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Dear Shareholder:

2002 was an extraordinary year of unprecedented growth and expansion for Synergy Financial Group, Inc. Our strategy of providing premier service and
convenience, as well as excellent products to our retail and business customers continued to yield outstanding financial results. On December 31, 2002,
the organization had total assets of $431.3 million, compared to $297.0 million one year earlier, an increase of 45.3%. Total loans increased more than
$95.0 million, from $226.1 million on December 31, 2001 to $321.4 million at the close of 2002, an increase of 42.2% that was driven by record loan
originations of $186.5 million. Total bank deposits increased 45.1%, to $362.7 million on December 31, 2002, with new banking offices contributing
$43.9 million of this growth and “same store” deposits increasing 27.5%, or $68.8 million.

The organization significantly expanded its branch network during 2002, opening six new branch locations in the Central New Jersey market area. We also
closed our last out-of-state office, located in Memphis, Tennessee, and laid the groundwork for three additional facilities to be added to our branch network
(two in 2003 and one in 2004). To complement our growing branch network, we expanded our full-service branch and telephone banking center hours

to 7-day-a-week availability. We also rolled out significant delivery system enhancements via our Visa® Check Card and our Internet-based transactional-
banking and bill payment system — Memberlink Online. The former provides our personal checking account users access to the funds in their accounts to
purchase goods and services at merchants displaying the familiar Visa logo; the latter provides members account access and bill payment processing
capability from any location that provides them with access to the World Wide Web.

We took another significant step in 2002, with the offering of shares of common stock in Synergy Financial Group, Inc. This public offering raised
approximately $14.0 million in capital to support our continued growth. In addition to supporting the expansion of our branch network, these funds
are being utilized for general business purposes such as originating loans and purchasing securities. We also intend to actively consider the acquisition
of local financial institutions as a means of expanding our banking operation.

With that in mind, on October 11, 2002 Synergy announced the signing of a Definitive Agreement to acquire First Bank of Central Jersey (“First Bank”)
for $2.1 million in cash. First Bank was a $54.3 million New Jersey-based financial institution with its main office located in North Brunswick and a
branch office in Monroe. This transaction closed on January 10, 2003, adding $52.1 million of deposits and $22.9 million in loans to our balance sheet.
It also expanded Synergy’s branch office presence in Middlesex County, New Jersey.

The year didn't pass without a fair share of challenges. Coincident with one of the worst years in decades on Wall Street, with the Dow Jones Industrial
average experiencing its sharpest decline in 25 years, Synergy Financial Services, Inc. suffered its second consecutive year of negative earnings, reporting
an operating loss of $33,743 for the year ended December 31, 2002. This followed an operating loss of $30,463 in 2001. While disappointing, these
results remain in line with our business plan projections, and in no way alter our commitment to this operating subsidiary and its vision.

Another notable challenge posed in 2002 originated at the state level - a dramatic change in the tax rate applicable to the state’s savings banks. To
help offset the burden wrought by this action, the company organized and incorporated Synergy Capital Investments, Inc., a Synergy Bank subsidiary.
This New Jersey corporation, organized under the New Jersey Business Corporation Act, has the power to invest in stocks, bonds, notes and all types
of equity, mortgages, debentures and other investment securities and to engage in the offering of all types of investment-related services. Corporations
organized under the New Jersey Business Corporation Act are subject to a state income tax rate of 3.6% (versus the 9% rate for New Jersey savings
banks). Following the incorporation of Synergy Capital investments, Inc., Synergy Bank moved its investment portfolio to this company in order to
minimize the impact of the new state tax structure.

indeed, the year was not only exciting and challenging, but financially rewarding, as well. The price of our stock, which is traded on the over-the-counter
market under the symbol “SYNF" rose dramatically following our initial public offering, reflecting what we believe to be a strong endorsement of our
Company's goals and objectives by the investing community. During 2003, we will continue to pursue these goals and objectives, focusing effort and
energy on tremendous opportunities to bring banking, investment and insurance services to our expanding New Jersey markets.

The service provided by our experienced and motivated staff and the convenience pravided by our 7-day-a-week availability via multiple delivery
channels set the stage for what we anticipate to be a value-filled, viable model to enhance your Synergy investment.

I take this opportunity to express my appreciation to our Board of Directors and staff for their hard work, dedication and vision, to our shareholders
for their belief in our vision, and to all of you who use our many products and services. Each of you has a vital role in our success, both now
and in the future.

Sincerely,

John S. Fiore
President and Chief Executive Officer
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ANNUAL REPORT




Management’s Discussion and Analysis of
Financial Condjition and Results of Operations

General

Management’s discussion and analysis of financial condition

and results of operations is intended to provide assistance in
understanding our consolidated financial condition and results
of operations. The information in this section should be read with
the consolidated financial statements and the notes thereto
included in this Annual Report.

Our results of operations are primarily dependent on our net interest
income. Net interest income is a function of the balances of loans and
investments outstanding in any one period, the yields earned on those
loans and investments, and the interest paid on deposits and borrowed
funds that were outstanding in that same period. To a lesser extent,

the relative levels of our non-interest income and operating expenses
also affect our results of operations. Our non-interest income consists
primarily of fees and service charges, and gains on the sale of loans
and investments. The operating expenses consist primarily of employee
compensation and benefits, occupancy and equipment expenses, data
processing costs, marketing costs, professional fees, office supplies,
and telephone and postage costs. Our results of operations are also
significantly impacted by the amount of provisions for loan losses
which, in turn, are dependent upon, among other things, the size

and makeup of the loan portfolio, loan quality and loan trends.

The Management's Discussion and Analysis section of this Annual
Report contains certain forward-looking statements (as defined in the
Private Securities Litigation Reform Act of 1995). These forward-looking
statements project our future operations, which involve risks and
uncertainties. Our actual results may differ significantly from the
results discussed in these forward-looking statements. Our results

of operations are affected by general economic, regulatory and
competitive conditions, including changes in prevailing interest

rates and the policies of regulatory agencies and state and

federal tax authorities.

Business

Synergy Financial Group, Inc. (hereafter referred to as the “Company”)
is a federally-chartered corporation incorporated in 2001 that was
organized for the purpose of acquiring all of the capital stock of
Synergy Bank (hereafter referred to as the “Bank”) issued upon its

reorganization from the mutual to the stock form of ownership in 2001.

Synergy Financial Group, Inc. also holds all of the stock of Synergy
Financial Services, Inc. (hereafter referred as to “SFSI”), a New Jersey
corporation. On September 17, 2002, the Company completed a
minority stock offering and issuance of 43.5% of its outstanding
common stock to eligible depositors of the Bank. A total of 1,454,750
shares were sold, at $10.00 per share, to eligible depositors of Synergy
Bank and to an Employee Stock Ownership Plan (“ESOP”) established
by the Company in a subscription offering. The majority of shares,
56.5%, continue to be owned by Synergy, MHC, the Company’s
mutual holding company parent, which owned 100% of the
outstanding stock of the Company prior to the minority offering.

The Company’s stock commenced trading on the OTC Electronic
Bulletin Board under the symbol “SYNF” on September 18, 2002.

The Company is a savings and loan holding company, which, under
existing law, is generally not restricted as to the types of business
activities in which it may engage, provided that the Bank continues
to be a qualified thrift lender. The Company’s primary business is
providing financial services through its two wholly-owned
operating subsidiaries, the Bank and SFSI.

Under regulations of the Office of Thrift Supervision (“OTS") the Bank
is a qualified thrift lender if its ratio of qualified thrift investments to
portfolio assets (“QTL Ratio”) is 65% or more, on a monthly average
basis in nine of every twelve months. At December 31, 2002, the
Bank’s QTL Ratio was 99.4%, and the Bank has maintained more
than 65% of its portfolio assets in qualified thrift investments in

at least nine of the preceding twelve months.

The Company neither owns nor leases any property, but instead uses
the premises and equipment of the Bank. At the present time, the
Company does not employ any persons other than certain officers
of the Bank, who do not receive additional compensation as officers
of the Company. The Company utilizes the support staff of the Bank
from time to time, as needed. Additional employees may be hired

as deemed appropriate by the Company management.

The Bank’s principal business has been, and continues to be,
gathering deposits from customers within its market area, and
investing those deposits primarily in residential one-to-four family
mortgages, multi-family and non-residential loans, consumer credits,
mortgage-backed securities, and obligations of the U.S. Government
and Government Sponsored Entities (“GSE”). The Bank’s revenues are
derived principally from interest on its loan and securities portfolios.
The Bank’s primary sources of funds are: deposits; loan amortization,
prepayments and maturities; amortization, prepayments and maturities
of mortgage-backed and investment securities; borrowings; and, to a
lesser extent, the sale of fixed-rate mortgage loans to the secondary
market. The Bank is a member of the Federal Home Loan Bank

of New York (“FHLBNY”).

Business Strategy

The Bank’s business strategy has been to operate as a well-capitalized
independent financial institution dedicated to providing convenient
access and quality service at competitive prices. Generally, the Bank
has sought to implement this strategy by maintaining a substantial part
of its assets in foans secured by one-to-four family residential real estate
located in its market area, as well as in home equity and consumer
loans. During recent years, the Bank has significantly increased its
origination of multi-family and non-residential mortgages. To the

extent that new deposits have exceeded loan originations, the Bank
has invested these funds primarily in mortgage-backed securities.

The Bank intends to continue to emphasize a variety of deposit

and loan products, with the latter consisting primarily of residential
one-to-four family, home equity, multi-family/non-residential, and
consumer loans. We will continue to evaluate our business beyond
traditional retail banking to include other financial services such as
insurance products, as well as trust and asset management services,
either through internal development of such lines of business, third
party affiliations or through acquisitions. We do not, however, have any
current understandings, agreements or arrangements for the expansion
of our business, other than opening new branch office locations.

As of December 31, 2002, the Bank operated 16 offices in Middlesex,
Monmouth, Morris, and Union Counties, New Jersey.

Management of Interest Rate Risk and Market Risk

The Company’s earnings are affected by the Bank’s net interest income,
which is the difference between interest income earned on loans and
investments (interest-earning assets) and interest paid on deposits and
on borrowed funds (interest-bearing liabilities). Net interest income is
affected by (a) the difference between rates of interest earned on our
interest-earning assets and rates paid on our interest-bearing liabilities
(interest rate spread) and (b) the relative amounts of our interest-earning
assets and interest-bearing liabilities.




Because the majority of our interest-earning assets and interest-bearing
liabilities are sensitive to changes in interest rates, a significant form
of market risk for the Bank is interest rate risk, or changes in interest
rates. We are vulnerable to an increase in interest rates to the extent
that interest-bearing liabilities mature or reprice more rapidly than
interest-earning assets. Our assets include a mixture of intermediate
to long-term fixed and adjustable-rate mortgages and investment
securities, while our primary sources of funds are deposits and
borrowings with shorter maturities. Although having interest-bearing
liabilities that reprice more frequently than interest-earning assets is
generally beneficial to net interest income during a period of
declining interest rates, this type of asset/liability mismatch is
generally detrimental during periods of rising interest rates.

