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To OUrR SHAREHOLDERS, CUSTOMERS AND COMMUNITY

It is a pleasure to report that 2004 marked another year of double digit
growth for New Century Bank. Net Income grew by $100,000 or 14%,
continuing our trend of double digit growth in Net Income. We earned $0.58
per share, a 5% gain over 2003, growing revenues while successfully opening our

first new branch in five years in Wayne.

segment of the business.

% Assets growth was 23% for the year

Ken Mumma, Chairman ¢ CEO N
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& Net loans grew by 16%

2,

% Deposits grew by 15%

# Net interest income increased 13%

«» This bank-wide progress resulted in Net Income of $803 thousand

These results are especially significant for they permitted New Century to increase

capital by $1.8 million or 21% through a private placement and retained earnings. It is
important for a fast growing community bank like New Century to continue to grow
its capital so that it can take advantage of new opportunities. We are pleased these results
are being noticed by the investment community.

Another significant step forward for the bank is that New Century began
its next growth phase with its branch opening in the busy center of downtown Wayne.
A grand opening reception held in June was attended by several hundred local community
and business leaders, including a number of local shareholders. This new branch bank is
staffed by experienced key people who have been with us, understand the New Century
culture, and know how to serve customers.

We intend that this branch serve as a model for growing our network.
This model will emphasize our personalized commercial lending services, while providing
the customer friendly retail experience to which our customers have become accustomed.
Using an existing, renovated storefront results in a small, flexible and relatively inexpensive
facility. Flexibility plus low cost will allow us to be nimble in how we grow in our market.
We are working to secure several locations and plan to add at least one of these branches
per year for the next several years.

In an effort to seek sources of non-interest income which complement our
core business, we formed a subsidiary, New Century Land Transfer, LLC to provide title
insurance and real estate settlement services.

This year we have also taken some concrete steps toward demonstrating our com-
mitment to serving our community. In the Spring we participated in the local Relay for

Life to raise money for cancer research. Not only was it a significant demonstration of the

Highlights of last year’s performance reflect positive results in virtually every

potential for our diverse community, the event raised a record sum. We have sponsored a
reading program in the Phoenixville elementary schools. In addition to our financial
commitment, Donald ].L. Coppedge, one of our former directors and current Community
Outreach Coordinator, was instrumental in making this happen. As a final example, we were
able to donate $70 thousand towards programs for pre-kindergarten children in Chester
County through Pennsylvania’s Education Improvement Tax Credit program.

As it is my pleasure to recount these highlights of 2004 to you, I also want to take

the opportunity to remember that New Century Bank is very much a team effort.

¢ The New Century Board of Directors continues to be intensely involved

and focused on the performance of the bank.

«» The senior management team is a tested group of experienced
professional bankers. Our staff is experienced and committed to serving
each customer. It is because of their hard work that I can present such a

positive report on 2004.

#» Each of our bankers is concerned that each New Century customer have

a positive banking experience. While many of our customers are our
friends and neighbors, it is important that their banking experiences with

us be professional, efficient and friendly.

% T also include each New Century Bank shareholder as a member of our

team. We appreciate your support and recognize our responsibility to

continue to grow this company into a bank of which you can be proud.

We believe that New Century Bank is building a very positive record of
performance. By providing quality banking products, delivered in a friendly, professional
atmosphere, this business model is building positive growth supported by strong earnings
growth. We recognize that our performance gains are based on the continuing economic
well being of the markets in which we operate.

It is an unalterable part of our commitment that we will continue to work hard
to be a positive force in every community in which we have a presence. The stronger we
can make the performance of New Century Bank, the better we can fulfill that part of the
New Century mission. I am pleased to be able to provide this encouraging report to you.

Every one of us pledges to do our best throughout 2005 to continue to earn your support.
Sincerely,

Kﬂmﬂ (2 Mgorrnre _

Kenneth B. Mumma
Chairman and Chief Executive Officer
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Financiar HigHLIGHTS

Dollar amounts in thousands except per share data.

2004 2003 CHANGE
For THE YEAR
Net interest income $ 4,586 $ 4,074 13%
Other income 422 346 22%
Other expenses 3,930 3,437 14%
Net income 803 703 14%
Earnings per share 0.58 0.55 5%
AT YEAR END
Total assets $ 150,837 $ 122,480 23%
Net loans 115,681 99,584 16%
Deposits 116,320 100,911 15%
Stockholders’ equity 10,494 8,660 21%
SELECTED RaTIOS
Return on average assets 0.61% 0.65%
Return on average equity 8.38% 8.59%
NET INCOME TOTAL ASSETS
($ in thousands) ($ in millions)
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Executive Officers:
Ken Mumma, Chairman & CEO (seated right),
Jim McKeighan, President,
John Alexandra, Vice Chairman & CFO (seated left).

Tae New CENTURY MISSION

Our vision for New Century is to serve and take
a leadership role in the economic, social and cultural
development of the diverse communities we serve,

based on a foundation of trust and strong economic health.

Seeing our institution as part of a larger community
and neighborhood, our purpose is to serve our neighbors

and neighborhoods in the communities we serve.

10 realize this community mission, the Bank
must have the depth of resources that belong only to a

[financially successful institution.
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CoMMITTED TO THE COMMUNITIES WE SERVE

social and cultural development of the region.

It is not surprising that its founders chose

County. A community widely recognized for

innovation and forward thinking.

energetic creative endeavor.

When New Century Bank first opened its doors

in 1997, it was with a mission to provide excellence

Today, Newtown Square is a splendid example of the spirit of giving and of

volunteer efforts where everyone lends a hand. And New Century Bank is committed to

working to help preserve the rich traditions upon which Newtown Square was founded.

in banking and a leadership role in the economic,

the Phoenixville/Kimberton community in Chester

From the first machine-made nails in America
to the delicate and beautiful wrought iron
bridge columns which revolutionized
bridge building throughout the world,

Phoenixville was, and remains, a center of

New Century Bank is proud to make its home in a community which today is
experiencing a rebirth of innovative business and cultural growth. Goals which
we share and to which we have a deep commitment.

Within two years of opening their main office, New Century Bank’s plans
for expansion, led them to the community-spirited town of Newtown Square,
where in 2000 they opened their second office.

