination of loans. Our competition for loans comes primarily from

financial institutions in our lending territory, and, to a lesser extent, from other financial service providers such as
insurance companies, hedge funds and mortgage companies. As our lending territory is based around densely
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populated areas surrounding urban centers, we face significant competition from regional banks, savings banks and
commercial banks in the New York and Boston metropolitan areas as well as in the other states that we designate as
our lending territory. The competition for loans that we encounter, as well as the types of institutions with which we
compete, varies from time to time depending upon certain factors, including the general




Edgar Filing: NORTHEAST COMMUNITY BANCORP INC - Form 10-K

Index

availability of lendable funds and credit, general and local economic conditions, current interest rate levels, volatility
in the mortgage markets and other factors which are not readily predictable.

We expect competition to increase in the future as a result of legislative, regulatory and technological changes and the
continuing trend of consolidation in the financial services industry. Technological advances, for example, have
lowered the barriers to market entry, allowed banks and other lenders to expand their geographic reach by providing
services over the Internet and made it possible for non-depository institutions to offer products and services that
traditionally have been provided by banks. Changes in federal law permit affiliation among banks, securities firms
and insurance companies, which promotes a competitive environment in the financial services industry. Competition
for deposits and the origination of loans could limit our future growth.

Lending Activities

General. We originate loans primarily for investment purposes. The largest segment of our loan portfolio is
multi-family residential real estate loans. We also originate mixed-use real estate loans and non-residential real estate
loans, and in 2007 we began originating commercial loans. To a limited degree, we make consumer loans and
purchase participation interests in construction loans. We currently do not originate one- to four-family residential
loans and have no present intention to do so in the future. We consider our lending territory to be the Northeastern
United States, including New York, Massachusetts, New Jersey, Connecticut, and Pennsylvania. We do not originate
or purchase subprime loans.

Multi-family and Mixed-use Real Estate Loans. We offer adjustable rate mortgage loans secured by multi-family and
mixed-use real estate. These loans are comprised primarily of loans on low to moderate income apartment buildings
located in our lending territory and include, to a limited degree, loans on cooperative apartment buildings (in the New
York area), loans for Section 8 multi-family housing and loans for single room occupancy (“SRO”) multi-family
housing properties. In New York, most of the apartment buildings that we lend on are rent-stabilized. Mixed-use real
estate loans are secured by properties that are intended for both residential and business use. Until 2004, our policy
had been to originate multi-family and mixed-use real estate loans primarily in the New York metropolitan area. In
January 2004, we opened our first location outside of New York and now originate multi-family and mixed-use real
estate loans in several northeastern states.

For the year ended December 31, 2009, originations of multi-family real estate loans in states other than New York
and Massachusetts represented 37.3% of our total multi-family mortgage loan originations, and originations of
mixed-use real estate loans in states other than New York and Massachusetts represented 4.7% of our total mixed-use
mortgage loan originations. For the year ended December 31, 2008, originations of multi-family real estate loans in
states other than New York and Massachusetts represented 41.8% of our total multi-family mortgage loan
originations, and originations of mixed-use real estate loans in New York and Massachusetts represented 100.0% of
our total mixed-use mortgage loan originations. We intend to continue our originations of multi-family and mixed-use
real estate loans in the several states in which we are currently lending.