To reduce the effect of interest rate changes on net interest income,
the Bank has adopted various strategies to enable it to improve the
matching of interest-earning asset maturities to interest-bearing liability
maturities. The main elements of these strategies include seeking to:

o Originate loans with adjustable-rate features or fixed-rate
loans with short maturities;

o Invest excess funds in intermediate and adjustable-rate investment
securities that provide stable cash flow, thereby providing investable
funds, and prevailing market yields in varying market cycles;

o Lengthen the maturities of both certificate of deposits and
borrowings when it would be cost effective through aggressive
pricing and promotion; and

o Increase core deposits (i.e., transaction and savings accounts),
which tend to be less interest rate sensitive,

Management actively monitors its interest rate risk exposure. The
Bank’s objective is to maintain a consistent level of profitability within
acceptable risk tolerance across a broad range of hypothetical interest
rate environments. The Bank uses the Office of Thrift Supervision
{“OTS") Net Portfolio Value (NPV) model to monitor its exposure to
interest rate risk, which calculates changes in NPV in hypothetical plus
or minus rate shock environments. As of December 31, 2002, the Bank

was in full compliance with its Board established interest rate risk limits.

Rate/Yolume Analysis. The table below sets forth certain information
regarding changes in interest income and interest expense of the
Company for the periods indicated. For each category of interest-
earning assets and interest-bearing liabilities, information is provided
on changes attributable to (i) changes in volume (changes in average
volume multiplied by old rate); (ii) changes in rates (changes in rate
multiplied by old average volume); and (iii) the net change. The
changes attributable to the combined impact of volume and rate
have been allocated proportionately to the changes due to volume
and the changes due to rate. V

Year ended December 31,

2002 vs 2007

2001 vs 2000

Increase (Decrease) Due to

Increase (Decrease) Due to

o Volume Rate Net ’ Volume Rate _ Net
(Dollars in thousands)
Interest-earning assets:
SECUTILES (1) 1eeennreeererermrmieremmmeccnmmceiren e $ 1,025 $ (670) $ 355 $ @n $ 73 $ 94
Loans receivable, net...........c.o...... 5,701 {1,500) 4,201 2,149 (407) 1,742
Other interest-earning assets (2).... (115) (154) (269) 623 320) 303
Total interest-earming assets..........c....occewivvcennnns 6,611 (2,324) 4:287 D 2,7§i o (800) 71,951 7
Interest-bearing liabilities: S -
DEPOSIES ..o (2,444) 2,585 141 (1,354 (282) (1,636)
FHLB advances and other borrowings .............. (557) 668 m 257 42 299
Total interest-bearing liabilities ............................. (3,001) 3,253 252 (1,097) (240) (1,337
Net change in net interest inCome................ $ 3,610 5 929 $ 4,539 $ 1654 % (10400 $ 614

(1) Includes investment securities and FHLB stock.
{2) Includes certificates of deposit and other interest-bearing accounts.




Average Balance Sheet. The following table sets forth certain
information relating to the Company’s average balance sheet and
reflects the average yield on assets and average cost of liabilities
for the periods indicated. Such yields and costs are derived by

dividing income or expenses by the average balance of assets or
liabilities, respectively, for the periods presented. Average balances
are derived from daily average balances. V

Year ended December 31, 2002 2001 2000
Average Average Average Average Average Average
Balance Interest Vield/Cost Balance Interest VYield/Cost Balance Interest Yield/Cost
(Dollars in thousands) 5
Assets:
Interest-earning assets:
SECUNIES, NEL ..vvvveereveer s $ 54505 $ 2,950 5.41% $ 52,393 $ 2,595 495% i$ 43,997 $ 2,689 6.11%
Loans receivable (2) (3)...vcuvinrvccorinn, 280,665 20,190 7.19% 204,494 15,989 7.82% 177,525 14,247  8.03%
Other interest-earning assets (1) (4)......... 11,308 218 1.93% 5,768 487 8.44% 2,471 184 7.45%
Total interest-earning assets ..o 346,478 23,358  6.74% 262,655 19,071 7.26% 223,993 17,120 7.64%
Non-interest-earning assets..........ccc........ 25,156 9,390 9,358
TOtal SSELS couvvvvenr e $371,634 $272,045 $ 233,351
Liabilities and stockholders’ equity:
Interest-bearing liabilities:
Statement & regular savings accounts..... $ 62,310 765 1.23% $ 53,527 973 1.82% | $ 52,117 1,095  2.10%
Money market accounts........coocorvercenenn. 44,966 784  1.74% 36,325 1,038 2.86% 34,305 1,131 3.30%
Certificates of deposit...........ccocvccrercennn. 160,305 5773 3.60% 101,594 5,452 5.37% 65,598 3,601 5.49%
Total interest-bearing deposits .............. 267,581 7,322 2.74% 191,446 7,463 3.90% 152,020 5,827 3.83%
Non-interest-bearing deposit liabilities ... 36,743 0  0.00% 28,561 0 0.00% 27,104 0 0.00%
FHLB advances and other borrowings.... 40,532 1,722 425% 29,809 1,833  6.15% 33,943 2,132 6.28%
Total interest-bearing liabilities
plus non-interest-bearing deposits....... 344,856 9,044  2.62% 249,816 9,296  3.72% 213,068 7,959  3.74%
Other non-interest-bearing liabilities....... 1,742 1,308 1,315
Total liabilities..........coevrierreiiriennnnns 346,598 251,124 214,383
Stockholders’ equity........cocrrccrevevennrecnnins 25,036 20,921 18,968
Total liabilities and stockholders’ equity..... $ 371,634 $272,045 $ 233,351 o
Net interest income/interest rate spread (5)... $14314  4.12% $ 9,775  3.54% $ 9,161  3.90%
Net interest margin (6).........ccoevveniininnni 4.13% 3.72% 4.09%
Interest-earning assets/
interest-bearing liabilities............c......... 100.47% 105.14% 105.13%

(1) Includes securities and Federal Home Loan Bank (“FHLB”) stock.
(2) Amount is net of deferred loan fees, loan discounts and premiums, and loans-in-process; it includes non-accruing loans.

(3) Interest income includes loan fees of approximately $399,000 in 2002, $117,000 in 2001 and $141,000 in 2000.
(4) Amount includes interest earned on balances at other financial institutions.

(5) Interest rate spread represents the difference between the yield on average interest-earning assets and the cost of

average interest-bearing liabilities.

(6) Net interest margin represents net interest income divided by average interest-earning assets.




Liguidity and Capital Resources

The Company maintains liquid assets at levels management considers
adequate to meet liquidity needs. The liquidity of the Bank reflects its
ability to provide funds to meet loan requests, accommodate possible
outflows in deposits, fund current and planned expenditures and take
advantage of interest rate market oppartunities in connection with
asset and liability management objectives. Funding of loan requests,
providing for liability outflows, and management of interest rate
fluctuations require continuous analysis in order to match the
maturities of earning assets with specific types of deposits and
borrowings. The Bank's liguidity is normally considered in terms

of the nature and mix of its sources and uses of funds.

Our primary sources of liquidity are deposits, borrowings, scheduled
amortization and prepayment of loans and investment securities. In
addition, we invest excess funds in overnight federal fund investments,
which provide liguidity. Our cash and cash equivalents, defined as cash
and deposits in other financial institutions with original maturities of
three months or less, totaled approximately $7.9 million at December
31, 2002. To a lesser extent, the earnings and funds provided from our
operating activities are a source of liquidity.

For the year ended December 31, 2002, purchases of securities totaled
approximately $64.4 million, proceeds from the sale of investment
securities totaled approximately $2.0 million, and principal repayments
of investment securities totaled approximately $34.3 million.

Loan originations, net of principal repayments, totaled approximately
$87.3 million for the year ended December 31, 2002, compared

to $48.3 million net in 2001. During 2002, the Bank acquired
approximately $13.7 million and sold $5.4 miltion in loans. The
majority of the loans purchased were indirect auto loans from First
Bank. The sale of mortgage loans is part of management’s strategy to
mitigate interest rate risk by selling longer-term fixed-rate mortgages
and acquiring shorter-term loans. Management also offers loan
participations to local financial institutions to mitigate credit risk
exposure on larger credits, primarily secured by multi-family and
non-residential properties. Approximately $4.9 million of the loan sales
during 2002 consisted of longer-term fixed-rate residential mortgages.
We may continue to sell or participate out loans in the future when
doing so mitigates interest rate or credit risk.

For the year ended December 31, 2002, we experienced a net increase
of deposits of approximately $104.3 million, of which $81.3 million
consisted of certificates of deposit, as compared to a net increase of
approximately $58.7 million in total deposits for the prior year.

Based on prior experience, management believes that a significant
portion of certificates of deposit will remain with the Bank upon
maturity, although there can be no assurance that this will be the

case. In addition, the cost of such deposits may be significantly

higher upon renewal in a rising rate environment.

Liquidity management is both a daily and long-term function of
business management. While scheduled principal repayments on loans
and investment securities are a relatively predictable source of funds,
deposit flows and loan repayments are greatly influenced by general
interest rates, economic conditions, and competition. If we require
funds beyond our ability to generate them internally, we have the
ability to obtain advances from the Federal Home Loan Bank of New
York, which provides an additional source of funds. At December 31,
2002, our unused borrowing capacity limit with the Federal Home
Loan Bank of New York was approximately $84.5 million. At
December 31, 2002, we had $36.5 million of horrowings outstanding.

As previously discussed, the Company completed its minority stock
offering on September 17, 2002 via issuance of 43.5% percent of its
common stock to eligible Bank depositors. A total of 1,454,750 shares
were sold, at $10.00 per share, to eligible depositors of the Bank in a
subscription offering. An Employee Stack Ownership Plan (“ESOP")
was also established at this time with a $1.2 million intercompany
loan. The net capital infusion from this minority stock offering

totaled approximately $14.0 million.

We are not aware of any trends, events or uncertainties that will have
or are reasonably likely to have a material effect on our liquidity, capital
or operations nor are we aware of any current recommendation by
regulatory authorities, which, if implemented, would have a material
effect on liquidity, capital or operations. The total amount of our
commitments to extend credit for mortgage and consumer loans

as of December 31, 2002, was approximately $31.4 million,

excluding commitments on unused lines of credit, which totaled
approximately $12.9 million.

The Bank is subject to federal regulations that impose minimum
capital requirements. As of December 31, 2002, the Bank exceeded
all of its regulatory capital requirements and was considered to

be well-capitalized.

For additional information about cash flows from operating, financing,
and investing activities, see the Statements of Cash Flows included in
the consolidated financial statements.