In 1681, William Penn, envisioning a “Fair land with green virgin sod”,
established this community as the first inland town west of Philadelphia. At the
center of the original town, and still standing, the Square Inn was a popular

watering hole frequented by roguish highwaymen.
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Providing new and bigger opportunities, New Century Bank opened
their third regional branch in the summer of 2004 in Wayne, located on
Lancaster Avenue, next to the Wayne Hotel.

Originally settled in the late 1600’s by Quakers from Radonshire in
Wales, Wayne has always been a center of innovative ideas and culture.

It was here that Lancaster Pike, the first macadamized turnpike in the
world, was opened in 1795. An important stop on the ‘Main Line’ railroad,
Wayne became and remains an energetic business community with one of the
best school systems in America.

Long considered one of the finest communities in the country in which
to live and raise a family, New Century Bank is committed to preserving the

exceptional quality of life in Wayne.
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CoMMITTED TO STEADY GROWTH

2004 was an exciting year for New Century Bank.
We opened our third office in Wayne. We also expanded our
Newtown Square office, adding much-needed space for our lend-
ing team and for a sizeable conference/community room.

As our financials show, it proved to be an outstanding

year. Fourth quarter results were up 42% from the year 2003.
Full-year results for 2004 are up 14%. We grew over $28.3

million in assets in 2004, and over $15.4 million in deposits.

MANAGEMENT 6 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003
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We attribute these results to both our energetic commitment to the communities

we serve, and to our business strategy of placing a full-time, experienced Vice President of
Lending in each and every office. A decision maker who can give you answers when you
need them. An asset you won't find at every bank in the area.
CoMMITTED TO THE FUTURE
In 2004, New Century Bank renewed its commitment to steady growth and
expansion over the next several years. We also made a commitment to continued excellence
in customer service, and to increased product development and expanded technology.
Today, while we continue to fulfill these commitments, we look forward with
confidence and excitement to our future growth in the rich and varied communities of the

area which we are proud to call home.

0$1$*(0 (178" ,6&866,21 AND
$1%$/<6,62) ),1$1&,$/ &21',7,21
$1' 5(68/762) 23(5$7,216

INTRODUCTORY OVERVIEW
DE6&5,37,2112) 1BU6,1( 6631" [BU6,1( 66 6TRATEGY

New Century is acommunity bank serving Ches-
ter County and Southeastern Pennsylvania. Man-
DJHP HOANXADM)\ (MR URZ NKHE DORICHA RN
through strategically placed branches throughout
\KHYDNMP DINAMHDTT KIVZ LODORDIBZ AKH 1
Bank to expand its portfolio of loans to small
BEXMCHAVDEEFRQXP HY 7 KHYDINIMEKDWWHG
asacommercia bank under Pennsylvanialaw, a
member of the Federal Reserve System and
FDIC-insured. It commenced operations in 1997
in Phoenixville, Chester County, PA. Its head-
quartersis located on amajor route through arap-
idly growing suburb of metropolitan Philadel phia.
7he Bank opened a branch on West Chester Pike
in Newtown Square, Delaware County, PA in
2000 and one on Lancaster Avenue in Wayne,
Delaware County, PA in, 2004. Each branchis

in the heart of the business district in its town.

With the opening of the Wayne branch, the Bank
has initiated a new phase of branch growth, and
anticipates opening one or two branches per year
over the next several years. Although subject to a
YOUHMR IMWVDQGFRQMIHHARZ  LFOQQINKH]
raising of sufficient capital, the absence of nega-
tive events in the economy at large, and the ability
RIIQGE :

management believes that this plan will position
the Bank with a viable network in eastern Chester
County and surrounding areas and, combined with
expanded financial services, allow the Bank to
build the franchise value it needs to become an
active financial presence in the region.

7 KHYONMERSHDNRQMUHEHDNO B XOME XU
suant to state and federal statutes and regulations

applicable to banks chartered under the laws of
Pennsylvania, to members of the Federal Reserve
System, and to depository institutions whose de-
posits are insured by the FDIC. Our primary
supervisory authority is the Pennsylvania De-
partment of Banking, and our primary federal

regulator isthe Board of Governors of the Federal
Reserve S\ WP RAKHYONIVIDP HP BHIR (KH]
6\ P (7 KRVHUH XORY B XOUD [H CP LCHWH]
Bank and they have the authority to prevent banks
from engaging in unsafe or unsound practicesin
conducting their business. Federal and state bank-
ing laws and regulations govern, among other
things, the scope of a bank's business, the invest-
ments a bank may make, the reserves against de-
posits a bank must maintain, terms of deposit ac-
counts, loans a bank makes, the interest rates it
charges and collateral it takes, the activities of a
bank with respect to mergers and consolidations
and the establishment of branches.

All federally insured depository institutions are
liable to pay periodic premiums, or assessments,
to adeposit insurance fund organized by the fed-
eral government to insure bank and savings asso-
ciation deposits, generally up to $100,000 per
custRP HII7 KHYDOINIMIQXUHS B INKHYON, QU]
DFH) XQGIEY) (DGR LQMHSE DKH)' |, &[DG
hence is subject to periodic assessments by the
FDIC to maintain the reserve level of that fund.
7he FDIC has authority to reduce the assessment
rates whenever theratio of its reservesto insured
depositsis equal to or greater than 1.25%, and to
increase deposit insurance assessments whenever
\KDNIDNRIMOMWNKDQITIT T {117 KHUAHYHUDNR TR
the BIF stood at 1.30% as of December 31, 2004.
In addition, the Bank would be subject to an in-
creasein its contribution rate if its capital fell be-
OZ NKHIDMUHNXUUHGR M HOE LR\ HITOQX ]
tution. See Note 17 of the Audited Financial
Statements on pages 39-40.