We originate a variety of adjustable-rate and balloon multi-family and mixed-use real estate loans. The
adjustable-rate loans have fixed rates for a period of up to five years and then adjust every three to five years
thereafter, based on the terms of the loan. Maturities on these loans can be up to 15 years, and typically they amortize
over a 20 to 30-year period. Interest rates on our adjustable-rate loans are adjusted to a rate that equals the applicable
three-year or five-year constant maturity treasury index plus a margin. The balloon loans have a maximum maturity
of five years. The lifetime interest rate cap is five percentage points over the initial interest rate of the loan (four
percentage points for loans with three-year terms). For a mixed-use property with commercial space accounting for
over 30% of the gross operating income of the building, competition permitting, the rate offered is generally based on
the rate we offer for non-residential real estate loans. Due to the nature of our borrowers and our lending niche, the
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typical multi-family or mixed-use real estate loan refinances within the first five-year period and, in doing so,
generates prepayment penalties ranging from five points to one point of the outstanding loan balance. Under our
loan-refinancing program, borrowers who are current under the terms and conditions of their contractual obligations
can apply to refinance their existing loans to the rates and terms then offered on new loans after the payment of their
contractual prepayment penalties.
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In making multi-family and mixed-use real estate loans, we primarily consider the net operating income generated by
the real estate to support the debt service, the financial resources, income level and managerial expertise of the
borrower, the marketability of the property and our lending experience with the borrower. We do not typically require
a personal guarantee of the borrower, but may do so depending on the location, building condition or credit
profile. We rate the property underlying the loan as Class A, B or C. Our current policy is to require a minimum debt
service coverage ratio (the ratio of earnings after subtracting all operating expenses to debt service payments) of
1.20% to 1.50% depending on the rating of the underlying property. On multi-family and mixed-use real estate loans,
our current policy is to finance up to 75% of the lesser of the appraised value or purchase price of the property
securing the loan on purchases and refinances of Class A and B properties and up to 65% of the lesser of the appraised
value or purchase price for properties that are rated Class C. Properties securing multi-family and mixed-use real
estate loans are appraised by independent appraisers, inspected by us and generally require Phase 1 environmental
surveys.

We have been originating multi-family and mixed-use real estate loans in the New York market area for more than 75
years. In the New York market area, our ability to continue to grow our portfolio is dependent on the continuation of
our relationships with mortgage brokers, as the multi-family and mixed-use real estate loan market is primarily broker
driven. We have longstanding relationships with mortgage brokers in the New York market area, who are familiar
with our lending practices and our underwriting standards. During the past five years we have developed similar
relationships with mortgage brokers in the other states within our lending territory, in particular Massachusetts, and
will continue to do so in order to grow our loan portfolio.

The majority of the multi-family real estate loans in our portfolio are secured by twenty unit to one hundred unit
apartment buildings. At December 31, 2009, the majority of our mixed-use real estate loans are secured by properties
that are at least 70% residential, but contain some non-residential space.

On December 31, 2009, the largest outstanding multi-family real estate loan had a balance of $8.6 million and is
performing according to its terms at December 31, 2009. This loan is secured by a 216 unit apartment complex
located in Philadelphia, Pennsylvania. The largest mixed-use real estate loan had a balance of $4.0 million and is
performing according to its terms at December 31, 2009. This loan is secured by a mixed-use building with 10
apartment units and 5 commercial units located in Jamaica, New York. As of December 31, 2009, the average loan
balance in our multi-family and mixed-use portfolio was approximately $667,000.

Non-residential Real Estate Loans. Due to current market conditions, we discontinued offering new non-residential
real estate loans effective the first quarter of 2009. We will continue to monitor market conditions to determine
whether we will resume offering such loans at a future date. Our non-residential real estate loans are generally
secured by office buildings, medical facilities and retail shopping centers that are primarily located in moderate
income areas within our lending territory.

Our non-residential real estate loans are structured in a manner similar to our multi-family and mixed-use real estate

loans, typically at a fixed rate of interest for three to five years and then a rate that adjusts every three to five years

over the term of the loan, which is typically 15 years. Interest rates and payments on these loans generally are based

on the three-year or five-year constant maturity treasury index plus a margin. The lifetime interest rate cap is five

percentage points over the initial interest rate of the loan (four percentage points for loans with three-year

terms). Loans are secured by first mortgages that generally do not exceed 75% of the property’s appraised
value. Properties securing non-residential real estate loans are appraised by independent appraisers and inspected by

us.

We also charge prepayment penalties, with five points of the outstanding loan balance generally being charged on
loans that refinance in the first year of the mortgage, scaling down to one point on loans that refinance in year
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five. These loans are typically repaid or the term extended before maturity, in which case a new rate is negotiated to
meet market conditions and an extension of the loan is executed for a new term with a new amortization
schedule. Our non-residential real estate loans tend to refinance within the first five-year period.

