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To Our Shareholders: 
 
We are pleased to share with you that your Bank has reported its fourth straight profitable year! 
 
This letter represents my fifth annual letter to shareholders as CEO of your company. I am very 
proud of the accomplishments that Greater Hudson Bank, N.A. (“the Bank”) has achieved over 
the past five years.  Banks are once again lending money as noted in various articles and news 
stories.  At Greater Hudson Bank we never stopped; our loan outstandings have grown over 260 
percent over the past five years.  We continue to help our existing customers with their financing 
needs and to attract new ones in search of a bank like Greater Hudson.  Other notable 
accomplishments during this period include; growing to over $300 million in assets; opening three 
additional branch locations; generating four consecutive profitable years culminating with the 
payment of our first ever dividend in 2012; creating nearly 35 high quality good paying jobs in the 
Hudson Valley for a total of 50 employees; investing in technology to provide a number of options 
for customers to access account information; consistently providing credit to businesses and 
consumers in our communities and maintaining a safe and sound institution.   
 
In 2012 we were faced with a continued challenging economic environment that included 
sustained low interest rates, increased costs related to regulatory demands and a sluggishness 
and uncertainty surrounding the economy in general.  Your Bank continued to move forward in 
spite of these issues.  The Bank increased its loan portfolio and net interest income, reduced its 
cost of funds, increased book value, remained exceedingly well capitalized, maintained excellent 
credit quality, expanded with a new branch location, made additional investments in technology to 
improve services to our growing client base, and continued to operate with an emphasis on 
friendly, personalized and responsive service.   

Greater Hudson Bank, with net income of $2.51 million for 2012, has now reported its fourth 
consecutive profitable year.  Our net income, however, declined slightly from $2.58 million in 
2011 to $2.51 million in 2012.  Without the benefits of securities gains, year over year net income 
was relatively flat at $2.2 million.  While the Bank saw an increase of nearly 15% in its net interest 
income, an increase of 23.6% in non-interest expenses offset much of the improvement in 
earnings and the Bank reported net operating income approximately 3% or $111 thousand less 
than 2011.  Non-interest expense grew primarily as a result of the Bank adding an additional 
branch location, opening a loan operations center and hiring additional staff for not only our new 
branch location but in areas related to operations, compliance and credit.  
 
The Bank finished the year with approximately $309 million in total assets which represents an 
increase of slightly more than 3% for the year.  Although our balance sheet growth was less than 
in previous years, we made great strides in transitioning our earning assets from lower yielding 
investment securities into higher yielding loans, as well as, reducing our cost of funds in an effort 
to enhance our profitability.  Our loan to deposit ratio improved from 62.9 percent at December 
31, 2011 to 72.4 percent at December 31, 2012 and our loan to asset ratio improved from 51.7 
percent at December 31, 2011 to 57.4 percent at December 31, 2012.   
 
Paying our first ever dividend in the fourth quarter of 2012 was a significant milestone in the 
evolution of your Bank.  The Bank had accumulated over $9.0 million in losses in the first seven 
years of its existence and until we earned enough to offset these losses we could not pay a 
dividend.  In the second quarter of 2009 we turned profitable and started to chip away at those 
losses and in the third quarter of 2012 we finally had positive retained earnings thus allowing us 
to declare and pay a dividend.   
 
 
 
 
 
 



 

Some of our highlights from 2012 include: 
 

 Total assets increased $10.0 million or 3.3 percent to $309.1 million at December 31, 
2012 from $299.2 million at December 31, 2011. 
 

 Net interest income increased 14.7 percent or $1.46 million to $11.4 million for 2012 from 
$9.9 million for 2011.  Our net interest margin increased 9 basis points from 3.64 percent 
to 3.73 percent.   

 
 The Bankʼs overall deposit base held relatively steady at $245 million year over year.  

The Bankʼs overall cost of funds continued to improve from 1.24 percent for 2011 to 1.00 
percent for 2012.  Demand deposit balances, a source of low cost funds for the Bank, 
grew over 14 percent for 2012.     
 

 Based on data compiled annually as of June 30th each year by the FDIC, our deposits for 
our five branches at June 30, 2012 versus June 30, 2011 were as follows: 
 

June 30, 2012  June 30, 2011 
Middletown  $  72.5 million  $  80.6 million 
Warwick  $  34.6 million  $  29.2 million 
Bardonia  $119.7 million  $111.7 million 
White Plains   $  38.6 million  $  33.7 million  
Monroe *  $   1.96 million    $   - 0 -  
 
*Note: Our Monroe branch opened in May, 2012.     
 

 
 Total loans outstanding increased 14.8 percent to $180.1 million at December 31, 2012.  

Comparatively, our FDIC Peer Group reported loan growth of just 3.6% for 2012.  During 
2012, the Bankʼs lending team closed over $68 million in new loans and generated in 
excess of $750 thousand in loan fees.     
 

 Non-performing assets declined from $910 thousand at December 31, 2011 to $629 
thousand at December 31, 2012 and the ratio of non-performing assets to total assets 
improved from 0.30 percent at year end 2011 to 0.20 percent at year end 2012.  We 
believe this level of problem assets shows the strength of our credit quality and validates 
our strong emphasis on quality underwriting.    
 

 For the year ended December 31, 2012, net charge-offs were $94 thousand versus a net 
recovery of $7 thousand for 2011.  Non-performing loans increased slightly from $583 
thousand at December 31, 2011 to $629 thousand at December 31, 2012.   
 

 The Bankʼs efficiency ratio, the approximate measure of the cost required to generate a 
dollar of revenue, declined from 59.5 percent at December 31, 2011 to 64.7 percent at 
December 31, 2012.   
 

 Non-interest expense increased approximately 23.6% or $1.43 million to $7.499 million 
for 2012 from $6.067 million for 2011; however, our total overhead ratio at 2.32 percent to 
average assets continues to compare favorably to that of our FDIC Peer Group ratio of 
2.93 percent.    
 

 Investment securities declined by $22.7 million or 17.4 percent to $108.0 million at 
December 31, 2012 from $130.6 million at December 31, 2011.  The portfolio consists of 
all investment grade securities which are primarily government agencies and mortgage-
backed securities, as well as, municipal securities.   



 

 
 The Bank remains well capitalized with the Bankʼs Tier 1 Capital ratio holding relatively 

steady at 11.93 percent at December 31, 2011 versus 11.92% at December 31, 2012.  
 

 The Bank paid its first ever dividend in the Bankʼs history during the fourth quarter of 
2012.  The one-time cash dividend was $0.05 per share or approximately $500,000.   
 

 Net earnings per share declined slightly from $0.26 per share in 2011 versus $0.25 per 
share in 2012 and return on average common stockholdersʼ equity was 6.56 percent for 
2012 versus 7.45 percent for 2011.   
 

 The Bankʼs book value per common share has increased from $2.84 per share at 
December 31, 2008 to $3.90 per share at December 31, 2012 (after payment of the 
dividend) which represents an increase of 37 percent.  For 2012, book value per share 
increased $0.24 or 6.6 percent (after payment of the dividend).     
 

 We opened a new full service branch location in May of this year in Monroe, New York 
located at 360 Route 17M.  Our Monroe location represents our third branch in Orange 
county and fifth overall.  This location fills an important geographic need for us and allows 
us to better service the south eastern part of Orange County.   
 

 For the third consecutive year the Bank has received the highest rating of five stars from 
Bauer Financial, an independent rating agency.  The five star rating places Greater 
Hudson Bank on Bauer Financialʼs recommended bank list.   

 
Looking forward to 2013, our industry continues to see many challenges including the low interest 
rate environment causing continued margin compression, increased competition and increased 
compliance costs.  Despite these challenges, at Greater Hudson Bank we see tremendous 
opportunity available for our locally focused community bank.  We also see tremendous growth 
potential as other banks have turned their focus to markets outside the Hudson Valley and further 
consolidation continues to make other local banks not so local.  We believe we are well 
positioned to take advantage of these opportunities providing the products and services 
customers desire in a friendly, personalized and responsive manner.  Our commitment to the 
Hudson Valley also means that all of our corporate and credit decisions are made locally.  All of 
these decisions are made by people that live and work alongside the businesses and consumers 
(fellow residents) that call the Hudson Valley their home.  We have the same interests in mind to 
grow our small businesses and to see our communities remain strong and prosper.  The people 
that work at Greater Hudson have local knowledge and a commitment to the success of your 
business, our business and the communities we serve.   
 
As we aspire to be the banking choice in the Hudson Valley, we have partnered with the voice of 
the Hudson Valley.  In October 2012 we entered into an exclusive partnership with Mike Bennett 
of 100.7 WHUD (co-host of the Mike and Kacey morning show).  Mike has become an on air 
spokesman for the Bank and informs his listening audience about the relationship he has now 
formed with his favorite bank, Greater Hudson. 
 
We are continually improving your company and 2012 was no exception.  Technology has been 
front and center in past years as we have sought to provide our customers with banking access 
by ever increasing means yet still offering the ability for that personal touch when visiting one of 
our five branch locations.  Access includes utilizing remote deposit capture and online banking 
(essentially putting a branch in their office) or using mobile banking via their smartphone.  The 
Bank has ventured further in its technology offerings by entering the social media space.  Our 
customers now have a community where they can speak out about their great banking 
experience and connect with others.  We are now on facebook, twitter and we have a youtube 
channel.   
 



 

Aside from technology improvements, as we enter 2013, we are able to provide SBA loans as a 
licensed service provider and via a partnership with Newtek, a leader in small business finance 
solutions.  In addition, we can now provide merchant processing for our businesses who accept 
credit cards via our partnership with FIS, a leader in payment processing and banking technology 
solutions.   
 
Our core values (listed on page 5) are exemplified by Kenneth J. Torsoe, our Chairman.  All of us 
at Greater Hudson witness these aspects of Chairman Torsoeʼs character, especially his 
leadership, dedication, loyalty and desire to help others on a daily basis.  He is committed to the 
success of Greater Hudson, leading by example and expects nothing short of providing the 
Bankʼs customers with exceptional customer service.  From all of us at Greater Hudson Bank we 
thank Chairman Torsoe for his tireless commitment to the Bank.   
 