In addition to deposit insurance assessments,
banks are subject to assessments to pay the inter-
estRQ) LDGHQI (&R SRIDNRIERIBUI KH)! LDGH ]
ing Corporation was created by Congress to issue
bonds to finance the resolution of failed thrift in-
SWANRQTZ KHY* , & NHANKH) LADGAQI &R SR
\NRQIDWAXP HONDMEYHY XD KHY LQDGAQIC
Corporation assessment for all banks for the first
quarter of 2005 was an annual rate of $0.144 for
each $100 of deposits, compared to $0.146 for the
fourth quarter of 2004.
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MANAGEMENT B DISCUSSION AND ANALY S| $2

) ISCAL YEARS 2004 AND 2003

THE BANKYB PRINCIPAL PRODUCTS AND SERVICES

The Bank engages in full-service commercial and
consumer banking business and accepts time, de-
mand and savings accounts. Time deposits include
certificates of deposit, individual retirement ac-
counts, Roth IRA accounts, and club accounts.
Transaction accounts include demand accounts,
money market accounts and NOW accounts. Sav-
ings accounts include statement savings accounts
and savings accounts requiring higher balances. In
addition to accepting deposits, the Bank makes
both secured and unsecured commercial and con-
sumer loans, finances commercial transactions,
provides equipment and accounts receivable fi-
nancing, and makes construction and mortgage
loans, including home equity loans. The Bank also
provides small business |oans and student loans,
and rents safe deposit facilities. Loan products and
services are offered either directly or through refer-
ral arrangements with third parties. The Bank also
offersinvestment advisory services through an
arrangement with alocal registered investment
advisor. A titleinsurance and real estate settlement
service is offered through a Bank subsidiary.

MAJOR REVENUE AND CASH-GENERATION SOURCES

7 KHYONIMP DNRUIBHYHXHYRAUPHIM QHAOQM XM

income? \KHdifference between the interest earned
on its assets (principaly loans, investments and
interest-earning deposits with banks) and its liabili-
ties (principally deposits, other borrowings and sub-
ordinated debt).

In addition, the Bank earns non-interest revenues.
These include customer fees on deposits and loans,
and fees for services such aswire transfers, safe-
deposit boxes, commissions on title insurance, and
feesfor services provided to alocal mortgage
lender, together with gains (or losses) in securities
transactions.

MATERIAL OPPORTUNITIES, CHALLENGES AND RISKS

TKHYONMSUP DY [P DINDHZ & KBWMUIR. RXQM
and D3WAQng areas in Montgomery and Delaware
&RXQM2 VDM URZ LQ) MDD NXAKTHUR]

vides significant opportunities for growth.

Nevertheless, the Bank faces heavy competition in
making loans, taking deposits and providing other

NEW CENTURY BANK

financial services and products. This competition
comes principally from other banks, savings insti-
tutions, credit unions, mortgage banking compa-
nies, money market funds, other mutual funds,
and insurance companies and agencies. Banking
legislation in 1999 has caused additional competi-
tion due to the entrance into traditional banking
fields by nonbank organizations. Many of the

B DONIMERP SHIYRWEDYH.I UHDMWUIDLCDOA DO ]
sources, awider geographic presence, awider
array of services, more favorable pricing alterna-
tives, or lower costs than the Bank. The low inter-
est rate environment has also brought large banks
and mortgage companies into the competition for
small business and commercial rea estate loans.

1 HZ [&HXW MISSURCRKOREP HHIY) AKHVHEKDD]
lengesisto provide a high level of customized
service to its customers. The continued consolida-
tion of the banking industry offers a particular
niche for community banks such asours. Asa
URXANIL HZ [&HIMY (KD URZ LQI [SVHIFHIQWH ]
market place, with steadily increasing visibility.
The Bank islooking to add at least one branch per
year over the next several years.

The current economic climate presents both chal-
lenges and opportunities for community banks like
1 HZ [&HOXU 18 [ WUIDSHIRGZ KHOWH)! HGH.DTB H
\HYHBHSVIKH)! HEH DO XQOANL) HADARTR WA HAU
low, it hasincreased that target by 125 basis points
GUQIITTE R MW HOJHIGT KIVED/UH ]
sulted in a corresponding increase between June
and December of 2004 in the Prime Rate, to which
P RWR DKHYONMIGDNY UDMEGBQIHWNHETT KH
resulting income gain was offset by a correspond-

i Q WBUH QIR NKHYDNME-SRVBRINRIRIG |
the issuance of $2 million of subordinated debt. As
aresult, net interest margin decreased slightly dur-
ing 2004. Management believes that the Bank is
well positioned in relation to the impact of future
rate increases.

Management sees the opening of the Wayne branch as
the beginning of abranch expanson phasefor the Bank.
GXFFHNXOP SBP HDINRJR NKNAXWDA)\ [MAPENARARTD |
variety of contingencies and risks. Although such
branches are expected to add to future profitability, the
initial impact of anew branch opening isto reduce earn-
ingsuntil that branch becomes profitable.

MANAGEMENT 6 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003

MATERIAL TRENDS AND UNCERTAINTIES

There are currently a number of indications that the
national economic environment in which the Bank
operates continues to move in a positive direction.
These indications still appear, however, to be
somewhat tentative and fragile.

7 KHYOQNIMEDQQIVP D [EHDH HAM3E [ERP BN
economic conditions and the monetary and fiscal
policies of the United States Government and its

5(68/762)23(5%$7,2160

agencies or instrumentalities (particularly the Fed-
eral Reserve). Furthermore, proposals to change
the laws and regulations governing the operations
and taxation of banks, bank holding companies and
other financial institutions are frequently made in
Congress, and before various bank regulatory
agencies. No prediction can be made asto the like-
lihood of any major changesin economic policy,
legislation or regulations, or the impact such
changes might have on the Bank.

) RUDXUKHUII) RUP DNRQRQWHYDINTMERSH DY) (HXOVDOE FCRKIR AKHDM VEVPXWHEEHBZ [FXQQI[GH ]
tailed tables setting forth additional financial data, see the Audited Financial Statements on pages 27-41. The
following discussion is modified in its entirety by these Audited Financial Statements.