Our assessment of credit risk and our underwriting standards and procedures for non-residential real estate loans are

similar to those applicable to our multi-family and mixed-use real estate loans. In reaching a decision on whether to

make a non-residential real estate loan, we consider the net operating income of the property, the borrower’s expertise,
credit history and profitability and the value of the underlying property. In addition, with respect to rental properties,

we will also consider the term of the lease and the credit quality of the tenants. We have generally required that the

properties securing non-residential real estate loans have debt service coverage ratios (the ratio of earnings after

subtracting all operating expenses to debt service payments) of at least 1.30%. Phase 1 environmental surveys and

property inspections are required for all loans.
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At December 31, 2009, we had $105.2 million in non-residential real estate loans outstanding, or 26.8% of total
loans. Originations in states other than New York and Massachusetts represented 17.3% of our total originations of
non-residential real estate loans for the year ended December 31, 2009 and 14.4% for the year ended December 31,
2008.

At December 31, 2009, the largest outstanding non-residential real estate loan had an outstanding balance of $4.5
million. This loan is secured by a multi-tenant office building located in Lawrenceville, New Jersey, and was
performing according to its terms at December 31, 2009. At December 31, 2009, the largest outstanding
non-residential real estate loan relationship with one borrower was comprised of six loans totaling $12.6 million
secured by six office buildings located in the Syracuse, New York area. These six loans were performing according to
their terms at December 31, 2009. As of December 31, 2009, the average balance of loans in our non-residential loan
portfolio was $1.2 million.

In addition, at December 31, 2009, we had one note, which is treated as a loan in our non-residential loan portfolio
with a net present value of $10.9 million that we received in connection with the sale of our First Avenue branch
office building. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Sale of
New York City Branch Office.”

Equity Lines of Credit on Real Estate Loans. Northeast Community Bank offers equity lines of credit on
multi-family, mixed-use and non-residential real estate properties on which it holds the first mortgage.

For existing borrowers only, we offer an equity line of credit program secured by a second mortgage on the borrower’s
multi-family, mixed-use or non-residential property. All lines of credit are underwritten separately from the first
mortgage and support debt service ratios and loan-to-value ratios that when combined with the first mortgage meet or
exceed our current underwriting standards for multi-family, mixed-use and non-residential real estate
loans. Borrowers typically hold these lines in reserve and use them for ongoing property improvements or to purchase
additional properties when the opportunity arises.

Our equity lines of credit are typically interest only for the first five years and then the remaining term of the line of
credit is tied to the remaining term on the first mortgage on the multi-family, mixed-use or non-residential
property. After the first five years, a payment of both principal and interest is required. Interest rates and payments
on our equity lines of credit are indexed to the prime rate as published in The Wall Street Journal and adjusted as the
prime rate changes. Interest rate adjustments on equity lines of credit are limited to a specified maximum percentage
over the initial interest rate.

Commercial Loans. Continuing our plan to diversify our portfolio, both geographically and by product type, in March
2007 we hired two individuals with significant commercial bank lending experience, a senior lending officer and a
commercial underwriter, for our new commercial lending department. Interest rates and payments on our commercial
loans are typically indexed to the prime rate as published in the Wall Street Journal and adjusted as the prime rate
changes. Our commercial loan portfolio increased from $22.8 million of commercial loans committed with $7.6
million drawn at December 31, 2008 to $23.9 million of commercial loans committed with $10.4 million drawn at
December 31, 2009.

At December 31, 2009, the largest commercial loan and the largest outstanding commercial loan was a line of credit
totaling $4.0 million, with a $2.0 million outstanding balance and a remaining available line of credit of $2.0

million. This loan is secured by the assets of a construction business located in Pleasantville, New York.

At December 31, 2009, the largest outstanding commercial loan and mortgage loan relationship with one borrower
was comprised of three loans totaling $2.5 million, consisting of two commercial loans totaling $2.4 million and a first
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mortgage loan with an outstanding balance of $165,000. The two commercial loans consisted of a line of credit of
$3.3 million, with an outstanding balance totaling $1.9 million and a remaining available line of credit of $1.4 million,
and a term loan with an outstanding balance of $480,000. The line of credit is secured by the assets of a construction
business located in Mineola, New York and the term loan is secured by the cash value of a whole life insurance policy
on the owner of the business. The first mortgage loan is secured by the nonresidential property occupied by the
business.
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All the aforementioned commercial loans were performing according to their terms at December 31, 2009.