It is a privilege to lead your Bank as CEO and the Bank is very fortunate to have such a dedicated 
and hardworking Senior Management Team working with me to execute the Bankʼs strategic plan 
and achieve our goals.   Members of the Senior Management Team include Lynne Allan, Chief 
Operating Officer, Tom Cornelius, Chief Financial Officer, Basel Rabie, Branch Administrator and 
Greg Monteith, Senior Commercial Loan Officer.  During 2012 we welcomed two important 
additions to the team.  Laurence R. Marchini III, former President of Gotham Bank of NY, joined 
the bank in December as our Chief Lending Officer and Nicole Bartuccelli, having joined the Bank 
in May, was promoted to Chief Credit Officer in recognition of her contributions, abilities and 
experience.  I personally thank each of the members of the team for their contributions and 
continued efforts.   
 
All of our employees deserve special recognition.  The Bank is blessed with such a wonderful 
group of dedicated individuals working together to make the Bank a success.  Thank you to all of 
our employees whose hard work and commitment continues to move Greater Hudson forward in 
our vision of becoming the bank of choice in the Hudson Valley.  
 
We owe everything to our customers who are the reason why we have been able to be so 
successful.  We truly appreciate their loyalty and we thank them for choosing to bank with us at 
Greater Hudson.   
 
This letter is intended to be an overview of the Bank.  Included with this letter is our Annual 
Report, which provides more detailed financial information on the performance of your Bank.   
 
I thank you for your continued trust, confidence and support.  All of us at Greater Hudson Bank, 
including the Directors, Officers and Employees, look forward to much continued success.   
 
Expect Greater Things. 
 
 
 

Eric J. Wiggins 
President and CEO  
 
 
 
 
 
 
 
 
 
 



 

 
Greater Hudson Bankʼs Mission, Vision and Core Values 

  
Mission 

We strive to provide exceptional service and value to our customers throughout our local 
communities.  We pride ourselves on being a financially sound and ethically responsible 
organization whose every effort is to work towards ensuring the long-term success of our clients, 
employees, communities and the financial institution as a whole.  We aspire to satisfy the unique 
needs of businesses and consumers alike while providing access to our top decision makers thus 
making banking with us a greater experience for our clients.  

 
Vision 

Our vision is to become the Bank of Choice in the Hudson Valley by consistently exceeding the 
expectations of our clients, employees and shareholders. 
 

Core Values 
 
Leadership: Fulfilling our obligation of building a better, stronger and financially sound Bank for 
the future, protecting the brand, meeting our commitments to shareholders, acting with an owner 
mentality, developing our people and helping improve our local communities. 
 
People: Attracting, developing and retaining the best talent for our business, challenging our 
people, demonstrating an entrepreneurial attitude and fostering a collaborative and mutually 
supportive environment. 
 
Creating Value for our Clients:  Assisting clients to achieve their financial goals and aspirations 
through the creation of long-term relationships by being responsive, trustworthy and relevant and 
by consistently delivering value. 
 
Community Driven: Leveraging the power of our insight, relationships, collaboration and 
learning to deliver exceptional service to our clients who live, work or do business in the Hudson 
Valley. 
 
Respect for the Individual: Valuing diversity and unique contributions, fostering a trusting, open 
and inclusive environment and treating each person in a manner that reflects our values. 
 
Integrity: Being ethically unyielding and honest and inspiring trust by saying what we mean, 
matching our behaviors to our words and taking responsibility for our actions. 
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Crowe Horwath LLP 
Independent Member Crowe Horwath International 

  

 

 
(Continued) 

 
INDEPENDENT AUDITOR'S REPORT 

 
 
 
Board of Directors and Shareholders 
Greater Hudson Bank, N.A. 
Middletown, New York 
 
 
We have audited the accompanying financial statements of Greater Hudson Bank, N.A, which comprise 
the statements of financial condition as of December 31, 2012 and 2011, and the related statements of 
operations, comprehensive income, changes in shareholders’ equity, and cash flows for the years then 
ended, and the related notes to the financial statements. 
 
Managementʼs Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes 
the design, implementation, and maintenance of internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to fraud or 
error. 
 
Auditorʼs Responsibility 
 
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 from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating 
the appropriateness of accounting policies used and the reasonableness of significant accounting 
estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 
 



2

 

 
 

 
Opinion 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Greater Hudson Bank, N.A. as of December 31, 2012 and 2011, and the results of its 
operations and its cash flows for the years then ended in accordance with accounting principles generally 
accepted in the United States of America. 
 
 
 
 
 
 Crowe Horwath LLP 
 
Livingston, New Jersey 
April 10, 2013 
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GREATER HUDSON BANK, N.A. 
STATEMENTS OF FINANCIAL CONDITION 

December 31, 2012 and 2011 
(Dollar amounts in thousands, except per share data) 

 
 
 

 
See accompanying notes to financial statements. 

 2012 2011 
ASSETS 
Cash and due from banks $ 15,438 $ 6,005 
Federal funds sold  25  64 
 Cash and Cash Equivalents  15,463  6,069 
 
Securities available for sale  97,088  113,800 
Securities held to maturity (fair value of $11,469 in 2012; 
  $17,144 in 2011)   10,886  16,845 
Loans receivable, net of allowance for loan losses  
  of $2,572 in 2012 and $2,148 in 2011  177,512  154,682 
Premises and equipment  1,292  1,102 
Restricted investments in bank stock  2,359  1,908 
Accrued interest receivable  1,336  1,210 
Other assets  3,239  3,569 
 
 Total Assets $ 309,175 $ 299,185 
 
LIABILITIES AND SHAREHOLDERSʼ EQUITY 
Deposits: 
 Non-interest bearing $ 23,188 $ 20,208 
 Interest bearing  221,853  225,603 
  Total Deposits  245,041  245,811 
 
Securities sold under agreements to repurchase  5,000  5,000 
Federal Home Loan Bank advances  17,720  10,000 
Other liabilities  2,417  1,740 
 
 Total Liabilities  270,178  262,551 
 
Shareholdersʼ Equity 
Common stock, $0.01 par value, 20,000,000 shares  
  authorized; 10,016,675 shares issued and 10,001,380  
  shares outstanding in 2012; 10,016,675 shares issued  
  and 10,000,000 shares outstanding in 2011  100  100 
Additional paid-in capital  37,535  37,525 
Retained earnings (accumulated deficit)  526  (1,481) 
Treasury stock at cost, 15,295 shares as of 2012;  
  16,675 shares as of 2011  (71)  (78) 
Accumulated other comprehensive income  907  568 
 
 Total Shareholdersʼ Equity  38,997  36,634 
 
  Total Liabilities and Shareholdersʼ Equity $ 309,175 $ 299,185 
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GREATER HUDSON BANK, N.A. 
STATEMENTS OF OPERATIONS 

Years ended December 31, 2012 and 2011 
(Dollar amounts in thousands, except per share data) 

 
 
 

 
See accompanying notes to financial statements. 

 2012 2011 
Interest Income 
 Loans receivable, including fees $ 11,620 $ 9,436 
 Securities  2,617  3,652 
 Federal funds sold and dividend income  2  2 
 
  Total Interest Income  14,239  13,090 
 
Interest Expense 
 Deposits  2,366  2,856 
 Federal Home Loan Bank advances  272  96 
 Securities sold under agreements to repurchase  205  205 
 
  Total Interest Expense  2,843  3,157 
 
  Net Interest Income  11,396  9,933 
 
Provision for Loan Losses  518  404 
 
  Net Interest Income After Provision for Loan Losses  10,878  9,529 
 
Non-Interest Income 
 Service charges on deposit accounts  88  95 
 Other income  100  121 
 Gains on securities transactions  436  528 
 
  Total Non-Interest Income  624  744 
 
Non-Interest Expense 
 Salaries and employee benefits  3,923  2,986 
 Occupancy and equipment  1,266  1,079 
 Advertising, marketing and business development  420  389 
 Data processing expenses  360  322 
 Professional fees  360  327 
 Federal Deposit Insurance Corporation (FDIC)  184  204 
 Other non-interest expenses  986  760 
 
  Total Non-Interest Expenses  7,499  6,067 
 
  Income Before Tax Expense  4,003  4,206 
 
  Income Tax Expense  1,496  1,624 
 
  Net Income $ 2,507 $ 2,582 
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GREATER HUDSON BANK, N.A. 
STATEMENTS OF COMPREHENSIVE INCOME 

Years ended December 31, 2012 and 2011 
(Dollar amounts in thousands, except per share data) 

 
 
 

 
See accompanying notes to financial statements. 

 2012 2011 
 
Net income $ 2,507 $ 2,582 
 
Other comprehensive income: 
 
 Unrealized holding gain arising during the period  1,002  2,393 
 
 Reclassification adjustment for gains included in net income  (436)  (528) 
 
  Change in unrealized net gains  566  1,865 
 
 Tax effect   (227)  (746) 
 
   Total other comprehensive income  339  1,119 
 
Comprehensive income $ 2,846 $ 3,701 
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GREATER HUDSON BANK, N.A. 
STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY 

Years ended December 31, 2012 and 2011 
(Dollar amounts in thousands, except per share data) 

 
 
 

 
See accompanying notes to financial statements. 

    Accumulated 
  Additional Accumulated Other 
 Common Paid-In Income Comprehensive Treasury 
 Stock Capital (Deficit) Income (Loss) Stock Total 
 
Balance at January 1, 2011 $ 100 $ 37,510 $ (4,063) $ (551) $ - $ 32,996 
 
Net income  -  -  2,582  -  -  2,582 
 
Other comprehensive income  -  -  -  1,119  -  1,119 
 
Purchase of treasury shares  -  -  -  -  (78)  (78) 
 
Issuance of restricted stock  -  -  -  -  -  - 
 
Stock based  
  compensation expense  -  15  -  -  -  15 
 
Balance at  
  December 31, 2011  100  37,525  (1,481)  568  (78)  36,634 
 
Net income  -  -  2,507  -  -  2,507 

 
Other comprehensive income  -  -  -  339  -  339 
 
Issuance of restricted stock  -  (7)  -  -  7  - 
 
Cash dividend  
  ($0.05 per share)  -  -  (500)  -  -  (500) 
 
Stock based  
  compensation expense  -  17  -  -  -  17 
 
Balance at  
  December 31, 2012 $ 100 $ 37,535 $ 526 $ 907 $ (71) $ 38,997 
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GREATER HUDSON BANK, N.A. 
STATEMENTS OF CASH FLOWS 

Years ended December 31, 2012 and 2011 
(Dollar amounts in thousands, except per share data) 

 
 
 

 
See accompanying notes to financial statements. 