GENERAL

7 KHIRGZ LQINKP P DY [SUVHMKLI KQI KWHR NKHYDINMERSHID Y [WHXOVTRIKHY HOWEQGHET HRHP BHUIT

(T TDQENT T
2004 HEEN

(in thousands except per share data)

I nterest income $ 7,092 $ L]
Interest expense 2,506 2,249

Net interest income before provision for loan losses 4,586 4,074
Provision for loan losses 275 280

Net interest income 4,311 HINEN
Non-interest income 422 117
Non-interest expense 3,930 LT

Net | ncome
Basic and diluted earnings per share

7 KHYONUHBSRWWE CHMARP HR [T TTIKRXA\DQGIR]
\KHIMNADO) HOURQGEHET HAHP BHUIT T T T KV
represents an increase of 14%, or $100 thousand,
when compalH3WWIT T T TWWRX\BQETRAKHINADD] HA
HXG-G] HAHP BRI LTI KIMIP SURYHP HQWM
primarily attributable to loan growth, resulting in
increased net interest income. On a basic and diluted
per share basis the net income was $0.58 for 2004
FARP SOHEWRITIT T IR T T KHYDOINMUHM QR
average assets was 0.61% in 2004 compared to

(I QT TTTH GRNY) RKHICRAKDADAANI B [

equity grew faster than earnings.

$ 803 $ [
$ 0.58 $ 055

NET INTEREST | NCOME

Net interest income (the difference between the
interest earned on loans, investments and interest-
earning deposits with banks, and interest paid on
deposits, borrowed funds and subordinated debt)
is the primary source of the Bank's earnings. Net
interest income was $4,586 thousand for the year
ended ' HAHP EHUITITIT T TTTHRP SDUHEWRIIT T 1]
thousand for the prior year, an increase of $512

\WR\DQGIRUITT ]

Interest income on loans, investments and interest
earning deposits was $7,092 thousand in 2004

compDUHEYRIIL I T WR\VDQGEIQIL T LIIQIP [
provement of $769 thousand or 12%. Meanwhile,

NEW CENTURY BANK



MANAGEMENT I8 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003

interest expense on deposits and borrowed funds
was $2,506 thousand in 2004, up $257 thousand or
11% from $2,249 thousand in 2003.

The key measure of the Bank's net interest income is

its net interest margin (net interest income divided
by average earning assets). The Bank's net interest
margin decreased to 3.59% in 2004 from 3.84% in
2003. This change is primarily attributable to lower
yields on loans. While yields on interest bearing

liabilities decreased, the change in mix of liabilities
(including the subordinated debt) limited this reduc-

tion in comparison to the decrease in loan yields.

PROVISION FOR LOAN LOSSES

In 2004, the provision for loan losses, at $275 thou-

sand, was down slightly from $280 thousand in
2003.

NON-INTEREST | NCOME

In 2004, non-interest income was $422 thousand, up

22% or $76 thousand from $346 thousand in 2003.
Service fees represents the largest component of
non-interest income, and were $277 thousand in
2004, up $56 thousand or 25% from $221 thousand

in 2003. Thisincrease is primarily due to increased

fees on deposit related products.

Gains on sale of securities increased $57 thousand

or 285% to $77 thousand in 2004 up from $20 thou-

sand in 2003.

Other non-interest income, at $68 thousand, was
down $37 thousand or 35% from $105 thousand in
2003. Thisdecreaseis primarily due to a decrease
in mortgage related income and a write-down on
other real estate owned.

NON-I NTEREST EXPENSES

Total non-interest expenses of $3,930 thousand in
2004 increased 14% over the $3,437 thousand in
2003. Salaries and empl oyee benefits represent the
largest component of non-interest expenses, and

NEW CENTURY BANK

were $1,901 thousand in 2004 compared to
$1,772 thousand in 2003, an increase of 7%.
Thisincrease was primarily driven by staffing
increases needed for the Bank IMUHHM URZ \KL]
and the new Wayne branch.

Occupancy expense increased 27% to $561
thousand in 2004 from $442 thousand in 2003.
Thisincrease was primarily due to the expenses
for the new branch in Wayne.

Technology, communications and bank
operations expense increased 11% to $559
thousand in 2004 from $505 thousand in 2003.
Thisincreaseis primarily attributable to
increased transaction volume and the size of the
Bank.

Advertising and promotion expense increased
33% to $278 thousand from $209 thousand in
2003. Thisincreaseis primarily attributable to
higher expenditures to attract deposits and adver-
tising the opening of the new branch.

Other expenses increased 24% to $631 thousand
in 2004 from $509 thousand in 2003. Thisin-
creaseis primarily attributable to increased pro-
fessional fees, and costs associated with other real
estate owned.

INCOME TAXES

ThHYONVIRP H\Y [H SHOAVR
sand for 2004 and $369 thousand for 2003 re-

SUGKMSIQUHSRNRQVIWKHYDONIMEH HUHEWY [
assets, rather than as income statement line-items.
At December 31, 2004, the Bank had available
net operating loss carryforwards for federal in-
come tax purposes of approximately $89 thou-
sand which may be applied against future taxable
income. These carryforwards expire through the
year 2020. For further information on thistopic,
see Note 14 of the Audited Financial Statements
on page 38.

MANAGEMENT 6 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003

) INANCIAL CONDITION
GENERAL

The following summary presents highlights of the

B DONMILQBCH DIFRQEMRQVIR AKHY HOMBOEHET H

AP BEHUIT T T TG T
2004 2003
(in thousands)
Total assets $150,837  $122,480

SePXAMAVIYOMEGITRNOBL] 18,685 12,849
SePXUMH/EHGWRE DXUMNL] 4,761 [T

(7} ROQUUHAHYCEGHIT 115,681 99,584
[$ @Z DFHIRIGDQARAV] (1,376) (1,250)
7 RBDE-5RW] 116,320 100,911
Other borrowings 21,500 12,500
6XERB(DMIT HAW 2,000 [T
7 RUDXRANKRCGH YDA 10,494 8,660

| GRUDVHIURP (IR LEARQIMY HAHP EHUIT I LTI
The MOQERP SRHOVR Wi s LGRFDHWere LQRBDHI]
G-BRUWRKHIERURZ LQIVITQEYER GCDMIG-EW

) RUIXWKHIIQ) RUP DNRQRQWHYDNIMILQDGADIFRY ]
QWRQDOGERCRAKR WKHIMP EVRXWHEEHERZ [FOG]
Q) AR BENEG MG TRUMDCAWR DO DD
DNIFHNHS XAWE) LDGADIB\VBAP HONRISDIH]
(I