Impact of Inflation and Changing Prices

The consolidated financial statements of the Company and notes
thereto, presented elsewhere herein, have been prepared in accordance
with Generally Accepted Accounting Principles, which require the
measurement of financial position and operating results in terms of
historical dollars without considering the change in the relative
purchasing power of money over time and due to inflation. The
impact of inflation is reflected in the increased cost of the Company’s
operations, primarily those at the Bank. Unlike most industrial
companies, nearly all the assets and liabilities of the Bank are
financial. As a result, interest rates have a greater impact on the
Bank’s performance than do the effects of general levels of inflation.
Interest rates do not necessarily move in the same direction or to

the same extent as the prices of goods and services.

Recent Accounting Pronouncements

Statement of Financial Accounting Standards (SFAS) No. 131,
Disclosures about Segments of an Enterprise and Related Information,
establishes standards for the way business enterprises report information
about operating segments in annual financial statements. The Bank has
one operating segment and, accordingly, has one reportable segment,
"Community Banking.” All of the Bank's activities are interrelated, and
each activity is dependent and assessed based on how each of the
activities of the Bank supports the others. For example, commercial
lending is dependent upon the ability of the Bank to fund itself with
retail deposits and ather borrowings and to manage interest rate and
credit risk. This situation is also similar for consumer and residential
mortgage lending. Accordingly, all significant operating decisions are
based upon analysis of the Bank as one operating segment.




In October 2001, the Financial Accounting Standards Board (“FASB")
issued SFAS No. 144, Accounting for the Impairment or Disposal
of Long-Lived Assets. SFAS No. 144, supersedes SFAS No. 121,
Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to Be Disposed Of, and certain provisions of Auditing
Practices Board {“APB”) Opinion No. 30, Reporting the Results of
Operations - Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions. SFAS No. 144 establishes standards for
long-lived assets to be disposed of, and redefines the valuation and
presentation of discontinued operations. SFAS No. 144 is effective
for fiscal years beginning after December 15, 2001, and interim
periods within those fiscal years. The adoption of SFAS No. 144
did not have a material effect on the Company’s financia! position,
results of operations, or cash flows.

Changes in Financial Condition From December 31,
2007 to December 31, 2002

General. Total assets increased $134.3 million, or 45.2%, to $431.3
million at December 31, 2002 from $297.0 million at December 31,
2001, primarily as a result of increased lending activity and the
purchase of investment securities.

Cash and Cash Equivalents. Cash increased $4.2 million from

$3.7 million at December 31, 2001 to $7.9 million at December 31,
2002. This increase was due primarily to the initial public offering of
equity and the positive impact of operations.

Securities Available-for-Sale and Held-to-Maturity. Securities
available-for-sale increased $18.4 million from $43.9 million at
December 31, 2001 to $62.3 miilion at December 31, 2002. This
increase was due primarily to the purchase of mortgage-backed
securities using funds from loan repayments and FHLB borrowings,

as well as unrealized gains attributable to market conditions. Securities
held-to-maturity increased from $7.2 million at December 31, 2001 to
$17.4 million due to reinvestment of cash inflows from loans, and
investment of borrowed funds.

Loans Receivable, Net. The Bank’s net loans receivable increased
$94.7 million, or 42.2%, to $319.4 million from $224.7 million at
December 31, 2001, due primarily to increased lending activity, as
well as the purchase of or participation in externally originated loans.
These included approximately $13.7 million in indirect auto loans
purchased from First Bank of Central Jersey and a $2.5 million
commercial loan participation.

Deposits. The Bank's deposits increased $104.3 miliion, or 41.8%,
to $354.1 million at December 31, 2002 from $249.8 million at
December 31, 2001, Increases were due primarily to growth in
certificates of deposit, savings and checking accounts. Management’s
deposit strategy is focused on growing core deposits.

Advances From FHLB. Advances from the Federal Home Loan

Bank of New York increased $14.0 million, or 62%, to $36.5 million
at December 31, 2002. The borrowings were utilized to

finance operations.

Stockholders’ Equity. Stockholders” equity increased $15.5 million,
or 69.1%, from $22.4 million at December 31, 2001, to $37.9 million
at December 31, 2002, due primarily to the proceeds from an initial
public offering of stock and net income.

Comparison of Operating Results for Years Ended
December 31, 2002 to December 31, 2001 and
December 31, 2000

Analysis of Net Income

General. The Company had net income of $2.0 million, $1.9 million
and $1.5 million for the years 2002, 2001 and 2000, respectively.
The $129,219, or 6.8%, increase during fiscal 2002 compared to
fiscal 2001 was primarily due to an increase in net interest

income of $4.5 million, or 46.4%.

Interest Income. Interest income amounted to $23.4 million, $19.1
million and $17.1 million for the years ended 2002, 2001 and 2000,
respectively. The $4.3 million, or 22.5%, increase during fiscal 2002
compared to fiscal 2001 was primarily due to increased interest
from loans and securities.

Interest Expense. Interest expense totaled $9.0 million, $9.3 million
and $8.0 million for the years ended December 31, 2002, 2001 and
2000, respectively. The $252,130, or 2.7%, decrease during fiscal 2002
compared to fiscal 2001 was primarily due to a 116 basis point drop
in deposit interest rates, along with a 190 basis point drop in FHLB
advance rates, during 2002. The average rates paid on interest-bearing
deposits decreased from 3.39% in fiscal 2001 to 2.41% in fiscal 2002.

Net Interest Income. Net interest income amounted to $14.3 million,
$9.8 million and $9.2 million for the years ended December 31, 2002,
2001 and 2000, respectively. The net interest rate margin was 4.13%
in fiscal 2002 and 3.72% in fiscal 2001. The increase in margin was
primarily due to a lower cost of funds (deposits and borrowings)
during 2002.

Provision for Loan Losses. The Bank provided $1.1 million, $362,692
and $480,000 to the allowance for loan losses for the years ended
December 31, 2002, 2001 and 2000, respectively. The allowance for
loan losses was $2.2 million at 2002 fiscal year-end, $1.4 million at
2001 fiscal year-end, and $1.2 million at 2000 fiscal year-end. The
2002 provision reflects a higher balance in the loan portfolio of
consumer and commercial real estate loans.

Management periodically estimates the likely level of losses to
determine whether the allowance for loan losses is adequate to absorb
possible losses in the existing portfolio. Based on these estimates, an
amount is charged or credited to the provision for loan losses and
credited or charged to the allowance for loan losses in order to adjust
the allowance to a leve! determined to be adequate to absorb
anticipated future losses. These analyses are performed monthly. There
has been no significant change in the Bank's estimation methods during
the current period.

While the Bank maintains its allowance for losses at a leve! which it
considers to be adequate to provide for existing losses, there can be no
assurance that further additions will not be made to the loss allowances
and that such losses will not exceed the estimated amounts. See Note
A-1 to Consolidated Financial Statements.

Other Income. Other income during the years ended December 31,
2002, 2001 and 2000 amounted to $1.7 million, $2.5 million and $1.8
million, respectively, Other income was predominantly service charges
and other fees on deposit accounts. The substantial increase in other
income during the year ended December 31, 2007 was primarily the
result of a one-time gain on the sale of the Bank’s credit card portfolio;
which provided gross proceeds of $857,847 or $549,194 after tax. The
balance of that sale was recorded during 2002 with gross proceeds of
$66,279 or $39,807 after tax.




Other Expense. Non-interest expense totaled $11.7 million, $9.0
million and $8.2 million during the years ended December 31, 2002,
2001 and 2000. The increases in both fiscal 2002 and 2001 were due
to higher operating expenses associated with expansion of the branch
network, and increased marketing expenses. The principal component
of other expense, compensation and employee benefits, increased to
$6.1 million for fiscal 2002 from $4.8 million during fiscal 2001.

Income Tax Expense. For the years ended December 31, 2002, 2001
and 2000, the Bank incurred income tax expenses of $1.2 million, $1.0
million and $711,628, respectively. The increase in taxes reflects higher
income and changes in income tax rates.

The Company and its subsidiaries file New Jersey income tax returns
and are subject to a state income tax that is calculated based on federal
taxable income, with certain adjustments. In july, 2002, New Jersey
eliminated the 3% tax rate formerly applicable to thrift institutions
located in the state. These institutions are now subject to the 9% tax
rate applicable to New jersey corporations. Such change was
retroactive to January 1, 2002.

In response to the changes in New Jersey tax law, the Company
organized and incorporated Synergy Capital Investments, Inc., a
Synergy Bank subsidiary, on November 7, 2002. This New Jersey
corporation, organized under the New jersey Business Corporation
Act, is authorized to invest in stocks, bonds, mortgages, and other
investment securities, and to engage in the offering of all types of
investment-related services. Corporations organized under the New
Jersey Business Corporation Act are subject to a state income tax rate
of 3.6% (versus the 9% rate for New Jersey savings banks). Following
the incorparation of Synergy Capital Investments, Inc., the Bank
transferred its investment portfolio to this company in order to
minimize the impact of the revised state tax laws.

Appointment of Auditors

On December 5, 2002, the Company dismissed Fontanella and Babitts,
Certified Public Accountants, as the Company’s independent auditors
and appointed Crant Thornton LLP as its new independent auditors.
The decision to change accountants was approved by the Company’s
Board of Directors. Fontanella and Babitts’ reports on the Company’s
consolidated financial statements for the two fiscal years ended
December 31, 2001 did not contain an adverse opinion or disclaimer
of opinion, and were not qualified or modified as to uncertainty, audit
scope or accounting principles. In connection with audits of the two
fiscal years ended December 31, 2001 and any subsequent interim
period preceding the date hereof, there were no disagreements or
reportable events between the Company and Fontanella and Babitts
on any matters of accounting principles or practices, financial statement
disclosure, or auditing scope or procedure, which, if not resolved to
the satisfaction of Fontanella and Babitts, would have caused them

to make a reference to the subject matter of the disagreements or
reportable events in connection with their reports. During the two
most recent fiscal years and the subsequent interim period to the

date hereof, the Company did not consult with Grant Thornton LLP
regarding the application of accounting principals to any transaction
or as to any accounting, auditing or financial reporting issues.

The Board of Directors of the Company has appointed Grant Thornton
LLP as the Company’s independent auditor for the fiscal year ending
December 31, 2003, subject to ratification by the Company's
stockholders. A representative of Grant Thornton LLP is expected

to be present at the Meeting, will have the opportunity to make a
statement if he so desires, and is expected to be available to

respond to appropriate questions.

Stock Price Information

Since it commenced trading on September 18, 2002, the Company’s
common stock has traded in the over-the-counter market with
quotations available on the OTC-Electronic Bulletin Board under
the trading symbo} “SYNF.” The following table reflects high and
low closing prices as reported by Nasdaq for the calendar quarter
indicated. The quotations reflect inter-dealer prices, without retail
mark-up, markdown or commission and may or may not represent
actual transactions.

Quarter Ended High Low
December 31, 2002
(beginning September 18, 2002)............... $18.95 $12.55

There were 292 holders of record of the Company's common stock
as of February 28, 2003. This number does not reflect the number
of persons or entities who held stock in nominee or “street” name
through various brokerage firms.