Construction Loans. Historically, we have purchased participation interests in loans to finance the construction of
multi-family, mixed-use and non-residential buildings. We perform our own underwriting analysis on each of our
participation interests before purchasing such loans. Construction loans are typically for twelve to twenty-four month
terms and pay interest only during that period. All construction loans are underwritten as if they will be rental
properties and must meet our normal debt service and loan to value ratio requirements on an as completed basis. The
outstanding balance of construction loan participation interests purchased totaled $15.1 million at December 31,
2009. Due to current market conditions, we discontinued purchasing participation interests in construction loans
effective the first quarter of 2009.

At December 31, 2009, the largest outstanding construction loan participation consisted of four loans with an
aggregate outstanding balance of $7.5 million (net of loans in process of $78,000) for a total potential exposure of
$7.6 million. This balance represents our 25% participation ownership of the loans. These loans are secured by a
building undergoing renovation to become a 151 room hotel located in Long Beach, New York, and were performing
according to their terms at December 31, 2009.

Consumer Loans. We offer loans secured by savings accounts or certificates of deposit (share loans) and overdraft
protection for checking accounts which is linked to statement savings accounts and has the ability to transfer funds
from the statement savings account to the checking account when needed to cover overdrafts. At December 31, 2009,
our portfolio of consumer loans was $150,000, or 0.04% of total loans.

Loan Underwriting Risks

Adjustable-Rate Loans. While we anticipate that adjustable-rate loans will better offset the adverse effects of an
increase in interest rates as compared to fixed-rate loans, the increased payments required of adjustable-rate loan
borrowers in a rising interest rate environment could cause an increase in delinquencies and defaults. The
marketability of the underlying property also may be adversely affected in a high interest rate environment. In
addition, although adjustable-rate loans help make our loan portfolio more responsive to changes in interest rates, the
extent of this interest sensitivity is limited by the lifetime interest rate adjustment limits.

Multi-family, Mixed-use and Non-residential Real Estate Loans. Loans secured by multi-family, mixed-use and
non-residential real estate generally have larger balances and involve a greater degree of risk than one- to four-family
residential mortgage loans. Of primary concern in multi-family, mixed-use and non-residential real estate lending is
the borrower’s creditworthiness and the feasibility and cash flow potential of the project. Payments on loans secured
by income properties often depend on successful operation and management of the properties. As a result, repayment
of such loans may be subject to a greater extent than residential real estate loans to adverse conditions in the real estate
market or the economy. To monitor cash flows on income producing properties, we require borrowers to provide
annual financial statements for all multi-family, mixed-use and non-residential real estate loans. In reaching a
decision on whether to make a multi-family, mixed-use or non-residential real estate loan, we consider the net
operating income of the property, the borrower’s expertise, credit history and profitability and the value of the
underlying property. In addition, with respect to non-residential real estate properties, we also consider the term of the
lease and the quality of the tenants. An appraisal of the real estate used as collateral for the real estate loan is also
obtained as part of the underwriting process. We have generally required that the properties securing these real estate
loans have debt service coverage ratios (the ratio of earnings after subtracting all operating expenses to debt service
payments) of at least 1.25%. In underwriting these loans, we take into account projected increases in interest rates in
determining whether a loan meets our debt service coverage ratios at the higher interest rate under the adjustable rate
mortgage. Environmental surveys and property inspections are utilized for all loans.
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Commercial Loans. Unlike residential mortgage loans, which are generally made on the basis of a borrower’s ability
to make repayment from his or her employment or other income and are secured by real property whose value tends to
be more ascertainable, commercial loans are of higher risk and tend to be made on the basis of a borrower’s ability to
make repayment from the cash flow of the borrower’s business. As a result, the availability of funds for the repayment
of commercial loans may depend substantially on the success of the business itself. Further, any collateral securing
such loans may depreciate over time, may be difficult to appraise and may fluctuate in value.