CASH AND DUE FROM BANKS

INTEREST-BEARING DEPOSI TS WITH BANKS

, QMAXHDQQ) [E-BRUWHERQMP DQD R [G-BRMW]
DAKH) HH DO RP H RBQYMNR [3 IWREXU KT

7 KRHE-SRMWRUBGTIT TP LA@RQMM HAHP BHUIIT T

[T KIMU-SUAHNINIT T [RSHDAHIURP [T
P LCOR:[[MZ HAHP EHUIT T T 117 m,{EElIDIB-B’Dﬂ]
ies FRQUGHIEO IURP (@D R [H-EHEQRY]
\HYH DO TR RMINAKIVYDUDMRQMIIEXRP HYAT
G-P DQEG-SRIVEDDGRH/T

FEDERAL FUNDS SOLD

) HEHDIXQBSRGERQMY DD R [RYHQLIKW
QM EDQNREQ) KURXT KIS QIS HUDTH DN
HWYONIZ KHAHIXQORBBGEI IR LARQIDA HJ
A-P BRI TIE KHHZ HHORIHH DOXQBV]
SRODN HAHP EHUIT I T T KIVEDDQRHYDUHY]
Fon\LG—LIEE(D[IlR:’EGD R msm@mm

INVESTMENT SECURITIES

7 KHYONVIQYHWE HQEHRXUMA/SRINRIRIMIY ]
iMSRIBQNRXUHR TMPNIFRP HDQEMI AW
\VFRQUMNR [8 (617 WD TIRYHOP HQMIHAA O
anGP RWD HECANHGYHRXUMHVID XODQAM-GE Y]
DIHPA (R KHS QWMGEE\BMIRYHGP HQNITERP R/
WAFR SR DMG-BNWQEWRANR WKH) HAH DTS H
VHYHYONDQE) HEHDOH RP HI ROQUONR O
3IMHEXU KIIQIEAWRQVRE] HH D) [THYHKHIKH ]
BaQ\P DQEQMKHIQYHXY HUBRWRIRWP 0Y ]
D) HIQMAWEDAMUMTBURYL GHOTN X AWIBURIGH]
Fo@M DR IRNHIEFRURZ LQIMIDQEAYHWI\ WH]
FreGtIIMR [BRQQ) MIHNIT KHISRWRIRIM ]
SSUANBGIRP [ [P 1] HORNQMWMGARP HIDLYHQ
FhangeVIQWHRFRORP LHEQYLURCP HQWADIXIGWL]
SRUMRQIQGEDDFHWHP L [T

0 DI HP HQMEHM P LCAAKHDSSURSUDMBEOWL LT
FDARQR NHRXUMADAKHWNP HR [SXFKDHTIQ ]
CHAREDOAHZ K6 \IARP HQWR [ LADOADTB FARXQM
QI BWNELGVB\BMP HINM. RIIT T TAccounting for
Certain Investments in Debt and Equity Securi-
ties, sePXUMWWIHEFOWM! LHIDVTTIDINHEXUMAVEHD |
\KP DMIMWIE+ 70 " TEDHIRQP DI HP HQRW
intent DQGIHOANRERGWHP WP DMUMITET]
traQ Q) IMFARXQNHXUMWVIKDADHERXI K\WDQE ]
KHOESUCH SDO TRAKHSXBRVAHR NHDQ) NKHP [ 1
\WHCHDUWLIP DGR INHRXUMAIDYOLMEGITR NG
3$) 6" MBXFKNHXUWW/IFXGHKRHWKDNR D [0
EHYRGIQUASROHWREKDQI FIQIOMINXNDMITI
A<D HVIQSUHED, P HQEDAXP SWRQUMKHTHHEWR

NEW CENTURY BANK | 13



MANAGEMENT 6 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003

increase regulatory capital or other similar require-
ments. The Bank does not necessarily intend to sell
such securities, but has classified them as AFS to
provide flexibility to respond to liquidity needs.

$ WX HAHP BHUIT T T IITR LARQR NHY NV

investment securities were classified as AFS. This
represents an increase of 46% from $12.8 million at
December 31, 2003. Unrealized gains and losses on
AFS securities, although excluded from the results
of operations, are reported as a separate component
of stockholders' equity, net of the related tax effect.

investment securities were classified asHTM. There
were no investment securities in this classification at
December 31, 2003.

December 31, 2004

The Bank had no trading securities.
7 KHIQYHXY HQBRWRIRIMERP SRMRQEKBQI R/

periodically asaresult of restructuring transac-
tions, taken primarily to manage liquidity, capital
and interest rate risk. The Bank did not have any
investment securities representing a concentration

gUDMAKDQIT T (R NXRANKRGHIATHRXAWWIT

The following three tables set forth information
regarding the stated maturity, average yield, and
composition, of our investment security portfolio
as of the dates indicated. The first two tables do
not include amortization or anticipated prepay-
ments on mortgage-backed securities; callable se-
curities are included at their stated maturity dates.

December 31, 2003

) air Value Wtd. Avg. YId. Fair Value Wid. Avg. Yld.

(in thousands)
AFS Securities Maturity Schedule

(in thousands)

Duein one year or less - - $ 503 4.54%
Due after one year through five years 253 6.00% 1,365 7.32%
Due after five years through ten years 253 2.42% = =
$ 506 4.21% $ 1,868 6.57%
Mortgage-backed securities 16,656 4.27% 9,945 3.93%
Equity securities 1,523 2.85% 1,036 2.41%
$18,685 4.15% $12,849 4.19%
Amortized
Cost Witd. Avg. Yld.
(in thousands)
HTM Securities Maturity Schedule
Due after ten years $ 978 2.88%
$ 978 2.88%
M ortgage-backed securities 3,783 5.03%
$4,761 4.59%
December 31, December 31,
2004 2003 2004 2003
(in thousands) (in thousands)
Composition of AFS Securities ~ Composition of HTM Securities
U.S. Treasury and government agency $ 253 $ - $ = $ =
Mortgage-backed securities 16,656 9,945 3,783 -
Corporate bonds 253 1,868 978 -
Equity securities 1,523 1,036 - -
$18,685 $12,849 $4,761 -

No investment securities were pledged at either December 31, 2004 or December 31, 2003.