The Company's ability to pay dividends to stockholders is largely
dependent upon the dividends it receives from the Bank. The Bank's
ability to pay dividends to the Company s restricted by federal
banking regulations. To date, the Company has paid no dividends
to stockholders.
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Report of Independent Certified Public Accountants

Grant Thornton £

February 15, 2003

Board of Directors
Synergy Financial Group, Inc.

We have audited the accompanying consolidated balance sheet of Synergy Financial Group, Inc. and subsidiaries as of December 31,
2002, and the related consolidated statement of income, retained earnings and cash flows for the year then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits. The financial statements of Synergy Financial Group, Inc. as of December 31, 2001 and for each of the
two years in the period ended December 31, 2001 were audited by other auditors whose report dated January 31, 2002, expressed an
unqualified apinion on those statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Synergy Financial Group, Inc. and subsidiaries as of December 31, 2002, and the consolidated results of their aperations and their
cash flows for the year then ended, in conformity with accounting principles generally accepted in the United States of America.

éw 7 Lo P

Grant Thornton LLP
Philadelphia, Pennsylvania

Suite 3100

Two Commerce Square

2001 Market Street
Philadelphia, PA 19103-7080




Synergy Financial Group, Inc. and Subsidiaries

Consolidated Balance Sheets

December 31, 2002 2601
Assets:
Cash and amounts dUe from BanKS.......c.coiiii ittt ettt e een e erere e enan s $ 3,064,302 $ 2,026,535
Interest-bearing deposits With Banks ... e e 4,821,926 1,680,969
Cash and cash eqUIVAIENES .........c.cumiiiiiciic et e e 7,886,228 3,707,504
Investment securities available-for-sale, at fair valUue. ..o 62,303,108 43,894,168
Investment securities held-to-maturity (fair value of $17,668,930 and $7,230,338, respectively).........ccccccocceunn. 17,407,365 7,152,853
Loans receivable, net ............. 319,423,198 224,688,651
Accrued interest receivable 1,533,305 1,150,969
Property and EQUIPIMENT, NEL ..o isa s st en s e 17,646,759 11,639,424
Federal Home Loan Bank of New YOrk StOCK, at COSt......c.oiiiviiiieeeieeee ettt 1,856,200 1,550,000
Cash surrender value of OffiCer [ife INSURANCE w.o.v.virr i bbb enss s ssees 2,109,678 2,051,079
OHNEI ASSEES .veevvivevieie ettt ettt s b st et bt es s es st es et 3855ttt s s s et eran e enesens et ennne 1,109,869 1,127,950
TOMAL ASSBLS. 1.t evetereeer it ettt b bt e et e ra ettt et et ere b s aaae et et b et S et et bbbt es et eae st ettt et s neres $431,275,710 $ 296,962,598
Liabilities:
DIBPOSIES oot e e $ 354,141,633 $ 249,813,341
Federal Home Loan Bank of New York advances......c..c.ccocoiviieceiiinicisienine s st snsssssnans 36,455,639 22,500,000
Advance payments by borrowers for taxes and INSUMANCE ........ccoviieiioniiiiiriiiconcomeneec e seneenes 1,414,339 1,045,625
Accrued interest payable on advances.. 165,157 174,188
Oher HABITIHIES ..ot ettt eaeeb e 1,226,793 1,039,073
TOMAE TADITITIES 1. .veveviiie et et ses e eas e ek s bt bas st ae bbb sn st tes s rasrensson 393,403,561 274,572,227
Stockholders” equity:
Preferred stock; $0.10 par value, authorized 2,000,000 shares; none issued and outstanding...........ccceerceveerees — —
Common stock; $0.10 par value, authorized 18,000,000 shares; issued 2002 - 3,344,252, 2001 - 100............. 334,425 10
Additional paid-in CAPIAl ..ot e 13,643,090 99,990
RELAINEA BAMINES ... e st e 24,446,145 22,315,215
UNEAMEA ESOP SRATES ..ottt ettt ee e sb e st er ettt e a et ebe st e b e st et een e nene e e enenr e eneens et eneenee (1,125,007) —_
Accumulated other comprenensive iNCOME {I05S) ..o 573,496 (24,844)
Total StOCKNOIAErS" EQUILY .....vveceeirii ettt e st 37,872,149 22,390,371
Total liabilities and stockholders’ equity $431,275,710 $ 296,962,598

The accompanying notes are an integral part of these statements.
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Synergy Financial Group, Inc. and Subsidiaries

Consolidated

Statements of Income

Year ended December 31,

2002

2001

2000

Interest income:

Loans, INCIUAING fBES .....ccovvviiieriiieri ettt $ 20,190,795 $ 15,989,486 $ 14,246,605
INVESTMENT SECUMHIES ....cvveviiviieeers ettt etea et be st s s vare s 2,950,002 2,595,329 2,689,335
OB vttt v e st b et sttt s by sa et bbb an s e tena 217,706 486,509 183,563
TOtal INTEIESE INCOME ..eveviviverereeir ettt ettt ee e e et te et eteses e anse s 23,358,503 19,071,324 17,119,503
Interest expense:
DIBPOSIES .ottt e e 7,322,040 7,463,442 5,827,132
BOITOWEA TUNGS. ..ttt ettt et ean et eet e nenr st rese e 1,722,194 1,832,922 2,131,728
TOtal INEETESE EXDENSE........ccvvricerrrcrrcee e crienes e sir s 9,044,234 9,296,364 7,958,860
Net interest income before provision for [0an 105ses ......c...o..ccooiicennivcioninicenine 14,314,269 9,774,960 9,160,643
Provision fOr 10aN 10SSES........civiiiiiieeii ettt 1,077,394 362,692 480,000
Net interest income after provision for [0an 10SSES ........covrrerriirminmmiciemnineonnecee 13,236,875 9,412,268 8,680,643
Other income:
Service charges and other fees on deposit ACCOUNTS ......ccrivienicnerncnnecienerees 1,112,053 884,585 753,559
Net gains on sales Of [0aNS ...t icecencr et enes 118,005 888,137 —
Net (losses) gains on sales of INVESIMENIS .............coorviiremcinenecncscess e (6,250) 4,596 —
COMIMUISSIONS .1 eveviiveereirtcreeresresirersesscteenrereetrserass e irsessrsetraobsssteraersosseraersetseneerseresnersectanes 249,459 270,166 614,683
ORET oottt ettt s e bt ettt a ettt tees 247,136 467,403 402,258
TOtal Ot INCOME ...ttt 1,720,403 2,514,887 1,770,500
Other expenses:
Salaries, wages and employee benefits ..............cournoniiriciinisn s 6,104,598 4,843,916 4,418,953
Premises and @QUIPMENT ..o e e e rcssnens 2,650,928 2,264,544 2,037,306
OCCUPANCY ot e e ettt 1,290,672 903,565 746,124
PrOfESSiONal SEIVICES .. .ovvvrieiiiitee sttt s 383,849 301,086 281,326
MAIKETING. c.ev vttt e 733,080 363,573 321,907
Other OPEratiNg..........ccorimiiriiiet e s 562,646 324,798 403,667
TOtal OthEr EXPENSES.......vceriisi ettt sen s eetees 11,725,773 9,001,482 8,209,283
INCOME DEfOre INCOME taX BXPENSE .....rurircvrcrerriorreimieitinnrerecrensescrentnsesceensnssccsnennene 3,231,505 2,925,673 2,241,860
INCOME 1AX BXPENSE......covvrcemminiee e sttt e 1,200,575 1,023,962 711,628

Net income.

$ 2,030,930

$ 1,901,711

$ 1,530,232

Per share of common stock:

Basic earnings

Diluted @arNINGS.......oovviiciei e e

NM
NM

The accompanying notes are an integral part of these statements.




Synergy Financial Group, Inc. and Subsidiaries

Consolidated Statement of Changes in Stockholders’ Equity

Years ended December 31, 2002 and 2001

Accumulated

Common stock Additional Unearned other
Shares Par paid-in Retained ESOP comprehensive Total
issued value capital earnings shares income (loss) equity
Balance at January 1, 2000..c..cooccrivcrniinnnneas — 3 — 5 —  $19,083,272 $ —  $(887,071)  $18,196,201
NEt INCOME.....cviviircccieii e — — — 1,530,232 — — 1,530,232
Other comprehensive income, net of
reclassification adjustment and taxes ........ — — — — — 635,697 635,697
Total comprehensive iRCOME .......c.occvvcincenc 2,165,929
Balance at December 31, 2000........ccoveevcean. — — — 20,613,504 — 251,374) 20,362,130
NEtINCOME.....viieic s — — — 1,901,711 — — 1,901,711
Other comprehensive income, net of
reclassification adjustment and taxes ........ — — — — — 226,530 226,530
Total comprehensive iInCome .........c.cccoovvrenenn. 2,128,241
Distribution to capitalize Mutual Holding
Company and Stock Holding Company.. 100 10 99,990 {200,000} — —_ {100,000}
Balance at December 31, 2001 100 10 99,990 22,315,215 (24,844) 22,390,371
Net inCoOMe....ccoevveevciinriennes — — — 2,030,930 — — 2,030,930
Other comprehensive income, net of
reclassification adjustment and taxes ........ — — — — — 598,340 598,340
Total comprehensive iNCOME ......ocvvccrnirnriies 2,629,270
Net proceeds of stock offering and
issuance of common stock .........ooevvveennen 3,344,152 334,415 13,525,582 100,000 — — 13,959,997
Common stock acquired by
ESOP (116,380 shares) .....ccooreceerernniicnnns — — — — (1,163,800) — (1,163,800)
Common stock held by ESOP committed
to be released (3,879 shares)......ccocovenn. — — 17,518 — 38,793 — 56,311
Balance at December 31, 2002 ... 3,344,252 $334,425  $13,643,090 $24,446,145 $(1,125,007) $573,496 $37,872,149

The accompanying notes are an integral part of this statement.
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Synergy Financial Group, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

Year ended December 31,

2002

2001

2000

Operating activities:
NEEINCOME .oorviiieiiii e bbb r s

Adjustments to reconcile net income to net cash provided by operating activities:

$ 2,030,930

$ 1,901,711

$ 1,530,232

Depreciation and amortization ..............cein e s 944,088 735,525 682,485
PEOVISION TOF J0AN 0SS5 1.viviverer ettt e tr ettt aenes 1,077,394 362,692 480,000
Deferred INCOME tAXES. ... cueerireeirirsrectese s tbere et s et es ettt s st se st saenebe st s s s st sarans (336,625) (34,163) (33,566)
Amortization of deferred 10an fEES...... ..o s 12,853 (123,200) (201,379)
Amortization of premiums on iINVeStMENt SECUMtIES .......couvv e 337,588 83,292 38,510
Net loss (gain) on sale of investment securities 6,250 (4,596) —
Gainonsale of 10ans...........coovecveiiiiciiecceee e (118,005) (888,137) —
Release of ESOP shares 56,311 — —
Increase in accrued interest reCeIVabIE ......o.v e e (382,336) (8,796) {(129,632)
Increase (decrease) i OthEr @SSELS ..........ieiccrreriienen s s oo 38,771 (165,419) (34,326)
Increase (decrease) in Other Iabiliies ......o..v.ceeriicnoniciciree e s 187,720 282,848 (474,763)
Increase in cash surrender value of officer life INSUrANCe ......vovevevviieeii e, (58,599) (108,879) (99,260)
Increase (decrease) in accrued interest payable on advances..........cveviienicinennn. {9,031) {75,424) 120,952
Net cash provided by operating activities 3,787,309 1,957,454 1,879,253
Investing activities:
Purchase of investment securities held-t0-MatUrity.........cocovrcienrinriceninerncnonneenans (15,216,746) (6,000,000) —
Purchase of investment securities available-for-sale ... (49,198,802) (36,904,849) —
Maturity and principal repayments of investment securities held-to-maturity................ 4,899,575 11,057,847 1,323,653
Maturity and principal repayments of investment securities available-for-sale .............. 29,396,282 18,290,474 7,782,195
Purchase of property and eqUIPMENT ... icreonnircenriee s (6,951,421) (7,219,863) (909,566)
{Purchase) redemption of FHLB Stock {306,200) 435,000 (635,000)
Proceeds from sale of investment securities available-for-sale 2,036,425 1,010,000 —
Loan originations, net of principal repayments.........cc...cviivimminiiiec e, (87,384,348) (48,322,808) (23,192,590)
PUFCNASE Of J0BNS ....ocvisis et ettt era s e saeb s (13,684,618) (3,998,072) (3,011,250)
Proceeds from sale of 10aNS ... e 5,352,426 17,378,810 —
Net cash used in investing aCHVItIES ... .o ecernrineinniiar s sercene (131,057,427) (54,273,461) (18,642,558)
Financing activities:
Net increase in deposits 104,328,292 58,669,836 10,200,059
Net advances from (repayments to) Federal Home Loan Bank 13,955,639 (8,000,000) 9,800,000
Increases in advance payments by borrowers for taxes and insurance ... 368,714 314,930 12,883
Net proceeds from issuance of COMMON SEOCK........ccumrcrciomiivmirseieniccercrconsnnen, 13,959,997 — —
Purchase of common stock fOr ESOP ...ttt enen e (1,163,800) — —
Capitalization of Mutual Holding Company ........cceeinneenne — (100,000} -
Net cash provided by financing activities...............ccrcveemiicnniioncnciincccnmnisninnns 131,448,842 49,884,766 20,012,942
Net (decrease) increase in cash and cash equivalents .... 4,178,724 (2,431,241) 3,249,637
Cash and cash equivalents at beginning of Year.......c..c..cconirivcermmicioninccnemicoerecenn. 3,707,504 6,138,745 2,889,108

Cash and cash equivalents at end of Year...........ccconceniinniiecce s

$ 7,886,228

$ 3,707,504

$ 6,138,745

Supplemental disclosure of cash flow information:
Cash paid during the year for iNCOME taXES......o..crveuimiereieriiemicisrnns e censenes

$ 1,528,583

$ 1,058,125

§ 918,440

Interest paid on deposits and borrowed funds..........coo.cocveincniiicnniccnn

$ 9,053,265

$ 9375965

$ 7,830,995

The accompanying notes are an integral part of these statements.




Synergy Financial Group, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

December 31, 2002 and 2001
NOTE A - Sumimary of Significant Accounting Policies

As part of a reorganization and stock offering completed on September
17, 2002 and described more fully in note B, Synergy Financial Group,
Inc. (the “Company”) was formed as a federally-chartered corporation
and parent of Synergy Bank, formerly known as Synergy Federal Savings
Bank (the “Bank”).

The Bank has sixteen office locations, including its main office, and
provides a range of financial services to individuals and corporate
customers through its branch network located throughout Middlesex,
Monmouth, Morris and Union counties in New Jersey. Although the
Bank offers numerous services, its lending activity has concentrated
primarily on residential and commercial real estate-secured loans
within New Jersey. Additionally, a significant concentration of loans
and deposits continue to be associated with employees of the Bank’s
former credit union sponsor organization, a pharmaceutical research
and manufacturing company.

The Bank competes with other banking and financial institutions in

its primary market communities. Commercial banks, savings banks,
savings and loan associations, credit unions and money market funds
actively compete for savings and time deposits and loans. Such
institutions, as well as consumer financial and insurance companies,
may be considered competitors of the Bank with respect to one or more
of the services it renders. On January 10, 2003, the Bank acquired all of
the net assets of First Bank of Central Jersey for a cash purchase price of
approximately $2.1 million.

The Bank is subject to regulations of certain federal agencies and,
accordingly, it is periodically examined by those regulatory authorities.
As a consequence of the regulation of commercial banking activities,
the Bank’s business is particularly susceptible to being affected by future
federal iegislation and regulations.

1. Basis of Financial Statement Presentation

The accounting policies followed by the Company conform to
accounting principles generally accepted in the United States of
America and to predominant practice within the banking industry.

The consolidated financial statements include the accounts of the
Company and its wholly-owned subsidiaries, the Bank and Synergy
Financial Services, Inc. (“SFSI”). All significant intercompany accounts
and transactions have been eliminated in consolidation.

In preparing the financial statements, management is required to make
estimates and assumptions that affect the reported amounts of assets
and liabilities, the disclosure of contingent assets and liabilities at the
date of the balance sheets, and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from
those estimates.

The principal estimates that are susceptible to significant change in the
near term relate to the allowance for loan losses. The evaluation of the
adequacy of the allowance for loan losses includes an analysis of the
individual loans and overall risk characteristics and size of the different
loan portfolios, and takes into consideration current economic and

market conditions, the capability of specific borrowers to pay specific
loan obligations, as well as current foan collateral values. However,
actual losses on specific loans, which also are encompassed in the
analysis, may vary from estimated losses.

Statement of Financial Accounting Standards (SFAS) No. 131,
Disclosures about Segments of an Enterprise and Related Information,
establishes standards for the way business enterprises report information
about operating segments in annual financial statements. The Bank has
one operating segment and, accordingly, has one reportable segment,
“Community Banking.” All of the Bank’s activities are interrelated, and
each activity is dependent and assessed based on how each of the
activities of the Bank supports the others. For example, commercial
lending is dependent upon the ability of the Bank to fund itself with
retail deposits and other borrowings and to manage interest rate and
credit risk. This situation is also similar for consumer and residential
mortgage lending. Accordingly, all significant operating decisions are
based upon analysis of the Bank as one operating segment.

2. Investment Securities

Investment securities which are held for indefinite periods of time,
which management intends to use as part of its asset/liability strategy,
or which may be sold in response to changes in interest rates, changes
in prepayment risk, increases in capital requirements, or other similar
factors are classified as available-for-sale and are carried at fair value.
Net unrealized gains and losses for such securities, net of tax, are
required to be recognized as a separate component of shareholders’
equity and excluded from determination of net income. Gains or losses
on disposition are based on the net proceeds and cost of the securities
sold, adjusted for amortization of premiums and accretion of discounts,
using the specific identification method.

3. Loans and Allowance for Loan Losses

Loans that management has the intent and ability to hold for the
foreseeable future or until maturity or payoff are stated at the amount
of unpaid principal, reduced by unearned income and an allowance
for loan losses. Interest on loans is calculated based upon the principal
amount outstanding. The Company defers and amortizes certain
origination and commitment fees, and certain direct loan origination
costs over the contractual life of the related loans. This results in an
adjustment of the related loan’s yield. Accrual of interest is stopped
on a loan when management believes, after considering economic
and business conditions and collection efforts, that the borrower's
financial condition is such that collection of interest is doubtful.

The allowance for loan losses is established as losses are estimated to
have occurred through a provision for loan losses charged to earnings.
Loan losses are charged against the allowance when management
believes the uncollectibility of a loan balance is confirmed. Subsequent
recoveries, if any, are credited to the allowance. The aliowance for
loan losses is evaluated on a regular basis by management and is
based upon management's periodic review of the collectibility of the
loans in light of historical experience, the nature and volume of the
loan portfolio, adverse situations that may affect the borrower’s ability
to repay, estimated value of any underlying collateral and prevailing
economic conditions. This evaluation is inherently subjective as it
requires estimates that are susceptible to significant revision as

more information becomes available.
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The Company accounts for its impaired loans in accordance with
SFAS No. 114, Accounting by Creditors for Impairment of a Loan, as
amended by SFAS No. 118, Accounting by Creditors for Impairment
of a Loan - Income Recognition and Disclosures. Accordingly, a non-
residential real estate loan is considered impaired when, based on
current information and events, it is probable that the Company 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 hasis, taking into consideration all of the circumstances
surrounding the loan and the borrower, including the length of the
delay, the reason for the delay, the borrower’s prior payment record,
and the amount of the shortfall in relation to the principal and interest
owed. Impairment is measured on a loan-by-loan basis for commercial
and construction loans by either the present value of expected future
cash flows discounted at the loan’s effective interest rate, the loan’s
obtainable market price, or the fair value of the collateral if the loan

is collateral-dependent.

Large groups of smaller balance homogenous loans (residential
mortgages and consumer instaliment loans) are collectively evaluated
for impairment. Accordingly, the Company does not separately identify
individual consumers and residential loans for impairment disclosures.

The Company accounts for its transfers and servicing financial assets in
accordance with SFAS No. 140, Accounting for Transfers and Servicing
of Financial Assets and Extinguishments of Liabilities. SFAS No. 140
revises the standards for accounting for the securitizations and other
transfers of financial assets and collateral.

At December 31, 2002 and 2001, the Bank servicing loans portfolio
approximated $13,000,000 and $18,000,000, respectively.

On July 6, 2001, the Securities and Exchange Commission (SEC) issued
Staff Accounting Bulletin (SAB) No. 102, Sefected Loan Loss Allowance
Methodology and Documentation Issues. SAB No. 102 provides
guidance on the development, documentation, and application of a
systematic methodology for determining the allowance for loans and
leases in accordance with US GAAP and is effective upon issuance.
SAB No. 102 did not have a material impact on the Company’s
financial position or results of operations.

4. Premises and Equipment

Buildings, equipment and leasehold improvements are stated at cost
less accumulated depreciation and amortization computed by the
straight-line method over the estimated useful lives of the assets.

On January 1, 2002, the Company adopted SFAS No. 144, Accounting
for the Impairment or Disposal of Long-Lived Assets. SFAS No, 144
retains the existing requirements to recognize and measure the
impairment of long-lived assets to be held and used or to be disposed
of by sale. SFAS No. 144 changes the requirements relating to reporting
the effects of a disposal or discontinuation of a segment of a business.
The adoption of this statement did not have an impact on the financial
condition or results of operations of the Company.

5. Income Taxes

The Company accounts for income taxes under the liability method.
Deferred tax assets and liabilities are determined based on the
difference between the financial statement and tax bases of assets

and liabilities as measured by the enacted tax rates that will be in effect
when these differences reverse. Deferred tax expense is the result of
changes in deferred tax assets and liabilities. The principal types of
differences between assets and liabilities for financial statement and
tax return purposes are allowance for loan losses, deferred loan fees,
deferred compensation and investment securities available-for-sale.