 2012 2011 
Cash flows from operating activities 
 Net income $ 2,507 $ 2,582 
 Adjustments to reconcile net income to  
   net cash used in operating activities 
  Provision for loan losses  518  404 
  Provision for depreciation and amortization  273  229 
  Net amortization of securities, premiums and discounts  745  276 
  Deferred income taxes  (93)  73 
  Net realized loss on sale of foreclosed real estate  19  - 
  Net realized gain on sale of securities  (436)  (528) 
  Increase in accrued interest receivable and other assets  (257)  (393) 
  Increase in accrued interest payable and other liabilities  677  602 
  Stock compensation expense  17  15 
 
   Net cash provided by operating activities  3,970  3,260 
 
Cash flows from investing activities 
 Purchases of securities available for sale  (66,854)  (105,098) 
 Purchases of securities held to maturity  -  (1,512) 
 Calls, maturities and principal repayments on 
   securities available for sale  64,453  75,041 
 Calls, maturities and principal repayments on 
   securities held to maturity  6,000  - 
 Proceeds from sales of securities available for sale  19,329  16,247 
 Net increase in loans  (23,348)  (32,459) 
 Purchases of premises and equipment  (463)  (188) 
 Purchases of restricted bank stock  (451)  (668) 
 Proceeds from sale of foreclosed real estate  308  - 
 
  Net cash used in investing activities  (1,026)  (48,637) 
 
Cash flows from financing activities 
 Net increase (decrease) in deposits  (770)  27,399 
 Proceeds from Federal Home Loan Bank advances  7,720  10,000 
 Purchase of treasury shares  -  (78) 
 Dividends paid  (500)  - 
 
  Net cash provided by financing activities  6,450  37,321 
 
Net increase (decrease) in cash and cash equivalents  9,394  (8,056) 
 
Beginning cash and cash equivalents  6,069  14,125 
 
Ending cash and cash equivalents $ 15,463 $ 6,069 
 
Supplemental cash flow information: 
 Interest paid $ 2,785 $ 3,089 
 Taxes paid  1,573  1,495 
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GREATER HUDSON BANK, N.A. 
NOTES TO FINANCIAL STATEMENTS 

Years ended December 31, 2012 and 2011 
 
 
 

 
(Continued) 

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES 
 
Organization and Nature of Operations:  Greater Hudson Bank, N.A. (the “Bank”), formerly Community 
Bank of Orange, N.A., is a full service commercial national bank chartered under the laws of the United 
States.  The Bank provides a full range of banking services to individual and corporate customers located 
primarily in Orange, Rockland, and Westchester Counties, New York.  The Bank is subject to federal and 
New York statutes applicable to national banks.  The Bank’s deposits are insured by the Federal Deposit 
Insurance Corporation (FDIC) and it is subject to regulation, supervision and examination by the Office of 
the Comptroller of the Currency (OCC) and the FDIC. 
 
Subsequent Events:  The Bank has evaluated subsequent events for recognition and disclosure through 
April 10, 2013, which is the date the financial statements were available to be issued.  
 
Use of Estimates:  The preparation of financial statements in conformity with generally accepted 
accounting principles 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 relate to the determination of the 
allowance for losses on loans, the determination of the valuation allowance on deferred tax assets, and 
the fair value of financial instruments.   
 
Interest-Rate Risk:  The Bank is principally engaged in the business of attracting deposits from the 
general public and using these deposits, together with other funds, to make loans and to purchase 
securities.  The potential for interest-rate risk exists as a result of the difference in duration of the Bank’s 
interest-sensitive liabilities compared to its interest-sensitive assets.  For this reason, management 
regularly monitors the maturity structure of the Bank’s interest-earning assets and interest-bearing 
liabilities in order to measure its level of interest-rate risk and to plan for future volatility. 
 
Significant Group Concentrations of Credit Risk:  Most of the Bank’s activities are with customers 
located within Hudson Valley, New York, and surrounding areas.  Note 2 describes the types of securities 
that the Bank invests in.  Note 3 discusses the types of lending that the Bank engages in.  Although the 
Bank has a diversified loan portfolio, its debtors' ability to honor their contracts is influenced by the 
region's economy. 
 
Cash Flows:  Cash and cash equivalents include cash, deposits with other financial institutions with 
maturities fewer than 90 days, and federal funds sold.  Net cash flows are reported for customer loan and 
deposit transactions, interest bearing deposits in other financial institutions, and federal funds purchased 
and repurchase agreements. 
 
Securities:  Debt securities are classified as held to maturity and carried at amortized cost when 
management has the positive intent and ability to hold them to maturity.  Securities to be held for 
indefinite periods of time and not intended to be held to maturity are classified as available for sale.  
Securities available for sale include securities that management intends to use as part of its asset/liability 
management strategy and that may be sold in response to changes in interest rates, resultant 
prepayment risk and other related factors.  Securities available for sale are carried at estimated fair value 
and unrealized holding gains and losses on such securities are excluded from earnings and reported as 
increases or decreases in other comprehensive income.  Gains and losses on sales of securities are 
based on the identifiable cost and are accounted for on a trade date basis.  The amortization of premiums 
and accretion of discounts are recognized in interest income using methods approximating the interest 
method over the period of maturity.  Interest and dividend income is recognized when earned. 
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GREATER HUDSON BANK, N.A. 
NOTES TO FINANCIAL STATEMENTS 

Years ended December 31, 2012 and 2011 
 
 
 

 
(Continued) 

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
On a quarterly basis, management makes an assessment to determine whether there have been any 
events or economic circumstances to indicate that a security on which there is an unrealized loss is 
impaired on an other-than-temporary basis.   
 
Loss Contingencies:  Loss contingencies, including claims and legal actions arising in the ordinary 
course of business, are recorded as liabilities when the likelihood of loss is probable and an amount or 
range of loss can be reasonably estimated.  Management does not believe there now are such matters 
that will have a material effect on the financial statements. 
 
Fair Value of Financial Instruments:  Fair values of financial instruments are estimated using relevant 
market information and other assumptions, as more fully disclosed in a separate note.  Fair value 
estimates involve uncertainties and matters of significant judgment regarding interest rates, credit risk, 
prepayments, and other factors, especially in the absence of broad markets for particular items.  Changes 
in assumptions or in market conditions could significantly affect the estimates. 
 
Loans:  Loans receivable that management has the intent and ability to hold for the foreseeable future or 
payoff are stated at the amount of unpaid principal, less deferred loan fees and the allowance for loan 
losses.  Interest income is accrued on the unpaid principal balance.  Loan origination and commitment 
fees and certain direct loan origination costs are deferred, and the net amount is amortized over the 
estimated life of the loan on a basis that approximates level yield.   
 
Nonaccrual loans and loans past due 90 days still on accrual include both smaller balance homogeneous 
loans that are collectively evaluated for impairment and individually classified impaired loans.  The 
accrual of income on loans is generally discontinued when a loan becomes more than 90 days delinquent 
as to principal or interest or when other circumstances indicate that collection is questionable, unless the 
loan is well secured and in the process of collection.  Income on non-accrual loans is recognized only in 
the period in which it is collected, and only if management determines that the loan principal is fully 
collectible.  Loans are returned to an accrual status when a loan is brought current as to principal and 
interest and reasons for doubtful collection no longer exist. All loan segments are treated consistently in 
this manner. 
 
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 probable 
incurred losses.  Management’s periodic evaluation of the adequacy of the allowance is based on the 
Bank’s past loan loss experience, 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.  
 
In addition, various regulatory agencies, as an integral part of their examination process, periodically 
review the Bank’s allowance for loan losses.  Such agencies may require the Bank to recognize additions 
to the allowance for loan losses based on their judgments about information available to them at the time 
of their examinations. Because of these factors, it is reasonably possible that the allowance for losses on 
loans may change materially in the near term. 
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(Continued) 

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
The allowance consists of specific and general components.  The specific component relates to loans that 
are classified as impaired, on which an allowance is established when the discounted cash flows, 
collateral value or observable market price of the impaired loan is lower than the carrying amount of that 
loan.  The general component covers the remainder of the portfolio and is based on historical loss 
experience adjusted for qualitative factors.   The Bank utilizes qualitative adjustments to the allowance for 
loan losses analysis within parameters.  The qualitative adjustments are based on the factors below.    If 
information exists to warrant adjustment to the historical loss experience, changes are made in 
accordance with parameters supported by narrative and/or statistical analysis. 
 
Each of the factors below could be adjusted by as much as 75 basis points in either direction (positive or 
negative) for each loan type pool.  This matrix considers the following eleven factors, which are patterned 
after the guidelines provided under the FFIEC Interagency Policy Statement on the Allowance for Loan 
and Lease Losses: 
 

 Changes in lending policies and procedures, including underwriting standards; 
 Changes in collection, charge-off and recovery practices; 
 Changes in the nature and volume of the loan portfolio; 
 Changes in the experience, ability, and depth of lending management; 
 Changes in the volume and severity of past due loans, non-accrual loans, troubled debt 

restructurings, and adversely classified loans; 
 Changes in the value of underlying collateral for collateral-dependent loans; 
 The existence and effect of any concentrations of credit and changes in the level of such 

concentrations; 
 Changes in the quality of our loan review system and the degree of oversight by the Board of 

Directors; 
 Growth in the loan portfolio; 
 Changes in current, national and local economic and business conditions; and 
 The effect of other external factors such as competition and legal and regulatory requirements. 