NEW CENTURY BANK | 14

MANAGEMENT I8 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003

LoaNs

The loan portfolio is the Bank's principal source
of interest income. The Bank's market for com-
mercial and consumer loans includes small to
medium-sized businesses and consumersin its
service area. It also participates in commercial
loans made by other financial institutions, subject
to the Bank's Loan Policy and credit criteria ap-
propriate to the specific situation. Loan officers
areintimately involved in the loan origination and
approval process. Loans and other credit facilities
in excess of certain policy limits are approved by
the BaQ\IMZI RBQ&RP P LWtHTTI

The loan portfolio consists of commercial loans
(including commercial mortgage and construction
loans), residential real estate loans (including resi-
dential mortgage and construction loans) and con-
sumer loans (including home equity loans and lines
of credit and secured and unsecured consumer
GOVIERP P HIADOBOQ/DQGHERP P HADIP RW
gage loans are typically made for working capital
purposes with maturities generally between one
and seven years. The magjority of these loans are
collateralized by commercial or residential real
estate and further secured by personal guarantees.
&onstruction loans are made to individuals with
expertise in the industry, or to owner occupied pro-
jects. These loans are typically on projects for
which a sales contract has been executed and for
which permanent mortgage financing isin place.
&RQWmMer loans include home equity, automobile
and other installment loans.

/ ROQVIHSUP DU [P DEHWRERXWRP HY Q& KRNI
' HDY DHDQE0 RQARP HY [& RXQNABS [ KHH]
were no concentrations of loans exceeding 10% of
the Bank's total loans at either year-end 2004 or
yeaUHOGIT T TTTE RQMMAUZ MNSURNG QI FRP [
munity-based financial services, the Bank does
not attempt to diversify itsloan portfolio geo-
graphically by making significant amounts of
loans to borrowers outside its service area. The
Bank's service areais a diverse economic and
employment market with no significant depend-
ence on any one industry or large employer. The
Bank has no credit exposure to foreign borrowers
or highly leveraged transactions.

L oans outstanding (net of the allowance for loan
losses) grew to $115.7 million at December 31,
2004, an increase of $16.1 million or 16% from
$99.6 million at December 31, 2003. The growth
of the loan portfolio was generally diversified
among commercial and consumer borrowers. For
further information on our loans, see Note 4 of the

$ XAW3)! LBEA DB \IP HOMRQSDIHITT T
2004 2003
(in thousands)

&RP PHHDDI $ 89,978 $78,326
Residential real

estate loans 9,214 8,025
&RQXP HI 17,489 14,283
Total loans 116,681 100,634
Unearned net loan

origination costs and fees 376 200

$ Q7 DFHIRUBDQIIITRAAL] (1,376) (1,250

Net loans $ 115,681 $99,584

The following table sets forth information concern-
ing the contractual maturities of the loan portfolio,
net of unearned costs and fees. For amortizing loans,
scheduled repayments for the maturity category in
which the payment is due are not reflected below,
because such information is not readily available.

Loans Maturities 2004 2003
(in thousands)
Within 1 year $ 43,158 $30,589
$ I\WUytear but within 5 yrs 33,826 32,085
$ I\WUIMIyrs but within 15 yrs 30,174 29,473
Over 15 years 9,899 8,687

$117,057 $100,834

CREDIT Risk

The Bank manages credit risk by maintaining diver-
sification in its loan portfolio, by establishing and
enforcing rigorous underwriting standards, by inten-
sive collection efforts, and by establishing and per-
forming periodic loan classification reviews by the
management. Management also attempts to antici-
pate and allow for credit risks by maintaining an
adequate allowance for loan losses, to which credit
losses are charged as they are incurred, and to which
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MANAGEMENT I8 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003

provisions are added periodically as management
and the board of directors deemsit to be appropri-
ate.

The provision for |oan losses was $275 thousand
for the fiscal year ended December 31, 2004 com-
pared to $280 thousand for the fiscal year ending
December 31, 2003. The allowance for loan losses
was $1,376 thousand or 1.18% of total loans at
December 31, 2004 and $1,250 thousand or 1.24%
of total loans at December 31, 2003. Net charge-
offs were $149 thousand for the fiscal year ended
December 31, 2004, an increase of 247% or $106
thousand compared to the $43 thousand for the
fiscal year ending December 31, 2003.

Allowance for Loan Losses

2004 2003
(in thousands)
Balance, January 1 $1,250 $ 1,013
Provision for loan losses 275 280
L oans charged off (150) (55)
Recoveries 1 12

Balance, December 31 $1,376 $1,250

The allowance for loan losses is based on a peri-
odic evaluation of the loan portfolio and is main-
tained at alevel that management considers ade-
guate to absorb estimated potential losses. Man-
agement considers a variety of factors, and recog-
nizes the inherent risk of loss that always existsin
the lending process. Management uses a disci-
plined methodol ogy to estimate the appropriate
level of allowance for loan losses. This method-
ology includes an evaluation of loss potential
fromindividual problem credits, aswell as antici-
pated specific and general economic factors that
may adversely affect collectibility. This assess-
ment includes areview of changes in the compo-
sition and volume of the loan portfolio, overall
portfolio quality and past loss experience, review
of specific problem loans, current economic con-
ditions which may affect borrowers' ability to
repay, and other factors which may warrant cur-
rHQNHARI QUWRQTIQDEAWRINKHYDOINMIQM (DO!
and external auditors, loan review auditors and
various regulatory agencies periodically review
the adequacy of the allowance as an integral part
of their examination process. Such agencies may
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require the Bank to recognize additions or reduc-
tions to the allowance based on their judgments of
information available at the time of their examina-
tion. These evaluations, however, are inherently
subjective as they require material estimates, in-
cluding, among others, the amounts and timing of
expected future cash flows on impaired loans,
estimated |osses on the loan portfolio, and general
amounts for historical 10ss experience, economic
conditions, uncertainties in estimating losses and
inherent risks in the various credit portfolios, all
of which may be susceptible to significant change.
Pursuant to Statement of Financial Accounting
S\WREABEIEG) $6° (M RO T TAccounting by
Creditors for Impairment of a Loan, As Amended,
impaired loans, consisting of non-accrual and
restructured loans, are considered in the method-
ology for determining the allowance for credit
losses. Impaired loans are generally evaluated
based on the expected future cash flows or the fair
value of the underlying collateral if principal re-
payment is expected to come from the sale or op-
eration of such collateral.