Construction Loans. We have purchased participation interests in loans to finance the construction of multi-family,
mixed-use and non-residential buildings. Construction financing affords the Bank the opportunity to achieve higher
interest rates and fees with shorter terms to maturity than do residential mortgage loans. However, construction
financing is generally considered to involve a higher degree of risk of loss than long-term financing on improved,
occupied real estate due to (1) the increased difficulty at the time the loan is made of estimating the building costs and
the selling price of the property to be built; (2) the increased difficulty and costs of monitoring the loan; (3) the higher
degree of sensitivity to increases in market rates of interest; and (4) the increased difficulty of working out loan
problems. The Bank has sought to minimize this risk by limiting the amount of construction loan participation
interests outstanding at any time and by spreading the participations among multi-family, mixed-use and
non-residential projects. We perform our own underwriting analysis on each of our construction loan participation
interests before purchasing such loans and therefore believe there is no greater risk of default on these obligations than
on a construction loan originated by the Bank. See “Mortgage and Construction Loan Originations and Participations”
below.

Consumer Loans. Because the only consumer loans we offer are secured by passbook savings accounts, certificates
of deposit accounts or statement savings accounts, we do not believe these loans represent a risk of loss to the Bank.

Mortgage and Construction Loan Originations and Participations. Our mortgage loan originations come from a
number of sources. The primary source of mortgage loan originations are referrals from brokers, existing customers,
advertising and personal contacts by our loan officers. Over the years, we have developed working relationships with
many mortgage brokers in our lending territory. Under the terms of the agreements with such brokers, the brokers
refer potential loans to us. The loans are underwritten and approved by us utilizing our underwriting policies and
standards. The mortgage brokers typically receive a fee from the borrower upon the funding of the loans by
us. Historically, mortgage brokers have been the source of the majority of the multi-family, mixed-use and
non-residential real estate loans originated by us. We generally retain for our portfolio all of the loans that we
originate.

During 2009, we continued our policy of purchasing participation interests in loans to finance the construction of
multi-family, mixed-use and non-residential properties. The outstanding balance of the construction loan participation
interests purchased totaled $15.1 million at December 31, 2009. We perform our own underwriting analysis on each
of our participation interests before purchasing such loans and therefore believe there is no greater risk of default on
these obligations. However, in a purchased participation loan, we do not service the loan and thus are subject to the
policies and practices of the lead lender with regard to monitoring delinquencies, pursuing collections and instituting
foreclosure proceedings, all of which are reviewed and approved in advance of any participation transaction. We
review all of the documentation relating to any loan in which we participate, including annual financial statements
provided by a borrower. Additionally, we receive monthly statements on the loan from the lead lender.

Commercial Loan Originations. We originate commercial loans from contacts made by our commercial loan
officer. Our commercial lending department does not utilize the services of loan brokers.

The Bank will consider granting credit to commercial and industrial businesses located within our lending area, which
is defined as the Northeastern United States. The Bank will consider the credit needs of businesses located in our
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lending area if we can effectively service the credit and if the customer has a strong financial position.
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We will consider loans to small businesses with revenues normally not to exceed $65.0 million. The small business
may be one that manufactures wholesale or retail products and/or services. Generally, we will consider loans to small
businesses such as: retail sales and services, such as grocery, restaurants, clothing, furniture, appliances, hardware,
automotive parts, automobiles and trucks; wholesale businesses, such as automotive parts and industrial parts and
equipment; manufacturing businesses, such as tool and die shops and commercial manufacturers and contractors with
strong financials and well-known principals.

Mortgage and Construction Loan Approval Procedures and Authority. Our lending activities follow written,
non-discriminatory, underwriting standards and loan origination procedures established by our board of directors and
management. The board has granted the Mortgage Loan Origination Group (which is comprised of our chief
mortgage officer, all our loan officers and our staff attorney) with loan approval authority for mortgage loans on
income producing property and construction loans in amounts of up to $1.0 million.

Mortgage loans in amounts between $1.0 million and $2.0 million, in addition to being approved by the Loan
Origination Group, must be approved by the president and chief operating officer. Mortgage loans in amounts greater
than $2.0 million, in addition to being approved by the Loan Origination Group, must be approved by the president,
the chief operating officer and a majority of the non-employee directors. At each monthly meeting of the board of
directors, the board ratifies all commitments issued, regardless of size.

Commercial Loan Approval Procedures and Authority. Our commercial lending activities follow written,
non-discriminatory, underwriting standards and loan origination procedures established by our board of directors and
management. The board has granted 