 
The following are the Bank’s portfolio segments: 
 

 Commercial Business Loans 
 Commercial Real Estate Loans 
 Residential/Multifamily Real Estate Loans 
 Construction and Development Loans 
 Consumer Loans 

 
Commercial business loans involve a higher risk of default than residential loans of like duration since 
their repayment generally depends on the successful operation of the borrower’s business and the 
sufficiency of collateral, if any.  Loans secured by multifamily residential mortgages generally involve a 
greater degree of credit risk than one- to four-family residential mortgage loans and carry larger loan 
balances.  This increased credit risk is a result of several factors, including the concentration of principal 
in a limited number of loans and borrowers, the effects of general economic conditions on income 
producing properties, and the increased difficulty of evaluating and monitoring these types of loans.  
Furthermore, the repayment of loans secured by multifamily mortgages typically depends upon the 
successful operation of the related real estate property.  If the cash flow from the project is reduced, the 
borrower’s ability to repay the loan may be impaired. 
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(Continued) 

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Commercial real estate loans generally have greater credit risks compared to one- to four-family 
residential mortgage loans, as they typically involve large loan balances concentrated with single 
borrowers or groups of related borrowers.  In addition, the payment experience on loans secured by 
income-producing properties typically depends on the successful operation of the related real estate 
project and thus may be subject to a greater extent to adverse conditions in the real estate market and in 
the general economy. 
 
Construction loans generally have greater credit risk than traditional one- to four-family residential 
mortgage loans.  The repayment of these loans depends upon the sale of the property to third parties or 
the availability of permanent financing upon completion of all improvements.  In the event the Bank 
makes a loan on property that is not yet approved for the planned development, there is the risk that 
approvals will not be granted or will be delayed.  These events may adversely affect the borrower and the 
collateral value of the property. Construction loans also expose the Bank to the risk that improvements 
will not be completed on time in accordance with specifications and projected costs.  In addition, the 
ultimate sale or rental of the property may not occur as anticipated. 
 
For homogeneous loan pools, such as one-to-four family residential mortgages, home equity lines of 
credit and consumer loans, the Bank uses payment status to identify the credit risk in these loan 
portfolios.  Payment status is reviewed on a monthly basis by the Bank's collection area and on a 
quarterly basis with respect to determining the adequacy of the allowance for loan losses.  The payment 
status of these homogeneous pools at December 31, 2012, is included in the aging of the recorded 
investment of past due loans table.  In addition, the total nonperforming portion of these homogeneous 
loan pools at December 31, 2012, is presented in the recorded investment in nonaccrual loans table, 
which is presented in footnote 3. 
 
Troubled debt restructurings are separately identified for impairment disclosures and are measured at the 
present value of estimated future cash flows using the loan’s effective rate at inception.  If a troubled debt 
restructuring is considered to be a collateral dependent loan, the loan is reported, net, at the fair value of 
the collateral.  For troubled debt restructurings that subsequently default, the Bank determines the 
amount of reserve in accordance with the accounting policy for the allowance for loan losses. 
 
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 by either the present value of expected future 
cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market price, 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 and residential loans for impairment disclosures. Loans for which the terms have 
been modified resulting in a concession, and for which the borrower is experiencing financial difficulties, 
are considered troubled debt restructurings and classified as impaired. 
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(Continued) 

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Premises and Equipment:  Premises and equipment are stated at cost less accumulated depreciation 
and amortization.  Depreciation is charged to operations using the straight-line method based upon the 
estimated useful lives of the assets.  Amortization is charged over the lease term or over the estimated 
useful life of the assets, whichever is shorter.  Maintenance and repairs are expensed as incurred while 
major additions and improvements are capitalized.  Gains and losses on dispositions are reflected in 
current operations.  
 
Restricted Investments in Bank Stock:  Restricted investments in bank stock include the Federal 
Reserve Bank (FRB), the Federal Home Loan Bank of New York (FHLBNY), Atlantic Central Bankers 
Bank and The Independent Bankers Bank.  The purchase of such shares is limited to member institutions 
with federal law requiring members to own FRB and FHLBNY stock at a predetermined formula.  The 
stocks are carried at cost, classified as restricted securities, and periodically evaluated for impairment 
based on ultimate recovery at par value.  Both cash and stock dividends are reported as income. 
 
Advertising, Marketing and Business Development Costs:  Advertising, marketing and business 
development costs are charged to operations in the year incurred. Advertising expense was 
approximately $420,000 and $389,000 for the years ended December 31, 2012 and 2011, respectively. 
 
Transfers of Financial Assets:  Transfers of financial assets, including 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:  Income taxes are accounted for under the asset and liability method.  Current income 
taxes are provided for based upon the amounts estimated to be currently payable, for both federal and 
state income taxes.  Deferred federal and state tax assets and liabilities are recognized for the expected 
future tax consequences of existing differences between financial statement and tax bases of existing 
assets and liabilities.  Deferred tax assets are recognized for future deductible temporary differences and 
tax loss carryforwards.  The realization of deferred tax assets is assessed and a valuation allowance is 
provided for the amount more likely than not expected to not be realized.  The effect of a change in the 
tax rate on deferred taxes is recognized in the period of the enactment date.   
 
The Bank’s policy is to recognize interest and penalties on unrecognized tax benefits in income tax 
expense in the Statements of Operations.  
 
A tax position is recognized as a benefit only if it is “more likely than not” that the tax position would be 
sustained in a tax examination, with a tax examination being presumed to occur.  The amount recognized 
is the largest amount of tax benefit that is greater than 50% likely of being realized on examination.  For 
tax positions not meeting the “more likely than not” test, no tax benefit is recorded.   
 
Stock Based Compensation:  Compensation cost is recognized for restricted stock awards issued 
based on the fair value of these awards at the date of grant.  The market price of the Bank’s common 
stock at the date of grant is used as the fair value of the restricted stock awards.  Compensation cost is 
recognized over the required service period, generally defined as the vesting period.  For awards with 
graded vesting, compensation cost is recognized on a straight-line basis over the requisite service period 
for the entire award. 
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(Continued) 

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Comprehensive Income (Loss):  Accounting principles generally require that recognized revenue, 
expenses, gains and losses be included in net income.  Changes in certain assets and liabilities, such as 
unrealized gains (losses) on securities available for sale, are reported as a separate component of the 
equity section of the statement of financial condition.  Such items, along with net income, are components 
of comprehensive income (loss). 
 
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 standby 
letters of credit.  Such financial instruments are recorded in the financial statements when they are 
funded.  
 
Adoption of New Accounting Standards:  In June 2011, the Financial Accounting Standards Board 
(FASB) amended existing guidance and eliminated the option to present the components of other 
comprehensive income as part of the statement of changes in shareholder’s equity. The amendment 
requires that comprehensive income be presented in either a single continuous statement or in two 
separate consecutive statements. The amendments in this guidance are effective as of the beginning of a 
fiscal reporting year, and interim periods within that year, that begins after December 15, 2011.  The 
adoption of this amendment changed the presentation of the components of comprehensive income for 
the Bank as part of the statement of shareholder’s equity.  The adoption of this amendment changed the 
presentation of the components of comprehensive income for the Bank as part of the statement of 
shareholders’ equity. 
 
In May 2011, the FASB issued an amendment to achieve common fair value measurement and 
disclosure requirements between U.S. and International accounting principles. Overall, the guidance is 
consistent with existing U.S. accounting principles; however, there are some amendments that change a 
particular principle or requirement for measuring fair value or for disclosing information about fair value 
measurements.  The amendments in this guidance are effective for interim and annual reporting periods 
beginning after December 15, 2011.  The effect of adopting this standard did not have a material effect on 
the Bank’s operating results or financial condition.  
 
 
NOTE 2 - SECURITIES 
 
Amortized cost and fair value of securities available for sale were as follows (in thousands): 
 
  Gross Gross 
 Amortized Unrealized Unrealized Fair 
 Cost Gains Losses Value 
December 31, 2012 
U.S. Government agencies securities $ 19,974 $ 211 $ (21) $ 20,164 
Corporate securities  5,017  155  -  5,172 
Obligations of states and political 
  subdivisions  31,313  535  (18)  31,830 
Mortgage-backed securities (MBSs) –  
  residential  20,422  552  (98)  20,876 
Collateralized mortgage obligations  
  (CMOs) – residential  18,850  206  (10)  19,046 
 
   $ 95,576 $ 1,659 $ (147) $ 97,088 
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(Continued) 

NOTE 2 – SECURITIES (Continued) 
 
  Gross Gross 
 Amortized Unrealized Unrealized Fair 
 Cost Gains Losses Value 
December 31, 2011 
U.S. Government agencies securities $ 48,303 $ 200 $ (21) $ 48,482 
Corporate securities  1,978  -  (128)  1,850 
Obligations of states and political 
  subdivisions  13,631  394  (1)  14,024 
Mortgage-backed securities (MBSs) –  
  residential  35,144  578  (6)  35,716 
Collateralized mortgage obligations  
  (CMOs) – residential  13,798  17  (87)  13,728 
 
   $ 112,854 $ 1,189 $ (243) $ 113,800 
 
The carrying amount, unrecognized gains and losses, and fair value of securities held to maturity were as 
follows (in thousands): 
 
  Gross Gross 
 Amortized Unrecognized Unrecognized Fair 
 Cost Gains Losses Value 
December 31, 2012 
Corporate bonds $ 10,886 $ 583 $ - $ 11,469 
 
December 31, 2011 
Corporate bonds $ 16,845 $ 563 $ (264) $ 17,144 
 
At December 31, 2012 and 2011, securities with amortized cost of $50,811,000 and $65,319,000 and fair 
values of $51,714,000 and $65,872,000, respectively, were pledged to secure public funds on deposit 
and borrowings at PNC Bank and advances from the Federal Home Loan Bank of New York. 
 
During the year ended December 31, 2012, the Bank sold thirty-two available for sale securities with 
gross proceeds of $19,329,000 for a gain of $436,000.  No securities were sold at a loss during the year 
ended December 31, 2012.  During the year ended December 31, 2011, the Bank sold seventeen 
available for sale securities with gross proceeds of $16,247,000 for a gain of $528,000.  No securities 
were sold at a loss during the year ended December 31, 2011. 
 