ASSET QUALITY

The Bank had impaired loans totaling $985 thou-
sand at December 31, 2004, compared to $757
thousand at December 31, 2003. Non-performing
loans, consisting of non-accruing loans and loans
90 days past due and till accruing, totaled $259
thousand at December 31, 2004, down from $452
thousand at December 31, 2003. The Bank had
charge offs of $150 thousand in 2004, compared
with $55 thousand in 2003. The Bank had recov-
eries of $1 thousand in 2004 and $12 thousand in
2003. Other Real Estate Owned as a result of
foreclosure or voluntary transfer to the Bank to-
taled $537 thousand at December 31, 2004 and
$386 thousand at December 31, 2003. These
amounts are included in Other Assets on the Bal-
ance Sheet.

The table below sets forth those assets that were
on non-accrual status, were 90 days past due and
still accruing or other real estate owned on De-
cember 31, 2004 and 2003, respectively. These
amounts represented 0.68% and 0.83%, respec-
tively, of grossloans.

Non-Performing Assets 2004 2003
(in thousands)
Non-accrual loans $259 $ 452
L oans 90 days past due
and still accruing - -
Other real estate owned 537 386
Balance, ending $796 $838

Troubled debt restructurings totaled $559 thou-
sand and $41 thousand at December 31, 2004 and
2003, respectively.

The Bank seeks to manage credit risk through the
diversification of the loan portfolio and the appli-
cation of policies and procedures designed to fos-
ter sound credit standards and monitoring prac-
tices. While various degrees of credit risk are as-
sociated with substantially all investing activities,
the lending function carries the greatest degree of
potential loss.

Asset quality assurance activities include careful
monitoring of the borrower to include delinquent
payment status and review of current borrower
financial information to ensure financial strength
and viahility, in addition to establishing credit
policies and procedures, seeking the consistent
application of those policies and procedures
across the organization, and adjusting policies as
appropriate for changes in market conditions and
applicable regulations. The risk elements which
comprise asset quality include loans past due,
non-accrual loans, renegotiated loans, other real
estate owned and loan concentrations.

All loans are assigned risk ratings, based on an
assessment of the borrower, the structure of the
transaction and the available collateral and/or
guarantees. All loans are monitored regularly and
the risk ratings are adjusted when appropriate.
This process alows the Bank to take corrective
actions on atimely basis.

A regular reporting and review processisin
place, to provide for proper portfolio oversight
and control, and to monitor those loans identified
as problem credits by management, in order to

assess the Bank's progress in working toward a
solution, and to assist in determining an appropri-
ate specific allowance for possible losses. All loan
work-out situations involve the active participa-
tion of management, and are reported regularly to
the Board of Directors.

L oan charge-offs are determined on a case-by-
case basis. Loans are generally charged off when
principal or interest payments are in arrears for
more than ninety days, and after appropriate col-
lection steps have been taken.

L oan policies and procedures are reviewed inter-
nally for possible revisions and changes on a
regular basis. In addition, these policies and pro-
cedures, together with the loan portfolio, are re-
viewed on a periodic basis by various regulatory
agencies anGH NKHYDNIVinternal, external and
loan review auditors, as part of their examination
and audit procedures.

PREMISES AND EQUIPMENT AND OTHER ASSETS

Bank premises and equipment, net of accumulated
depreciation, increased to $1.4 million at Decem-
ber 31, 2004 from $1.0 million at December 31,
2003, primarily due to the opening of the Wayne
branch. Other Assets increased to $1.5 million
from $1.1 million, principally due to the addition
of $0.2 million of other real estate owned.

For further information on our premises and
equipment, see Note 6 of the Audited Financial
Statements on page 36.

DEePOSITS

The Bank offers a variety of deposit accounts,
including checking, savings, money market and
time deposits. Deposits are obtained primarily
from the Bank's service area. Total deposits grew
to $116.3 million at December 31, 2004, an in-
crease of $15.4 million or 15% from $100.9 mil-
lion at December 31, 2003. This growth took
place primarily in time deposit and non-interest
bearing demand accounts and in personal and
business non-interest bearing checking accounts.
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The components of deposits at December 31,
2004 and 2003 are asfollows:

2004 2003
(in thousands)

Demand, non-interest

bearing $ 14,493 $ 12,664
Demand, interest bearing 8,509 8,358
Savings 35,823 35,464
Time, $100,000 and over 11,915 7,860
Time, other 45,580 36,565

$116,320  $100,911

Time deposits increased $13.1 million or 30% to
$57.5 million at December 31, 2004 compared to
$44.4 million at December 31, 2003. Time depos-
its of $100,000 or more were $11.9 million at
December 31, 2004 compared to $7.9 million at
December 31, 2003, an increase of $4.0 million or
51%. The Bank had no brokered deposits at either
December 31, 2004 or 2003. During this period,
non-interest bearing demand deposits increased
14% to $14.5 million from $12.7 million. Interest
bearing demand deposits increased 1% to $8.5
million from $8.4 million. Savings deposit ac-
counts remained relatively unchanged ($35.8 mil-
lion at December 31, 2004 and $35.5 million at
December 31, 2003).

At December 31, 2004, the scheduled maturities
of time deposits are as follows (in thousands):

2005 $25,914
2006 21,410
2007 4,460
2008 4,392
2009 1,319

$57,495

OTHER BORROWINGS

The Bank had Other Borrowings of $21.5 million at

December 31, 2004 a 72% increase from the $12.5 mil-

lion at December 31, 2003. Short term advances from

the Federal Home Loan Bank of Pittsburgh were $14.3
million at December 31, 2004 a 91% increase from the

$7.5 million at December 31, 2003.
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The contractual maturities of long-term advances at
December 31, 2004 and 2003 were as follows:

2004 2003
(In thousands)
2006 $ 750 $1,750
2007 750 750
2008 750 750
2009 4,000 750
2010 - -
2011 and thereafter 1,000 1,000

$7,250 $5,000

SUBORDINATED DEBT

In June, 2004, the Bank issued $2 million in float-
ing rate subordinated debt that matures on July
23, 2014. The quarterly rate at December 31,
2004 was 4.85%. Currently, subordinated debt is
incl udeGIQWHYONMZ LHL, [ XORY (FCE\ND]
requirement.

For further information on deposits, other borrow-
ings and subordinated debt, see Notes 7 and 9 of our
Audited Financial Statements on pages 36 and 37.