6. Other Real Fstate Owned

Other real estate owned is recorded at the lower of cost or estimated
fair market value less costs of disposal. When property is acquired, the
excess, if any, of the loan balance over fair market value is charged to
the allowance for possible loan losses. Periodically thereafter, the asset
is reviewed for subsequent declines in the estimated fair market value,
Subsequent declines, if any, and holding costs, as well as gains and
losses on subsequent sale, are included in the consolidated statements
of income.

7. Stock-Based Compensation

The Company has established an Employee Stock Ownership Plan
(“ESOP”) covering eligible employees with one year of service, as
defined by the ESOP. The Company accounts for the ESOP in
accordance with the American Institute of Certified Public Accountants’
Statement of Position (SOP) 93-6, Employers’ Accounting for Employee
Stock Ownership Plans. SOP 93-6 addresses the accounting for shares
of stock issued to employees by an ESOP. SOP 93-6 requires that the
employer record compensation expense in the amount equal to the fair
value of shares committed to be released from the ESOP to employees.

Compensation expense for the ESOP is recorded at an amount equal
to the shares allocated by the ESOP multiplied by the average fair
market value of the shares during the year. The Company recognizes
compensation expense ratably over the year for the ESOP shares to be
allocated based upon the Company’s current estimate of the number
of shares expected to be allocated by the ESOP during each calendar
year. The difference between the average fair market value and the
cost of the shares allocated by the ESOP is recorded as an adjustment
to additional paid-in-capital.

8. Earnings Per Share

The Company calculates earnings per share under the provisions of
SFAS No. 128, Earnings Per Share. Basic earnings per share excludes
dilution and is computed by dividing income available to common
shareholders by the weighted average common shares outstanding
during the period. Diluted earnings per share takes into account the
potential dilution that could occur if securities or other contracts to
issue common stock were exercised and converted into common stock.
ESOP shares committed to be released are considered outstanding
while unallocated ESOP shares are not considered outstanding.

Earnings per share is not presented for the period from September 17,
2002 (the date of conversion to a stock company) though December
31, 2002 as the earnings per share calculation for that period is not
meaningful. Earnings per share are not presented for the periods prior to
the conversion to stock form since the Bank was a mutual savings bank
and no stock was outstanding.

9. Advertising Costs

It is the Company’s policy to expense advertising costs in the period in
which they are incurred.




10. Comprehensive Income

The Company reports comprehensive income, which includes net
income as well as certain other items, which results in a change to
equity during the period. V

December 31, 2002

December 31, 2001 December 31, 2000

Before Tax Net of
tax (expense) tax
amount benefit amount

Before Tax Net of Before Tax Net of
tax (expense) tax tax (expense) tax

amount benefit  amount  amount benefit amount

Unrealized gains on
investment securities:

Unrealized holding
gains arising during period.......

Less reclassification
adjustment for gains (losses)

$917,869 $(323,530) $ 594,339

realized in netincome............. (6,250) 2,249 {4,001

$ 358,438 $(128,967) $ 229,471 ‘ $ 992,965 $(357,268) $ 635,697

| |

‘ 4,596 (1,655) 2,941 - - _

Other comprehensive
income (1058), N€t....cvccerrrrinnnens

$924,119 $(325,779) $ 598,340 ‘ $ 353,842 $(127,312) $ 226,530 | $992,965 $(357,268) $ 635,697

11. Reclassifications

Certain 2001 and 2000 amounts have been reclassified to conform
to the 2002 consolidated financial statement presentation.

NOTE B - Reorganizational and Stock Offering

The Company is a federally chartered corporation that was organized
in 2001 for the purpose of acquiring all of the capital stock of the Bank
upon completion of the Bank's reorganization from a mutual savings
bank into a mutual holding company (“MHC") structure.

The overall MHC reorganization was a change in legal organization
and form, not a change in enterprise. Specifically, SFAS No. 141
excludes from the definition of business combination, any transfer
by an enterprise of its net assets to a newly-formed corporate entity
chartered by the existing enterprise and a transfer of net assets and
an exchange of shares between enterprises under common control.
Accordingly, absent classification as a business combination as
defined under SFAS No. 141, the basis of MHC's assets and liabilities
subsequent to the reorganization will remain unchanged from the
Bank's pre-existing historical basis.

In 2002, the Company offered for sale 43.5% of the shares of its
common stock in an offering fully subscribed for by eligible depositors
of the Bank (the Offering). The remaining 56.5% of the Company’s
shares of common stock were issued to Synergy, MHC (MHC), a
federally chartered mutual holding company incorporated in 2001. The
reorganization and Offering were completed on September 17, 2002.
Prior to that date, the Company had not engaged in any significant
business. Completion of the Offering resulted in the issuance of
3,344,152 shares of common stock, 1,889,402 shares (56.5%) of which
were issued to the MHC and 1,454,750 shares (43.5%) of which were
sold to eligible depositors of the Bank at $10.00 per share. Costs related
to the Offering {primarily marketing fees paid to an underwriting firm,
professional fees, registration fees, and printing and mailing costs)
aggregated approximately $687,000 and have been deducted to arrive
at net proceeds of approximately $13,960,000 from the Offering.

The Company contributed 43% of the net proceeds of the Offering

to the Bank for general corporate use.




NOTE C - Investment Securities

The amortized cost, gross unrealized gains and losses, and fair value of the Bank’s
investment securities available-for-sale and held-to-maturity are as follows: ¥V
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December 31, 2002
Amertized Gross Gross
cost unrealized gains  unrealized losses  Fair value
Available-for-sale:
EQUItY SECUHIES .....cvvoercerceirs e e $ 11,005 $ — $ 883 $ 10,122
Mortgage-backed securities:
FHLMOC et 21,140,544 266,685 — 21,407,229
FNMA Lo 40,266,600 619,157 — 40,885,757
Total available-for-5ale.....coeiiiciiiiice e $ 61,478,149 § 885842 $ 883 $ 62,303,108
Held-to-maturity:
Mortgage-backed securities:
$ 3,249,166 $ 18,884 $ — $ 3,268,050
FNMA s 11,395,355 124,106 — 11,519,461
CNMA L e 2,762,844 138,575 — 2,901,419
Total held-t0-Maturity ... cceiicrrens e $ 17,407,365 $ 281,565 $ — $ 17,668,930
December 31, 2001
Ameortized Gross Gross
cost unrealized gains  unvealized losses  Fair value
Available-for-sale:
Mortgage-backed securities:
FHLMC ... $ 24,608,937 $ 179,289 $ 192,830 $ 24,595,396
FNMA L 19,324,038 133,670 158,936 19,298,772
Total available-for-sale $ 43,932,975 $ 312,959 $ 351,766 $ 43,894,168
Held-to-maturity:
Mortgage-backed securities:
FNMA L $ 2,458,294 $ 37,104 $ — $ 2,495,398
GNMA L e et e esanens 4,694,559 40,381 — 4,734,940
$ 7,152,853 $ 77,485 $ — $ 7,230,338

The amortized cost and fair value of investment securities available-for-
sale and held-to-maturity, by contractual maturity, at December 31,
2002 (in thousands), are shown below. Expected maturities will differ

from contractual maturities because borrowers may have the
right to call or prepay obligations with or without call or
prepayment penalties. ¥V

Available-for-sale Held-to-maturity

Amortized cost Fair value Amortized cost Fair value

Due in one year or less $ 122,011 $ 122799 | § — % —
Due after one through five Years.......ccceovvcconiiinnercconinoncennnnns 15,444,248 15,653,121 | 727,275 744,837
Due after five through ten Years......ccoevccercnnicini s 15,960,937 16,451,129 \ 6,358,939 6,415,566
DUE after LN YEAIS......covuiccrrriceeeinniecen e scseees e 29,879,948 30,065,937 10,321,151 10,528,528
Marketable equity securities and other ...........coiccerniivrcnninenns 11,005 10,122 — —

$ 62,303,108 |

$ 61,418,149 $ 17,407,365 $ 17,668,931

Proceeds from the sales of investment securities during 2002, 2001
and 2000, were approximately $2,006,000, $1,010,000 and $-0-,
respectively. Gross gains realized on those sales were $-0-, $5,000
and $-0- in 2002, 2001 and 2000, respectively, gross losses were

approximately $6,250 in 2002, $-0- in 2001 and $-0- in 2000. As of
December 31, 2002 and 2001, investment securities with a book value
of $291,000 and $131,000, respectively, were pledged to secure public
deposits and for other purposes as provided by law.




NOTE D - Loans Receivable

Major classifications of loans are as follows: V

December 31, 2002 2001
Mortgages:
Residential, T-4 family......c...covmmii e e e $ 202,324,763 $ 148,825,720
Residential, MUIIAMITY ..ottt s er st 18,069,633 5,281,089
NON-TESIABNEIAL ...ttt et bbbt s s e s et s e b n s et e e st bes bt e b s enanens 30,316,788 13,762,776
AUBOMODIIE .ottt ettt et es et b et s r sttt st ban bttt 66,267,820 52,206,307
eIt CAIA ....vieis e ee ettt et sttt bt e bt a et ettt et e e bt s ettt et s etanas 135,617 30,075
Other 10ans. ... e e 4,454,255 6,032,858
321,568,876 226,138,825
Deferred [0AN fEES ANT COSS ... vivii ittt eee ettt een et e et s et sttt et es s es st bt st et et eveneren 84,913 (78,353)
ATOWANCE FOr 10BN [0SSES 1..vveviiviveiiiiiieiiiseee it ceste ettt eaba e an s 2o b st en st s bbbt as s s (2,230,591) (1,371,821)

$ 319,423,198 $ 224,688,651

A summary of the activity in the allowance for loan losses is as follows: V

Year ended December 31, 2002 2001 2000
Balance, beginning of PEriod ... $ 1,371,821 $ 1176248 § 994,941
PrOVISION fOF I0AN 10SSES ... ettt eeae s ee e et eee e e e teaeseveaesorestaas 1,077,394 362,692 480,000
RECOVEIIES ... vttt et ea bttt e st e bbb b bs s esass s asesne st ars 216,491 250,256 196,341
Loans charged-0ff ..o e e (435,115) (417,375) {495,034)
Balance, end Of Periof .. ..o et ee $ 2,230,591 $ 1,371,821 $ 1,176,248

Loan balances on which the accrual of interest has been discontinued
amounted to approximately $449,000 and $71,000 at December 31,
2002 and 2001, respectively. If interest on these loans had been
accrued, interest income would have increased by approximately
$17,000 and $ 2,000, respectively. As of December 31, 2002 and
2001, there were no loans past due 90 days or more, which are

not on a non-accrual status.

The Bank's policy is to consider non-accrual loans in excess of
$300,000 as impaired. As defined, there were no impaired loans
as of December 31, 2002 and 2001, respectively.