The following tables show the Bank’s 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 (in thousands): 
 
  Less Than 12 Months   12 Months or More   Total  
 Fair Unrealized Fair Unrealized Fair Unrealized 
 Value Losses Value Losses Value Losses 
December 31, 2012 
U.S. Government agencies  
  securities $ 1,979 $ (21) $ - $ - $ 1,979 $ (21) 
Obligations of states and   
  political subdivisions  4,091  (18)  -  -  4,091  (18) 
MBSs – residential  3,163  (98)  -  -  3,163  (98) 
CMOs – residential  1,937  (10)  -  -  1,937  (10) 
 
   $ 11,170 $ (147) $ - $ - $ 11,170 $ (147) 
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NOTE 2 – SECURITIES (Continued) 
 
  Less Than 12 Months   12 Months or More   Total  
 Fair Unrealized Fair Unrealized Fair Unrealized 
 Value Losses Value Losses Value Losses 
December 31, 2011 
U.S. Government agencies  
  securities $ 6,052 $ (17) $ 996 $ (4) $ 7,048 $ (21) 
Corporate securities  978  -  873  (128)  1,851  (128) 
Obligations of states and  
  political subdivisions  657  (1)  -  -  657  (1) 
MBSs – residential  1,888  (6)  -  -  1,888  (6) 
CMOs – residential  7,941  (79)  260  (8)  8,201  (87) 
 
   $ 17,516 $ (103) $ 2,129 $ (140) $ 19,645 $ (243) 
 
As of December 31, 2012, there were no held to maturity corporate securities with unrecognized losses.  
As of December 31, 2011, there were five held to maturity corporate securities with combined 
unrecognized losses of $132,500 for less than twelve months and two held to maturity securities with 
unrecognized losses of $132,000 for greater than twelve months.  
 
At December 31, 2012, unrealized losses involved two U.S. Government agencies securities, three 
MBSs, four CMOs and nine obligations of state and political subdivisions.  At December 31, 2011, 
unrealized losses involved seven U.S. Government agencies securities, seven corporate securities, two 
MBSs, eleven CMOs, one obligation of state and political subdivisions, and two corporate securities.  
Management does not believe that any individual unrealized loss represents an other-than-temporary 
impairment (OTTI).  Management considers many factors including the severity and duration of the 
impairment; the intent and the ability of the Bank to hold the security for a period of time sufficient for a 
recovery in value; recent events specific to the issuer or industry; and for debt securities, external credit 
ratings and recent downgrades.  When OTTI occurs, for debt securities, the amount of the OTTI 
recognized in earnings depends on whether an entity intends to sell the security or it is more likely than 
not it will be required to sell the security before recovery of its amortized cost basis, less any current 
period credit loss.  If an entity intends to sell or it is more likely than not it will be required to sell the 
security before recovery of its amortized cost basis, less any current-period credit loss, the OTTI shall be 
recognized in earnings equal to the entire difference between the investment’s amortized cost basis and 
its fair value at the balance sheet date. If an entity does not intend to sell the security and it is not more 
likely than not that the entity will be required to sell the security before recovery of its amortized cost basis 
less any current-period loss, the OTTI shall be separated into the amount representing the credit loss and 
the amount related to all other factors. The amount of the total OTTI related to the credit loss is 
determined based on the present value of cash flows expected to be collected and is recognized in 
earnings. The amount of the total OTTI related to other factors is recognized in other comprehensive 
income, net of applicable taxes. The previous amortized cost basis less the OTTI recognized in earnings 
becomes the new amortized cost basis of the investment. For equity securities, the entire amount of 
impairment is recognized through earnings. 
 
At December 31, 2012 and 2011, management believes that all unrealized losses are due to changes in 
market interest rates and not related to the underlying credit quality of the issuer of the securities.  
Management does not intend to sell or it is not more likely than not that management would be required 
to sell the securities prior to their anticipated recovery and the decline in fair value is largely due to 
changes in interest rates and other market conditions.  At December 31, 2012 and 2011, all securities in 
an unrealized loss position are investment grade. 
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NOTE 2 – SECURITIES (Continued) 
 
The amortized cost and fair value of the Bank's securities available for sale at December 31, 2012, by 
contractual maturity are shown below (in thousands).  Expected maturities will differ from contractual 
maturities because issuers may have the right to call or prepay with or without penalties. 
 
 Amortized Fair 
 Cost Value 
 
 One year or less $ 4,229 $ 4,237 
 Over one year through five years  34,161  34,662 
 Over five years through ten years  15,015  15,257 
 Over ten years  2,899  3,010 
 MBSs - residential  20,422  20,876 
 CMOs - residential  18,850  19,046 
 
  $ 95,576 $ 97,088 
 
The amortized cost and fair value of the Bank’s securities held to maturity at December 31, 2012, by 
contractual maturity are shown below (in thousands).  Expected maturities will differ from contractual 
maturities because issues may have the right to call or prepay with or without penalties. 
 
 Amortized Fair 
 Cost Value 
 
 One year or less $ 2,496 $ 2,544 
 Over one year through five years  8,390  8,925 
 Over five years through ten years  -  - 
 Over ten years  -  - 
 
  $ 10,886 $ 11,469 
 
 
NOTE 3 - LOANS 
 
Loans at year end were as follows (in thousands): 
 
 2012 2011 
 Real estate 
  Commercial $ 91,888 $ 89,112 
  Land acquisition  14,090  12,963 
  Construction  20,129  11,088 
  Home equity  4,927  3,951 
  Residential/Multifamily  9,846  5,637 
 Commercial   39,763  34,868 
 Consumer  117  100 
   Total  180,760  157,719 
 
 Allowance for loan losses  (2,572)  (2,148) 
 Loans in process  -  (1) 
 Deferred loan fees and costs, net  (676)  (888) 
 
  Loans, net $ 177,512 $ 154,682 
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NOTE 3 – LOANS (Continued) 
 
The following tables present the activity in the allowance for loan losses by portfolio segment for the years 
ending December 31, 2012 and December 31, 2011 (in thousands): 
 
  Real Estate  
  Land Acquisition 
  and Residential/ 
 Commercial Construction Multifamily Commercial Consumer Total 
December 31, 2012 
Allowance for loan losses: 
 Beginning balance $ 872 $ 795 $ 56 $ 423 $ 2 $ 2,148 
 Provision for loan losses  (44)  231  140  191  -  518 
 Loans charged-off  (18)  -  (83)  (18)  -  (119) 
 Recoveries  13  -  -  12  -  25 
 
Total ending 
  allowance balance $ 823 $ 1,026 $ 113 $ 608 $ 2 $ 2,572 
 
December 31, 2011 
Allowance for loan losses: 
 Beginning balance $ 857 $ 436 $ 77 $ 366 $  1 $ 1,737 
 Provision for loan losses  (8)  359  19  28  6  404 
 Loans charged-off  -  -  (40)  -  (5)  (45) 
 Recoveries  23  -  -  29    52 
 
Total ending 
  allowance balance $ 872 $ 795 $ 56 $ 423 $ 2 $ 2,148 
 
The following tables present the balance in the allowance for loan losses and the recorded investment in 
loans by portfolio segment and based on impairment method as of December 31, 2012 and 2011 (in 
thousands): 
 
  Real Estate  
  Land Acquisition 
  and Residential/ 
 Commercial Construction Multifamily Commercial Consumer Total 
December 31, 2012 
Allowance for loan losses: 
 Ending allowance  
   balance attributable  
   to loans: 
  Individually evaluated 
    for impairment $ 9 $ - $ 11 $ - $ - $ 20 
  Collectively evaluated 
    for impairment  814  1,026  102  608  2  2,552 
 
Total ending  
  allowance balance $ 823 $ 1,026 $ 113 $ 608 $ 2 $ 2,572 
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NOTE 3 – LOANS (Continued) 
 
  Real Estate  
  Land Acquisition 
  and Residential/ 
 Commercial Construction Multifamily Commercial Consumer Total 
Loans: 
 Loans individually  
   evaluated for  
   impairment $ 2,603 $ 3,096 $ 340 $ 824 $ - $ 6,863 
 Loans collectively  
   evaluated for  
   impairment  89,285   31,123   14,433   38,939  117   173,897 
 
Total ending  
  loans balance $ 91,888 $ 34,219 $ 14,773 $ 39,763 $ 117 $ 180,760 
 
December 31, 2011 
Allowance for loan losses: 
 Ending allowance  
   balance attributable  
   to loans: 
  Individually evaluated 
    for impairment $ 35 $ 167 $ - $ - $ - $ 202 
  Collectively evaluated 
    for impairment  837  628  56  423  2  1,946 
 
Total ending  
  allowance balance $ 872 $ 795 $ 56 $ 423 $ 2 $ 2,148 
 
Loans: 
 Loans individually  
   evaluated for  
   impairment $ 358 $ 936 $ 130 $ 95 $ - $ 1,519 
 Loans collectively  
   evaluated for  
   impairment  88,754  23,115  9,458  34,773  100  156,200 
 
Total ending  
  loans balance $ 89,112 $ 24,051 $ 9,588 $ 34,868 $ 100 $ 157,719 
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NOTE 3 – LOANS (Continued) 
 
The following table presents information related to impaired loans by class of loans as of and for the 
years ended December 31, 2012 and 2011 (in thousands): 
 
   Allowance 
 Unpaid  for Loan Average Cash Basis 
 Principal Recorded Losses Recorded Interest 
 Balance Investment Allocated Investment Recognized 
December 31, 2012 
With no related allowance recorded 
 Real estate 
  Commercial $ 2,470 $ 2,470 $ - $ 1,405 $ 27 
  Construction  3,096  3,096  -  2,376  270 
  Residential/Multifamily  170  130  -  130  - 
 Commercial  824  824  -  331  40 
 
With an allowance recorded 
 Real estate 
  Commercial  152  133  9  149  2 
  Residential/Multifamily  210  210  11  53  16 
 
Total   $ 6,922 $ 6,863 $ 20 $ 4,444 $ 355 
 
December 31, 2011 
With no related allowance recorded 
 Real estate 
  Commercial $ 310 $ 310 $ - $ 319 $ - 
  Residential/Multifamily  170  130  -  97  1 
 Commercial  95  95  -  49  5 
 
With an allowance recorded 
 Real estate 
  Commercial  48  48  35  24  2 
  Construction  936  936  167  1,081  68 
 
Total   $ 1,559 $ 1,519 $ 202 $ 1,570 $ 76 
 
The following tables present the recorded investment in nonaccrual loans by class of loans as of 
December 31, 2012 and 2011 (in thousands): 
 
  Nonaccrual  
 2012 2011 
 Real estate 
  Commercial $ 431 $ 358 
  Residential/Multifamily  130  130 
 Commercial  68  95 
 
  Total $ 629 $ 583 
 
There were no loans past due over 90 days still on accrual for the years ended December 31, 2012 and 
2011. 
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NOTE 3 – LOANS (Continued) 
 
No additional funds are committed to be advanced on impaired loans.  
 
The following table presents the aging of the recorded investment in past due loans as of December 31, 
2012 and 2011, by class of loans (in thousands): 
 
  30 - 59 60 - 89 Greater than 
  Days Days 90 Days Total Loans Not 
  Past Due Past Due Past Due Past Due Past Due Total 
December 31, 2012 
Real estate 
 Commercial $ 2,725 $ 173 $ 431 $ 3,329 $ 88,559 $ 91,888 
 Construction  3,394  -  -  3,394  30,825  34,219 
 Residential 
  One-to-four family  -  -  -  -  1,264  1,264 
  Home equity  50  -  130  180  4,747  4,927 
  Multifamily  -  -  -  -  8,582  8,582 
Commercial  2  25  68  95  39,668  39,763 
Consumer  -  -  -  -  117  117 
 
Total  $ 6,171 $ 198 $ 629 $ 6,998 $ 173,762 $ 180,760 
 
December 31, 2011 
Real estate 
 Commercial $ 808 $ 754 $ 358 $ 1,920 $ 87,192 $ 89,112 
 Construction  -  -  -  -  24,051  24,051 
 Residential 
  One-to-four family  -  110  -  110  996  1,106 
  Home equity  -  -  130  130  3,821  3,951 
  Multifamily  -  137  -  137  4,394  4,531 
Commercial  56  -  95  151  34,717  34,868 
Consumer  -  -  -  -  100  100 
 
Total  $ 864 $ 1,001 $ 583 $ 2,448 $ 155,271 $ 157,719 
 
Troubled Debt Restructurings 
 
The Bank has no allocation of specific reserves to customers whose loan terms have been modified in 
troubled debt restructurings as of December 31, 2012 and 2011.  The Bank has no commitments to lend 
additional amounts as of December 31, 2012 and 2011, to customers with outstanding loans that are 
classified as troubled debt restructurings.  
 
During the year ending December 31, 2012 and 2011, the terms of certain loans were modified as 
troubled debt restructurings. The modification of the terms of such loans included one or a combination of 
the following: a reduction of the stated interest rate of the loan; an extension of the maturity date at a 
stated rate of interest lower than the current market rate for new debt with similar risk; or a permanent 
reduction of the recorded investment in the loan. 
 
Modifications involving a reduction of the stated interest rate of the loan were for periods ranging from 
thirty days to five years. Modifications involving an extension of the maturity date were for periods ranging 
from one month to five years. 
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NOTE 3 – LOANS (Continued) 
 
The following table presents loans by class modified as troubled debt restructurings that occurred during 
the year ending December 31, 2012 (in thousands): 
 
  Pre-  Post- 
  Modification Modification 
  Outstanding Outstanding 
 Number of Recorded Recorded 
 Loans Investment Investment 
 Troubled Debt Restructurings:       
  Real estate 
   Commercial  4 $ 1,975 $ 2,178 
   Construction  5  3,621  3,621 
  Commercial  3  759  759 
 
 Total  12 $ 6,355 $ 6,558 
 
The following table presents loans by class modified as troubled debt restructurings that occurred during 
the year ending December 31, 2011 (in thousands): 
 
  Pre-  Post- 
  Modification Modification 
  Outstanding Outstanding 
 Number of Recorded Recorded 
 Loans Investment Investment 
 Troubled Debt Restructurings:       
  Commercial    1 $ 4 $ 4 
  Commercial real estate: 
   Construction  1  329  329 
 
 Total  2 $ 333 $ 333 
 
 
The troubled debt restructurings described above did not increase the allowance for loan losses and 
resulted in no charge offs during the year ending December 31, 2012 and 2011.   
 
A loan is considered to be in payment default once it is 90 days contractually past due under the modified 
terms.  
 
The Bank had no troubled debt restructurings that subsequently defaulted during the year ending 
December 31, 2012 and 2011. 
 
The terms of certain other loans were modified during the year ending December 31, 2012 and 2011, that 
did not meet the definition of a troubled debt restructuring. These loans have a total recorded investment 
as of December 31, 2012 and 2011, of $4,974,000 and $2,255,000, respectively. The modification of 
these loans involved rate adjustments for loans to borrowers who were not experiencing financial 
difficulties. 
 
In order to determine whether a borrower is experiencing financial difficulty, an evaluation is performed of 
the probability that the borrower will be in payment default on any of its debt in the foreseeable future 
without the modification. This evaluation is performed under the Bank’s internal underwriting policy. 
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NOTE 3 – LOANS (Continued) 
 
Credit Quality Indicators 
 
The Bank categorizes loans into risk categories based on relevant information about the ability of 
borrowers to service their debt such as:  current financial information, historical payment experience, 
credit documentation, public information, and current economic trends, among other factors.  All loans are 
classified at origination.  The Bank analyzes loans individually by classifying the loans as to credit risk.  
This analysis includes loans with an outstanding balance greater than $100,000 and non-homogeneous 
loans, such as commercial and commercial real estate loans. Subsequent to origination the Bank 
monitors the loans based on performance. This analysis is performed on a quarterly basis.  The Bank 
uses the following definitions for risk ratings: 

 
Special Mention:  Loans classified as special mention have a potential weakness that deserves 
management's close attention. If left uncorrected, these potential weaknesses may result in 
deterioration of the repayment prospects for the loan or of the institution's credit position at some 
future date. 
 
Substandard:  Loans classified as substandard are inadequately protected by the current net 
worth and paying capacity of the obligor or of the collateral pledged, if any. Loans so classified 
have a well-defined weakness or weaknesses that jeopardize the liquidation of the debt. They are 
characterized by the distinct possibility that the institution will sustain some loss if the deficiencies 
are not corrected. 
 
Doubtful:  Loans classified as doubtful have all the weaknesses inherent in those classified as 
substandard, with the added characteristic that the weaknesses make collection or liquidation in 
full, on the basis of currently existing facts, conditions, and values, highly questionable and 
improbable. 

 
Loans not meeting the criteria above that are analyzed individually as part of the above described 
process or are monitored based on performance are considered to be pass rated loans.   
 
Based on the most recent analysis performed, the risk category of loans by class of loans is as follows (in 
thousands): 
 
   Special   Not 
  Pass Mention Substandard Doubtful Rated 
December 31, 2012 
Real estate 
 Commercial $ 86,713 $ 1,006 $ 4,169 $ - $ - 
 Construction  24,721  1,940  7,558  -  - 
 Residential 
  One-to-four family/ 
    multifamily  9,400  -  446  -  - 
  Home equity  4,747  -  180  -  - 
Commercial   36,271  631  2,861  -  - 
Consumer  103  -  -  -  14 
 
Total $ 161,955 $ 3,577 $ 15,214 $ - $ 14 
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NOTE 3 – LOANS (Continued) 
 
   Special   Not 
  Pass Mention Substandard Doubtful Rated 
December 31, 2011 
Real estate 
 Commercial $ 85,015 $ 2,357 $ 1,717 $ 23 $ - 
 Construction  13,788  6,393  3,871  -  - 
 Residential 
  One-to-four family/ 
    multifamily  5,389  -  247  -  - 
  Home equity  3,771  -  180  -  - 
Commercial   33,065  1,238  565  -  - 
Consumer  94  -  -  -  6 
 
Total $ 141,122 $ 9,988 $ 6,580 $ 23 $ 6 
 
The Bank did not purchase any loans in 2012 and 2011.   
 
 
NOTE 4 - PREMISES AND EQUIPMENT 
 
 December 31, 
 2012 2011 
 (in thousands) 
 
 Leasehold improvements $ 818 $ 788 
 Furniture, fixtures and equipment  1,473  1,066 
    2,291  1,854 
 
 Accumulated depreciation  (999)  (752) 
 
   $ 1,292 $ 1,102 
 
The amount charged to depreciation expense was approximately $273,000 and $229,000 for the years 
ended December 31, 2012 and 2011, respectively. 
 
 
NOTE 5 – DEPOSITS 
 
Deposits at year end were as follows (in thousands): 
 
 2012 2011 
 
 Noninterest bearing demand $ 23,188 $ 20,208 
 Interest bearing demand  5,420  4,454 
 Money market  102,683  105,908 
 Savings  35,620  33,391 
 Time deposits  78,130  81,850 
 
   $ 245,041 $ 245,811 
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NOTE 5 – DEPOSITS (Continued) 
 
Scheduled maturities of time deposits at December 31, 2012, were as follows (in thousands): 
 

2013 $ 45,089 
2014  23,161 
2015  4,936 
2016  4,306 
2017  638 
Thereafter  - 
 
 $ 78,130 

 
At December 31, 2012 and 2011, time deposits of $100,000 or more totaled $45.3 million and $46.8 
million, respectively. 
 
 
NOTE 6 - BORROWINGS AND LINES OF CREDIT 
 
On March 7, 2007, the Bank entered into a $5,000,000 Master Repurchase Agreement with PNC Bank.  
The borrowing is at a fixed rate of interest of 4.04% with a maturity date of March 13, 2017.  For 2012, the 
maximum balance of the PNC borrowings was $5,000,000 and the average balance was $5,000,000.  
PNC Bank has the right to terminate the transaction on March 13, 2008, and quarterly thereafter with five 
business days’ notice.  The borrowing is collateralized by securities with a carrying amount of $6,000,000 
and fair value of $6,069,000 as of December 31, 2012. 
 
At December 31, 2012, the Bank had long-term repurchase agreements and amortizing advances with 
the Federal Home Loan Bank of New York of $17,720,000 at a weighted average interest rate of 1.85%.  
For 2012, the maximum balance of the Federal Home Loan Bank New York borrowings was $17,750,000 
and the average balance was $15,302,000. These long-term borrowings were collateralized by securities 
with an aggregate carrying value and estimated fair value of $19.5 million and $19.8 million, respectively. 
 