In the normal course of business, the Company makes loans to certain
officers, directors and their related interests. All loan transactions
entered into between the Company and such related parties were
made on the same terms and conditions as fransactions with all other
parties. In management’s opinion, such loans are consistent with
sound banking practices and are within applicable regulatory lending
limitations. The balance of these loans at December 31, 2002, was
approximately $1,999,000. In 2002, new loans to these individuals
amounted to approximately $1,562,000.

/A
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a NOTE E - Property and Equipment
= Estimated
ez useful life 2002 2001
' _ LANG ottt et bbb e b e bttt nb s Indefinite $ 2,703,904 $ 782,370
L Building and IMProveMENts........ooevceei s sesecenresesesssins 3 to 40 years 10,985,815 2,230,102
D Furniture, equipment and automobilEs.........covccrnvinininr e 3 to 12 years 5,595,950 4,284,051
Z Leasehold IMProvements........cc..oo.ivuveciireeiiin e erceni s e 3to 15 years 3,027,515 1,886,910
Z Property held for future office sites Indefinite 375,541 6,553,894
< 22,688,725 15,737,327
e Less accumulated depreciation and amortization...........cc.ccvccniinicncncinrnicninenns (5,041,966) {4,097,903)
$ 17,646,759 $ 11,639,424
NOTE F - Deposits
2002 2001
Demand accounts:
NOT-IMEIESE-DEAMNG ... evevversient et cresres e e sttt st $ 39,076,492 $ 31,147,966
INEEIESE-DEATING . evv. e vttt ettt bt e s b 47,917,101 40,810,786
86,993,593 71,958,752
SaViNgs aNd CIUD BCCOUNTS.....vvriierricne ettt et et st s bbbt et 64,827,870 56,816,270
Certificates of deposit Under $100,000 ....c..cceriiniiirniricrinr et e s csen s s ctees 131,462,965 88,718,219
Certificates of deposit OVEr $100,000......cc..e. et st sssessesesssebesiss s sasnascesssessesenes 70,857,205 32,320,100
$ 354,141,633 $ 249,813,341 .
The scheduled maturities of certificates of deposit are as follows (in thousands): ¥
2003 e et h e R 8o b e E RS E£a 4oL ek he s b e bR b8 bbb etk ek b e § 152,856
2004 e e bk et be R e £t R ek ek R R 4R e £ e e Rk ea Rt ne e et n s 40,023
5,720
1,022
2,318
381
$ 202,320
Interest expense on deposits is as follows: v
Year ended December 31, 2002 2001 2000
DIEIMANA ..ot et et es st b bbb bbb b $ 783,714 $ 1,038,124 $ 1,130,613
SAVITES 1 oreeitts it eba bt b e R 765,125 972,501 1,095,182
Certificates of deposit 5,773,201 5,452,817 3,601,337

$ 7,322,040 $ 7,463,442 $ 5827132




NOTE G - Federal Home Loan Bank of New York Advances

At December 31, 2002, advances from the Federal Home Loan Bank
(FHLB) totaling approximately $36,455,600 will mature within one to
eight years and are reported as long-term borrowings. The advances are
collateralized by FHLB stock and certain first mortgage loans and
mortgage-backed securities. These advances had a weighted average

interest rate of 4.2%. Unused overnight lines of credit at the FHLB
was approximately $14.7 million at December 31, 2002.

Outstanding borrowings mature as follows (in thousands): ¥

NOTE H - Benefit Plans
1. Profit Sharing Retirement Plan

The Company had a profit sharing plan which covered eligible
employees and included an employees’ thrift savings plan established
under the provisions of the Internal Revenue Code Section 401 (k).
Contributions to the profit sharing plan were at the discretion of the
Board of Directors. The Company’s profit sharing retirement plan
expense amounted to $216,000, $214,000 and $196,000, for the
years ended December 31, 2002, 2001 and 2000, respectively.

This plan was replaced by the Board of Directors on September 21,
2002 with an Employee Stock Ownership Plan (“ESOP")

as discussed below.

2, Supplemental Executive Retirement Plans

The Company established a Supplemental Executive Retirement Plan
(“SERP”) for the benefit of its chief executive officer. In connection
therewith, the Company purchased a life insurance policy to satisfy

its benefit obligation thereunder. This policy is held within a rabbi trust.
The cash surrender value of the life insurance policy related to the SERP
was approximately $2,110,000 and $2,051,000, at December 31, 2002
and 2001, respectively. Annual accruals for expense are paid to a trust
for the benefit of the chief executive officer. The present value of future
benefits is being accrued over the term of employment. SERP expense
for the years ended, December 31, 2002, 2001 and 2000, amounted

to approximately $22,000, $20,000, $17,000, respectively.

On January 1, 2002 the Company adopted a SERP for the benefit of
other executive officers. This plan requires an annual accrua! equal to
ten percent of each participants’ base salary to be credited to the plan
reserve. Plan expense amounted to approximately $35,000 for the year
ended December 31, 2002.

3. Phantom Stock Plan

Prior to the reorganization and stock offering as described in note B,
the Company maintained a phantom stock and phantom option plan
for the benefit of its chief executive officer. Under the plan, the chief
executive was awarded phantom stock and options, the value of
which is determined annually based upon a valuation of the Company
assuming it was a stock company. Plan expense for the years ended
December 31, 2002, 2001 and 2000 amounted to approximately
$8,300, $11,000 and $11,000, respectively. The phantom stock and
phantom option plan for the benefit of the chief executive officer
was replaced by a deferred compensation plan in September, 2002.
The Plan expenses for the year ended December 31, 2002 were
approximately $4,700.

4. Employee Stock Ownership Plan

On September 24, 2002, the Board of Directors approved an Employee
Stock Ownership Plan (“ESOP”) that became effective January 1, 2002.
The Plan is designed to provide eligible employees the advantage of
ownership of Company stock. Employees are eligible to participate in
the Plan after reaching age twenty-one, completion of one year of
service and working at least one thousand hours of consecutive service
during the year. Contributions are allocated to eligible participants

on the basis of compensation.

The ESOP borrowed $1,163,800 from the Company to finance the
purchase of 116,380 shares in connection with the initial public
offering. The loan is payable in annual installments over ten years
and bears interest at 4.75% per annum with interest payable
quarterly. The loan can be prepaid without penalty. Loan payments
are principally funded by cash contributions from the Bank, subject
to federal tax law limits.

Shares used as collateral to secure the loan are released and available
for allocation to eligible employees as the principal and interest on the
loan is paid. Employees become fully vested in their ESOP account after
five years of service. Dividends on unallocated shares are generally
applied towards payment of the loan. ESOP shares committed to be
released are considered outstanding in determining earnings per share.

At December 31, 2002, the ESOP held 112,501 unallocated shares
at an aggregate cost of $1,125,007; the market value of such shares
at that date was approximately $1,859,000. For the year ended
December 31, 2002, $56,311 was charged to compensation and
employee benefits expense based on the commitment to release
3,879 shares to eligible employees.
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NOTE [ - Income Taxes

The companents of income taxes are summarized as follows: ¥

Year ended December 31, 2002 20071 2000
Current tax expense:
FEACIAl INCOMIE 11ttt e ettt ettt eaan $ 1,202,726 $ 964,912 $ 667,545
SEALE INCOME c1.ersisireeit ittt re b ceer e ceree bbb s e s o ros bttt s con b st ps i eenrnbsen 334,474 93,213 77,649
1,537,200 1,058,125 745,194
Deferred tax (benefit) expense:
FEARIA] INCOME 1erveersesirirsrrsrsssseesiri st ss st ssb s s sas s sisssnsnisssrsssssssserisies {222,908) (27,132) (30,455)
SEALE INCOIME «.eoviviivieeriitieieees v ete sttt ete ettt et et cen s e bare s etssebs s ebe st ese et aseabeseseaneseetane (113,717} (7,031) (3,111)
(336,625) (34,163) (33,566)
$ 1,200,575 $ 1,023,962 $ 711,628
A reconciliation of income taxes computed at the statutory federal income tax rate to the reported income tax expense is as follows: ¥
Eend@d December 31, 2002 2007 2000
Expected federal inCOME taxX EXPENSE.......cvvieuririierirotrcrmicesermniaiesisereserenssssscnsricioessos $ 1,098,712 $ 994,729 $ 762,232
Increase (decrease) in federal income tax expense resulting from
State income tax, net of federal income tax effect...........coovvviveioieicececeeeceen 145,699 56,880 49,19
OHNEY, ML ettt s st ss bt ea e tans et ea sttt (43,836) (27,647) (99,799)
- $ 1,200,575 $ 1,023,962 $ 711,628
Deferred tax assets and liabilities consisted of the following: ¥
December 31, 2002 2001
Deferred 10an TEES, NEt OF COSTS ...ttt ettt ettt sttt s et et eb et s s b tet b b ereaes s st abanas 5?— (98,416) $  (26,560)
ANLOWANCE O L0ANM LOSSES ..ottt ettt e ettt et en s et sa st et abas e b a e bt ets et s sasanarenserens s 581,374 196,392
DIEPIECIALION 1ot e bbb bbb R s e s 120,972 101,782
Unrealized loss on available-for-sale SECUMHIES .........ccovcioivi i cne ettt ne s s (311,816) 13,963
L5415 SO TP OO OO OO PO DT OO U TSP D RO PO OO UOUSTOTOUPPTTURURROOOOR 9,794 5,485
INEE BEITEA TAX ASSBL 1vvv.vvieee ettt ettt et et e et et et et etese et et et e st s et st et eae st arone st eeetas et bensen e $ 301,908 $ 291,062




NOTE | - Fair Value of Financial instruments

SFAS No. 107 requires disclosure of the estimated fair value of an
entity’s assets and liabilities considered to be financial instruments. For
the Bank, as for most financial institutions, the majority of its assets and
liabilities are considered financial instruments as defined in SFAS No.
107. However, many such instruments lack an available trading market,
as characterized by a willing buyer and seller engaging in an exchange
transaction. Therefore, the Bank had to use significant estimates and
present value calculations to prepare this disclosure, as required by
SFAS No. 107. Accordingly, the information presented below does

not purport to represent the aggregate net fair value of the Bank.

Changes in the assumptions or methodologies used to estimate fair
values may materially affect the estimated amounts. Also, management
is concerned that there may not be reasonable comparability between
institutions due to the wide range of permitted assumptions and
methodologies in the absence of active markets. This lack of uniformity
gives rise to a high degree of subjectivity in estimating financial
instrument fair values.

Estimated fair values have been determined by the Bank using what
management believes to be the best available data and an estimation
methodology suitable for each category of financial instruments. The
estimation methodologies used, the estimated fair values, and recorded
book balances at December 31, 2002 and 2001 are set forth below.

For cash and due from banks and interest-bearing deposits with banks,
the recorded book values of approximately $7,886,000 and $3,708,000
are deemed to approximate fair values at December 31, 2002 and
2001, respectively. The estimated fair values of investment and
mortgage-backed securities are based on quoted market prices, if
available. If quoted market prices are not available, the estimated fair
values are based on quoted market prices of comparable instruments.