As of December 31, 2012, the Bank’s Federal Home Loan Bank of New York repurchase agreements and 
amortizing advances are scheduled to mature as follows (in thousands): 
 

2013 $ - 
2014  2,000 
2015  3,000 
2016  5,000 
2017  1,000 
Thereafter  6,720 
 
 $ 17,720 

 
The Bank has available Federal Funds lines of credit for $3,000,000 at The Independent Bankers Bank, 
$5,000,000 at Atlantic Central Bankers Bank, $5,000,000 at M&T Bank, and $8,000,000 at Zions Bank.  
Borrowings under the lines are charged interest at the quoted Federal Funds offering rate at the time that 
advances are made, and mature the following business day.  Additional securities pledged may be 
required.  The Bank had no borrowings of these type outstanding at December 31, 2012 and 2011. 
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NOTE 7 - OPERATING LEASES 
 
The Bank leases office space for use as administrative and branch offices in Middletown, Bardonia, and 
Monroe, New York, and branch offices in Warwick and White Plains, New York. Rental expense totaled 
approximately $525,000 and $442,000 for the years ended December 31, 2012 and 2011, respectively.  
 
At December 31, 2012, the minimum rental commitments required under the leases are as follows (in 
thousands): 
 

2013 $ 533 
2014  521 
2015  512 
2016  368 
2017  296 
Thereafter  358 
 
 $ 2,588 

 
 
NOTE 8 - INCOME TAXES 
 
Income tax expense consists of the following (in thousands): 
 
 2012 2011 
 Current 
  Federal $ 1,240 $ 1,242 
  State  349  309 
    1,589  1,551 
 Deferred 
  Federal  (74)  48 
  State  (19)  25 
    (93)  73 
 
 Income tax expense (benefit) $ 1,496 $ 1,624 
 
The following table presents a reconciliation between the reported income tax and the income tax, which 
would be computed by applying the normal federal income tax rate of 34% to income before income taxes 
at years ended December 31 (in thousands): 
 
  2012   2011  
  % of  % of  
  Pre-Tax  Pre-Tax 
 Amount Income Amount Income 
 
Federal income tax at statutory rate $ 1,361  34.0% $ 1,430  34.0% 
State income tax, net of federal benefit  218  5.4  221  5.3 
Tax-exempt income, net  (93)  (2.3)  (31)  (0.7) 
Other   10  0.3  4  0.0 
 
Effective income tax (rate) $ 1,496  37.4% $ 1,624  38.6% 
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NOTE 8 - INCOME TAXES (Continued) 
 
The Bank’s deferred tax assets and liabilities at December 31 are as follows (in thousands): 
 
 2012 2011 
 Deferred tax assets 
  Net operating losses carried forward $ 2,112 $ 2,253 
  Allowance for loan losses  765  560 
  Other  135  97 
   Total deferred tax assets  3,012  2,910 
 
 Deferred tax liabilities 
  Depreciation  (122)  (129) 
  Unrealized gains on securities available for sale  (605)  (379) 
  Other  (16)  - 
   Total deferred tax liabilities  (743)  (508) 
 
   Net deferred tax assets $ 2,269 $ 2,402 
 
Realization of deferred tax assets associated with the net operating loss carryforwards is dependent upon 
generating sufficient taxable income prior to their expiration. 
 
The Bank has available unused federal and state net operating loss carryforwards that may be applied 
against future taxable income and that expire as follows (in thousands): 
 
 Year of Expiration 
 

2023 $ 408 
2024  1,523 
2025  1,456 
2026  1,171 
2027  365 
2028  400 
 
Total $ 5,323 

 
At December 31, 2012, the Bank assessed its earnings history and trend over the past three years, its 
estimate of future earnings, and the expiration dates of its net operating loss carryforwards. This 
assessment included an analysis of the impact of the Internal Revenue Code (IRC) Section 382 
limitations on loss utilization, which amounts to $354,138 per year. Based on this assessment, the Bank 
determined that it was more likely than not that its deferred tax assets will be realized before their 
expiration. 
 
At December 31, 2012 and 2011, the Bank had no unrecognized tax benefits recorded. The Bank does 
not expect the amount of unrecognized tax benefits to significantly change within the next twelve months.  
There were no penalties or interest related to income taxes recorded in the income statement for the 
years ended December 31, 2012 and 2011, and no amounts accrued for penalties as of December 31, 
2012 and 2011. 
 
The Bank is subject to U.S. federal income tax as well as income tax of the State of New York.  The Bank 
is no longer subject to examination by taxing authorities for the years prior to 2009. 
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NOTE 9 - RETIREMENT PLAN 
 
The Bank has established a 401(k) Plan (the “Plan”) to provide retirement benefits for its employees.  The 
Plan covers substantially all employees meeting certain eligibility requirements.  Employees may 
contribute from 1% to 15% of their annual compensation to the Plan, limited to a maximum annual 
amount as set periodically by the Internal Revenue Service.  Contributions that the Bank may make, 
including matching contributions, are discretionary.  In 2012 and 2011, the Bank’s matching contributions 
totaled approximately $25,000 and $20,000, respectively.  
 
 
NOTE 10 - CAPITAL REQUIREMENTS 
 
The Bank is subject to various regulatory capital requirements administered by the federal banking 
agencies.  Failure to meet 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 
assets, liabilities and certain off-balance-sheet items as calculated under regulatory accounting practices.  
The capital amounts and classification are also subject to qualitative judgments by the regulators about 
components, risk-weighting and other factors.  Management believes as of December 31, 2012, the Bank 
meets all capital adequacy requirements to which it is subject. 
 
Quantitative measures established by regulation to ensure capital adequacy require the maintenance of 
minimum amounts and ratios (set forth in the tables below) of total and Tier 1 capital (as defined in the 
regulations) to risk-weighted assets (as defined), and of Tier 1 Capital (as defined) to average assets (as 
defined).   
 
At year end December 31, 2012 and 2011, the most recent notifications from the OCC categorized the 
Bank as well capitalized under the regulatory framework for prompt correction action.  To be categorized 
as well capitalized, the Bank must maintain minimum total risk-based, Tier 1 risk-based and Tier 1 
leverage ratios as set forth in the table below.  There are no conditions or events since that notification 
that management believes have changed the Bank’s category. 
 
The Bank’s actual capital ratios as of December 31, 2012 and 2011, and the minimum ratios required for 
capital adequacy purposes and to be well capitalized under the prompt correction action provisions are as 
follows (dollars in thousands): 
 
    To Be Well 
    Capitalized Under 
   For Capital Prompt Corrective 
   Actual   Adequacy Purposes   Action Provisions  
  Amount Ratio Amount Ratio Amount Ratio 
2012 
Tier 1 leverage ratio  
  (to average assets) $ 38,090 11.9%  $12,783 ≥4.0% $ 15,979 ≥5.0% 
Tier 1 risk-based capital ratio  
  (to risk-weighted assets)  38,090 16.2  9,430 ≥4.0  14,145 ≥6.0 
Total risk-based capital ratio  
  (to risk-weighted assets)  40,799 17.3  18,860 ≥8.0  23,575 ≥10.0 
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NOTE 10 - CAPITAL REQUIREMENTS (Continued) 
 
    To Be Well 
    Capitalized Under 
   For Capital Prompt Corrective 
   Actual   Adequacy Purposes   Action Provisions  
  Amount Ratio Amount Ratio Amount Ratio 
2011 
Tier 1 leverage ratio  
  (to average assets) $ 35,727 11.9% $ 11,980 ≥4.0% $ 14,975 ≥5.0% 
Tier 1 risk-based capital ratio  
  (to risk-weighted assets)  35,727 16.4  8,718 ≥4.0  13,078 ≥6.0 
Total risk-based capital ratio  
  (to risk-weighted assets)  38,033 17.4  17,437 ≥8.0  21,796 ≥10.0 
 
 
NOTE 11 - SHAREHOLDERSʼ EQUITY AND DIVIDENDS 
 
The OCC regulates the amount of dividends and other capital distributions that the Bank may pay to 
shareholders.  In general, all dividends may only be paid from undivided profits and the Bank must meet 
all capital requirements after the dividend payment.  As of December 31, 2012, the Bank met regulatory 
guidelines necessary to pay dividends and its first dividend in the amount $0.05 per share was paid to 
shareholders of record as of December 10, 2012, on December 21, 2012.  The Bank’s retained earnings 
of $526,000 and net income available to pay dividends totaled $4,589,000 as of December 31, 2012.  
 
 
NOTE 12 - RELATED PARTY TRANSACTIONS 
 
Loans to principal officers, directors, significant stockholders, and their affiliates at December 31, 2012, 
were $4,941,000, of which $3,941,000 was outstanding and $1,000,000 was in unused lines of credit.  
Loans to principal officers, directors, significant stockholders, and their affiliates at December 31, 2011, 
were $7,610,000, of which $2,785,000 was outstanding and $4,866,000 was in unused lines of credit.   
 
The Bank held related party deposits of approximately $9,190,000 and $10,655,000 at December 31, 
2012 and 2011, respectively. 
 
The Bank leases both the Bardonia and Monroe, New York, branches and office space from significant 
stockholders of the Bank. For Bardonia, the Bank is committed to an escalating branch and office lease 
amount beginning at approximately $134,000 per year and ending at approximately $175,000 per year 
through the term of the lease ending August 2018.  For Monroe, the Bank is committed to a branch and 
office lease amount of approximately $91,000 per year through the term of the leases ending January and 
February, 2017, respectively.  The rent expense for the Bardonia lease amounted to $155,000 for each 
year ended December 31, 2012 and 2011.  The rent expense for the Monroe leases amounted to 
$83,000 and $0 for the years ended December 31, 2012 and 2011, respectively. 
 
 
NOTE 13 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK 
 
The Bank is a party to certain 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.  Those instruments involve, to varying degrees, elements of credit risk in excess of the 
amount recognized on the statement of financial condition.  The contract amounts of those instruments 
reflect the extent of involvement the Bank has in particular classes of financial instruments.  
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NOTE 13 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (Continued) 
 
The Bank’s exposure to credit loss in the event of nonperformance by the other party to the commitments 
to extend credit is represented by the contractual notional amount of those instruments.  The Bank uses 
the same credit policies in making commitments as it does for on-balance-sheet instruments.  
 