The fair values of loans are estimated based on a discounted cash flow
analysis using interest rates currently offered for loans with similar terms
to borrowers of similar credit quality. The carrying value of accrued
interest is deemed to approximate fair value. V

2002 2001

Carrying Estimated Carrying Estimated

amount fair value amount fair value
(Dollars in thousands) ’
INVESEMENt SECUNEIBS ......ivive e vt enere v e v s ceae bt ene e etnans 78,826 $ 79,972 [ 51,047 $ 51,125
Federal Home Loan Bank Stock ....o.ocoeevivivieicceeee e 1,856 1,856 1 1,550 1,550
Loans receivable .........oooiiiei et 321,569 332,740 ! 226,061 226,290
Cash surrender value of officer life insurance .........covovicervnennnn 2,110 2,110 ) 2,051 2,051

The estimated fair values of demand deposits (i.e., interest- and non-
interest-bearing checking accounts, passhook savings and certain types
of money market accounts) are, by definition, equal to the amount
payable on demand at the reporting date (i.e., their carrying amounts).
The carrying amounts of variable-rate, fixed-term money market
accounts and certificates of deposit approximate their fair values

at the reporting date. The fair values of fixed-rate certificates of deposit
are estimated using a discounted cash flow calculation that applies
interest rates currently being offered to a schedule of aggregated
expected monthly time deposit maturities. The carrying amount

of accrued interest payable approximates its fair value. ¥V

2002 2001
Carrying Estimated Carrying Estimated
amount fair value amount fair value
{Dollars in thousands)
TIME AEPOSIES ..ov.vooeee oo oeeee s 202,320 $ 206047 | S 121,038 § 122,531
FHLB QOVANCES ...t eeeiriveaet e eevsreerer v 36,456 36,456 } 22,500 22,500

The fair value of commitments to extend credit is estimated based on
the amount of unamortized deferred loan commitment fees. The fair
value of letters of credit is based on the amount of uneared fees plus

the estimated cost to terminate the letters of credit. Fair values of
unrecognized financial instruments including commitments to extend
credit and the fair value of letters of credit are considered immaterial.




NOTE X - Financial Instruments With Off-Balance-Sheet Risk

The Bank is a party to financial instruments with off-balance-sheet

risk in the normal course of business to meet the financing needs of its
customers. These financial instruments include commitments to extend
credit and unused lines of credit. Those instruments invalve, to varying
degrees, elements of credit and interest rate risk in excess of the amount
recognized in the consolidated balance sheets. The Bank's exposure to
credit loss in theevent of nonperformance by the other party to the
financial commitments to extend credit and unused lines of credit are

represented by the contractual amount of those instruments. The Bank
uses the same credit policies in making commitments and conditional
obligations as it does for on-batance-sheet instruments.

The Bank had the following approximate off-balance-sheet financial
instruments whose contract amounts represent credit risk: vV

(Dollars in thousands)

Commitments to rant 10ans ...

Unfunded commitments under lines of credit.....c.c.oc.coveveiioneiiiieeecieinennn,

2002 20071

.................................................... § 31456 s 38,048
.................................................... 12,898 8,767
7 $ 44,354 $ 47715

Commitments to extend credit are agreements to lend to a customer
as long as there is no violation of any condition established in the
contract. Commitments generally have fixed expiration dates or other
termination clauses and may require payment of a fee. Since many of
the commitments are expected to expire without being drawn upon,
the total commitment amounts do not necessarily represent future cash

NOTE L - Comemitments and Contingent Liabilities
1. Lease Commitments

Future approximate lease payments under non-cancelable operating
leases are due as follows (in thousands): V

requirements. The Bank evaluates each customer’s creditworthiness
on a case-by-case basis. The amount of collateral obtained, if
deemed necessary by the Bank upon extension of credit, is based
on management’s credit evaluation of the customer. Collateral

held varies but primarily includes residential real estate located

in New Jersey and the New York metropolitan area.

Total rent expense was approximately $426,000, $376,000
and $332,000 for the years ended December 31, 2002, 2001
and 2001, respectively.

The Company maintains six office locations within the corporate
facilities of the Company’s former credit union sponsor organization.
The Company makes no rental payments for these branch locations.
The locations are oceupied pursuant to a written agreement that
provides for two-year terms that are automatically renewed upon
expiration unless written notice of termination is given by either party.

2. Other

In the normal course of business, the Company and the Bank have
been named as defendants in certain lawsuits. Although the ultimate
outcome of these suits cannot be ascertained at this time, it is the
opinion of management that the resolutions of such suits will not
have a material adverse effect on the consolidated financial position
or results of operation of the Company.




NOTE M - Condensed Financial information - Parent Corporation Only

Condensed financial information for Synergy Financial Group (Parent Corporation only) follows (in thousands): ¥

Condensed Balance Sheets

December 31,
Assets:

$ 8,610 $ 100
Investment in SUDSIAIANIES, AL BQUILY.......ccoovvvooririnnns e etk 30,956 22,295

Cash and cash equivalents

OHNET AS5EES 1. 1vv. ettt et sttt bttt et e b s s st e bbbt ae s e e Attt eRe et et en sttt ettt bt n e

TOAE @SSBIS ...vvv vttt ettt ettt e st ettt e sttt cteae s s n s et et r e s e ettt s et bt e anrn s eee

Liabilities and Stockholders’ Equity:
Loan payable 10 Bank fOr ESOP ............oriiiierciceien ottt esse s st $ 1,135 $ —
Other liabilities 657 28
StOCKROIAEIS BQUIY....o.iiieiii e s e e 37,872 22,390
Total liabilities and stockholders’ equity ... et 2,

Condensed Siatements of Income

Year ended December 31, 2002 2001
Income:
Equity in undistributed net earnings of subSIdiaries . ... $ 2,068 $ 1,907
TOUAE INCOME...eieeeectee et te et e st s s e et a e sttt stse s e b ea bt en st emor e e emes st aramsre s rasanisssaes 2,068 1,907
Expenses:
OHRET EXPENSES ....covvieres st s s rass bbb s 37 5
TOA] EXPEIISES ..cvvren ettt s b st ettt 37 5
INBE INCOME ..ottt et e e et et eat et et eabe et s e sae e e es e e e eR et b teeeba et s aas e bt eaba s e taenbeetsantnstna $ 2,031 $ 1,902
Condensed Statements of Cash Flows

Year ended December 31, 2002 2001
Operating Activities:
INBEIMCOIME. . eeerr s e eres i eess e ss e saet s e er £k $ 2,031 $ 1,902
Adjustments to reconcile net income to net cash provided by operating activities:
Equity in undistributed income of subSidiary.............ccccoiiiiii e (2,068) (1,907)
Amortization, depreciation and OhEr..........ccovcriiceiiie e e enie e 73 —
InCrease in Other aSsetS.........coovvrvecricnrrcionrierenas NI OD NS (75) (23)

Increase in other liabIlIties ...............coooiiniiiei e 629 28

Net cash provided by operating activities 590 —
Investing Activities: B
Additional investment in SUBSIIANES ............ccooii oo (6,000) —
Net cash Used in iNVESENG BCLVIEIES ..o e ieceeeni e cesssescsee e es st sesssncsens e (6,000) I
%ncing Activities: -
Net proceeds from issuance of COMMON SIOCK .........corivciiviiiccnsiicimin e e 13,960 100
Repayments of Bank [0an for ESOP ... s e ns (29) -
Purchase of investment securities available-for-sale ... e (n —
Net cash provided by financing activities oottt 13,920 7 100
Net increase in cash and cash EQUIVAIENTS......ccet et S — 8,510 100
Cash and cash equivalents at beginning of YEar ... 100 —

Cash and cash equivalents at @nd Of YBAr .......ccccoiiirriiiniiice e ettt seses e s




NOTE N - Regulatory Matiers

The Bank is subject to various regulatory capital requirements
administered by its primary federal regulator, the Office of Thrift
Supervision {the OTS). Failure to meet minimum capital requirements
can initiate certain mandatory — and possible additional discretionary -
actions by regulators that, if undertaken, could have a direct material
effect on the Bank and the consolidated financial statements. Under
the regulatory capital adequacy guidelines and the regulatory
framework for prompt corrective action, the Bank must meet specific
capital guidelines that involve quantitative measures of the Bank’s
assets, liabilities, and certain off-balance-sheet items as calculated
under regulatory accounting practices. The Bank’s capital amounts
and classifications under the prompt corrective action guidelines

are also subject to the qualitative judgments by the regulators

about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital
adequacy require the Bank to maintain minimum amounts and

ratios of total risk-based capital and Tier | capital to risk-weighted
assets (as defined in the regulations), Tier | capital (as defined) to
adjusted total assets (as defined), and tangible capital to adjusted
total assets (as defined). Management believes that the Bank meets
all capital adequacy requirements to which it is subject.

As of December 31, 2002, the Bank is considered well-capitalized
under regulatory framework for prompt corrective action. To be
categorized as well-capitalized, the Bank must maintain minimum
total risk-based, Tier I risk-based, and Tier | leverage ratios, as set
forth in the table below. There are no conditions or events that
management believes have changed the institution’s prompt
corrective action category.

The Bank’s actual capital amounts and ratios are as follows: ¥V

OTS Requirements
December 31, 2002:
Regulatory
Minimum for classification as
Bank actual capital adequacy well-capitalized
Amount Ratio Amount Ratio Amount Ratio
Total risk-based capital [

(to risk-weighted assets)........cccorvcvrrorcennerens $ 32,535,000 11.17% $ 23,294,000 8.00% $ 29,118,000 10.00%
Tier | capital (to risk-weighted assets) .............. 30,305,000 10.41% N/A N/A 17,471,000 6.00%
Tier | capital (to adjusted total assets) .............. 30,305,000 6,482,000 1.50% N/A N/A
Tangible capital (to adjusted total assets)......... 30,305,000 6,482,000 1.50% N/A N/A
December 31, 2001:

Regulatory
Minimum for classification as
Bank actual capital adequacy well-capitalized
Amount Ratio Amount Ratio Amount Ratio
Total risk-based capitat ‘ g

(to risk-weighted assets)............ccorvccemmriceenncen $ 23,592,000 12.00% ‘ $ 15,731,000 8.00% | $ 19,663,000 10.00%
Tier | capital (to risk-weighted assets)............... 22,220,000 11.30% N/A N/A 11,798,000 6.00%
Tier | capital (to adjusted total assets)...... 22,220,000 11,883,000 4.00% 14,853,000 5.00%
Tangible capital (to adjusted total assets) .......... 22,220,000 4,456,000 1.50% 5 N/A N/A

The Company’s Annual Report for the Year Ended December, 31,
2002 filed with the Securities Exchange Commission on Form 10-KSB
without exhibits is available without charge upon written request.
For a copy of the Ferm 10-KSB or any other investor information,

please write the Secretary of the Company at 310 North Avenue
East, Cranford, New Jersey 07016. Copies of any exhibits to the
Form 10-KSB are available at cost.
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