Unless otherwise noted, the Bank may require collateral or other security to support off-balance-sheet 
financial instruments with credit risk.  A summary of the Bank’s commitments at December 31, 2012 and 
2011, were as follows (in thousands): 
 
 2012 2011 
 
 Commitments to extend credit $ 2,197 $ 3,191 
 Unused credit lines  16,930  19,166 
 
   $ 19,127 $ 22,357 
 
Commitments to extend credit include mortgage loans, term loans, home equity, and commercial lines of 
credit expiring within 90 days.  At December 31, 2012 and 2011, there were no commitments to extend 
credit expiring prior to 90 days at fixed rates.  At December 31, 2012 and 2011, outstanding letters of 
credit approximated $2,197,000 and $3,191,000, respectively. 
 
 
NOTE 14 - STOCK BASED COMPENSATION 
 
Share Award Plan:  On December 3, 2012, a grant of 1,500 shares from treasury was made to one 
executive which vests over five years.  On February 17, 2011, a grant of 16,675 shares of restricted stock 
was made to employees who vest over five years. These grants were from authorized and unissued 
shares.  Compensation expense is recognized over the vesting period of the awards based on the fair 
value of the stock at issue date.  Total compensation cost that has been charged against income was 
$17,000 for 2012 and $15,000 for 2011.  The total income tax benefit was $6,800 for 2012 and $6,000 for 
2011.  The market price of the Bank’s common stock at the date of grant is used as the fair value of the 
restricted stock awards. 
 
A summary of changes in the Bank’s nonvested shares for the year follows: 
 
  Weighted- 
  Average 
  Grant-Date 
 Nonvested Shares Shares Fair Value 
 
 Nonvested at January 1, 2012  15,675 $ 5.49 
  Granted  1,500  4.34 
  Vested  (3,135)  5.49 
  Forfeited  (120)  5.49 
 
 Nonvested at December 31, 2012  13,920 $ 5.37 
 
As of December 31, 2012, there was $59,000 of total unrecognized compensation cost related to the 
nonvested shares granted under the 2011 Restricted Stock Plan.  The remaining cost is expected to be 
recognized over a weighted-average period of 3.3 years.  The total fair value of shares vested during the 
years ended December 31, 2012 and 2011 was $15,200 and $0, respectively. 
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NOTE 15 - FAIR VALUE 
 
Fair value is the exchange price that would be received for an asset or paid to transfer a liability (exit 
price) in the principal or most advantageous market for the asset or liability in an orderly transaction 
between market participants on the measurement date.  There are three levels of inputs that may be used 
to measure fair values: 
 

Level 1:  Quoted prices (unadjusted) for identical assets or liabilities in active markets that the 
entity has the ability to access as of the measurement date. 
 
Level 2:  Significant other observable inputs other than Level 1 prices such as quoted prices for 
similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are 
observable or can be corroborated by observable market data.  
 
Level 3:  Significant unobservable inputs that reflect a reporting entity’s own assumptions about 
the assumptions that market participants would use in pricing an asset or liability. 

 
The fair values for investment securities are determined by quoted market prices, if available (Level 1).  
For securities where quoted prices are not available, fair values are calculated based on market prices of 
similar securities (Level 2).  For securities where quoted prices or market prices of similar securities are 
not available, fair values are calculated using discounted cash flows or other market indicators (Level 3).  
 
The fair value of impaired loans with specific allocations of the allowance for loan losses is generally 
based on recent real estate appraisals.  These appraisals may utilize a single valuation approach or a 
combination of approaches including comparable sales and the income approach.  Adjustments are 
routinely made in the appraisal process by the appraisers to adjust for differences between the 
comparable sales and income data available.  Such adjustments are typically significant and result in a 
Level 3 classification of the inputs for determining fair value.  Because the Bank has a small amount of 
impaired loans measured at fair value, the impact of unobservable inputs on the Bank’s financial 
statements is not material.  
 
Nonrecurring adjustments to certain commercial and residential real estate properties classified as other 
real estate owned (OREO) are measured at lower of cost or fair value, less costs to sell. Fair values are 
based on recent real estate appraisals. These appraisals may use a single valuation approach or a 
combination of approaches including comparable sales and the income approach. Adjustments are 
routinely made in the appraisal process by the independent appraisers to adjust for differences between 
the comparable sales and income data available. Such adjustments are usually significant and typically 
result in a Level 3 classification of the inputs for determining fair value.  Because the Bank has a small 
amount of OREO measured at fair value, the impact of unobservable inputs on the Bank’s financial 
statements is not material.  
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NOTE 15 - FAIR VALUE (Continued) 
 
Assets and Liabilities Measured on a Recurring Basis 
 
Assets and liabilities measured at fair value on a recurring basis are summarized below (in thousand):  
 
  Fair Value Measurements  
  At December 31 Using  
 Quoted Prices Significant 
 In Active Other Significant 
 Markets for Observable Unobservable 
 Identical Assets Inputs Inputs 
 (Level 1) (Level 2) (Level 3) 
 2012 
 Assets: 
  Available for sale securities 
   U.S. Government agencies $ - $ 20,164 $ - 
   Corporate securities  5,172  -  - 
   Obligations of states and political  
     subdivisions  -  31,830  - 
   MBSs - residential  -  20,876  - 
   CMOs – residential  -  19,046  - 
 
  Total Available for Sale Securities $ 5,172 $ 91,916 $ - 
 
 2011 
 Assets: 
  Available for sale securities 
   U.S. Government agencies $ - $ 48,482 $ - 
   Corporate securities  1,850  -  - 
   Obligations of states and political  
     subdivisions  -  14,024  - 
   MBSs - residential  -  35,716  - 
   CMOs – residential  -  13,728  - 
 
  Total Available for Sale Securities $ 1,850 $ 111,950 $ - 
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NOTE 15 - FAIR VALUE (Continued) 
 
Assets and Liabilities Measured on a Non-Recurring Basis 
 
Assets and liabilities measured at fair value on a non-recurring basis are summarized below (in 
thousands): 
 
  Fair Value Measurements  
  At December 31 Using  
 Quoted Prices Significant 
 In Active Other Significant 
 Markets for Observable Unobservable 
 Identical Assets Inputs Inputs 
 (Level 1) (Level 2) (Level 3) 
 2012 
 Assets: 
  Impaired loans 
   Real estate 
    Commercial $ - $ - $ 124 
    Residential/Multifamily  -  -  199 
 
 2011 
 Assets: 
  Impaired loans 
   Commercial $ - $ - $ 13 
   Commercial real estate 
   Construction  -  -  769 
  OREO, net 
   Commercial real estate 
    Real estate  -  -  327 
 
The following represent impairment charges recognized during the period:  
 
At December 31, 2012 and 2011, impaired loans, which are measured for impairment using the fair value 
of the collateral for collateral dependent loans, had net carrying amounts of $343,000 and $984,000 with 
a valuation allowance of $20,000 and $202,000 resulting in an additional provision for loan losses of 
$20,000 and $202,000, respectively.  At December 31, 2012, the Bank did not have any OREO measured 
at fair value.  At December 31, 2011, OREO measured at fair value less costs to sell, had a net carrying 
amount of $0 and $327,000.  There was no valuation allowance on these assets. 
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(Continued) 

NOTE 15 - FAIR VALUE (Continued) 
 
Estimated fair values of financial instruments at December 31, 2012 and 2011, were as follows (in 
thousands): 
 
 Carrying  Fair Value  
 Amount Level 1 Level 2 Level 3 
December 31, 2012 
Financial assets 
 Cash and due from banks $ 15,438 $ 15,438 $ - $ - 
 Federal funds sold  25  25  -  - 
 Securities available for sale  97,088  5,172  91,916  - 
 Securities held to maturity  10,886  11,469  -  - 
 Restricted bank stock  2,359  N/A  N/A  N/A 
 Loans receivable, net  177,512  -  -  180,273 
 Accrued interest receivable  1,336  215  260  861 
 
Financial liabilities 
 Deposits $ 245,041 $ 168,243 $ 79,077 $ - 
 Securities sold under agreements  
   to repurchase  5,000  -  5,563  - 
 Federal Home Loan Bank advances  17,720  -  18,073  - 
 Accrued interest payable  514  38  476  - 
 
 Carrying Fair 
 Amount Value 
December 31, 2011 
Financial assets 
 Cash and due from banks $ 6,005 $ 6,005 
 Federal funds sold  64  64 
 Securities available for sale  113,800  113,800 
 Securities held to maturity  16,845  17,144 
 Restricted bank stock  1,908  N/A 
 Loans receivable, net  154,682  157,999 
 Accrued interest receivable  1,210  1,210 
 
Financial liabilities 
 Deposits $ 245,811 $ 248,929 
 Securities sold under agreements  
   to repurchase  5,000  5,513 
 Federal Home Loan Bank advances  10,000  10,080 
 Accrued interest payable  456  456 
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NOTE 15 - FAIR VALUE (Continued) 
 
The methods and assumptions used to estimate fair value are described as follows: 
 
Carrying amount is the estimated fair value for cash and due from banks, federal funds sold, interest 
bearing deposits, accrued interest receivable and payable, demand deposits, short-term debt, and 
variable rate loans or deposits that reprice frequently and fully.  The methods for determining the fair 
values for securities were described previously.  For fixed rate loans or deposits and for variable rate 
loans or deposits with infrequent repricing or repricing limits, fair value is based on discounted cash flows 
using current market rates applied to the estimated life and credit risk including consideration of widening 
credit spreads.  Fair value of debt is based on current rates for similar financing.  It was not practicable to 
determine the fair value of restricted bank stock due to restrictions placed on its transferability.  The fair 
value of off-balance-sheet items is not considered material. 
 
 
NOTE 16 - CONTINGENCIES 
 
The Bank may, from time to time, be a party to legal proceedings relating to the conduct of its business.  
The Bank is not presently a party to any material pending legal proceedings.  
 
 
NOTE 17 – OTHER COMPREHENSIVE INCOME (LOSS) 
 
The following is a summary of accumulated other comprehensive income balances, net of tax: 
 
 Balance at Current Balance at 
 December 31, Year December 31, 
 2011 Change 2012 
 Unrealized gains (losses) on securities 
   available for sale $ 568 $ 339 $ 907 
 
 Total  $ 568 $ 339 $ 907 
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