STOCKHOLDERS' EQUITY

6 \WAINKRGHWTHDXAWMIRB-DHG R [P LARQR]
21% to $10.5 million at December 31, 2004, from
$8.7 million at December 31, 2003. This increase
resulted from net income of $803 thousand, the
issuance of 148,701 shares of common stock
(%$1,115 thousand), offset by the recognition of
$84 thousand in net unrealized losses on invest-
ment securities classified by the Bank as "avail-
able for sale." The unreal ] H3.JOQIIWHYDONM ]
investment securities portfolio is subject to
change with fluctuations in interest rates and the
market prices of the underlying securities, and is
recognized as a component of net income only if
realized through the sale of such securities prior to
maturity.

Certain limitations exist on the ability of the Bank to
pay cash dividends without prior approval of regula-
tory authorities. No cash dividends were declared or
paid in 2004 or 2003. For a more detailed description
R DKHYDNME WNKRGHIATY TAWINHHT RMITTR [
our Audited Financial Statements on page 37.

MANAGEMENT I8 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003

LIQUIDITY AND CAPITAL RESOURCES

Liquidity for afinancial institution is a measure

R DKDAOXNANRIMIH OV IXQEEXMRP HIAT
GHOIRIERURZ LQIVIQGE-SRVIVWE WWGILY. DT

( QXUQ MEHXDMOTX AWM DYFREVRYHER WH
AS\HADQG/! LITHOMO DRI HP HSBURAAWTZ KH
manaJ HP HQMR [OMNXGWIMFRRBDMIZ IKKH ]
P DRI HP HNR NKHYON MIQM HXNIDMVH AR W]
DG MNIBRWNRQT KHYDNMIRTA MR

mai Ntal QMWARQ [T GWSRWNRQT

7 hHYDNP DQEQ/ONXGWIRE HARE-SRORYAT

needs for funds, to satisfy or fund loan commit-

DQGRKHIIXQB/IURP (RSHIDNRQVIT KHYONDOR]
mai ntalQUERWRZ 1QJ MWD HP HQNZ \KIWH)) HE
HIDOH RP HI) RDQYOONTR [3IWEXI KIIVZ HOD/
accessIRKHAVARXQI LQGRZ VWKH) H3H.DTB H
\HYHIOONR BKUOCHSKIOIRE HHNKRYIAMP O
i T]XQWIQHHBVS VIR [ HHP EHIIT I T T IIRH
YOQMMERURZ | Q) [FCSCAWZ MWKKH) HEHDD!

HoP H1! ROQYONR BIKEXUKZ DI LO)
QRQIR (Z KUK LI LARQZ DUXHEIT KHYON
KDG B HIQRVHRXUMAID/ERUAM DR
ERURZ LIV

Cash fIRZ VIURP [RSHDM) [TRMWNA/SURYLGHST |

(IR LARQDQETT TR LARQTRAKHY HOWHHEHT ]
' ecemEeUT NI T TIDQGITT 1] resSHANHD 7 KV
decreaselZ D/SUP DUO [GHWIKHEKDRI HIQ) ]

othHIDWANDQECOH QNAVDE] DQURIKHIDBIR [

securities and foreclosed real estate offset some-

Zhat B IRU-DHITHAARP HIQITTTTERP SOHE]
tRITTTIT

& DKIIEZ VIURP [TOYHAM) MR XVHEIT I
P LORQDQGII TP LARQIRAKHY HOWEQEHT] HI
cemEer MM T TIDQGII T T IIHGHRAHD 17 KM
LGRBDHIMSUP DU [GHRIFUDHEIOMHAR HON
| QEOQ/IQEYHRXUMA/IQIT TTTFRP SOUHEWRIIT I

&DKIGZ VIURP MCDAQ) MAMMWA/SURNGHT]
TP LORIDQGIT IR LARQIR FKHY HIY
enGH37 HAHP BRI T TIDQGIL L T IHGHRARYHD T
7 KHIGRUDHZ D/SUP DO [BHRMELIKH Y]
RU-DHIQGE-SRANDQERHIWAOGFHR WXER AL
OMIE-BNMQGERP P RIWHANIIT T TIERP SOUHE]
to CLITIID

O YHDEDHSRQWHY DN VERHG-SRMVEDVHIE |
DYDOEGNRXUAMR [ERURZ HAIXQBVIP DRI HP HM
BHIHYRAKDAKHYONEDDEHDXDMURRXUAVAR
meet MV VKRV P DG EQ) (WP [FDKIUHTXULH ]
menWZ MIQWHIRAHTEBGIIXNUHIT

CAPITAL ADEQUACY

7 KHYFROER [ RYHIRYR WH) HEHDTS HAYH]
S\ WP RDVDCERSMIIMN EDHEFCSMUIDQGBYH]
aJ HIDARTHNXLU-P HONTRUEDQNVIWXAKIDV Hz O
CenV¥Y IKDADHP HP EHYR (WH) HGH.DIB HAHYHD
6\ WP 7 KH3HOX ODQDYON.QIC] HSOWY HQW
AORYHNP LQP XP [FLS\MIHNXUHP HONTS \RI HJ
AHP EHUIT I T TIDQGT HAHP BHUIT I [T TAH
YDNP HEDFKR MNP LQP XP FOS\NIBIXUH]

P HONID DI HP HOMEHIHYHAKDAKHYOONZ RX@
EHGHP HE¥Z HDFCSANT HG TRIBIXDRY [SXU]
SRFVIMA [ HHP EHUIT I TTI0QE] HAHP EHIITT

0 anaJHP HQMMTRWY. DHR Q) [GYHBSP HQA ]
Z KIFKIKDYHRAXWHE DG Z KIFKZ RYGTRUZ RX@
Ee UDVRIZE® [ANHD NRTFDXVHRXUFDWL LFDNRQWR
EHHOA-EEHBZ [DOYHIR BZ HOFCS\NT H3TRJ
rHIX@RY [SXASRAVT KHYDONMECSMUTFOML L
cation i SIEHMP LCHS SXYXCQMREDIN Q) (B XD ]
tionsTRUKHSXERHR [MESOLQ) AWHEDN W XD ]
\RYAEISURP SWFRUHRRYHIRNRY [GH XOWRQVDG ]
for de\WP LQQI [BYHIYR [G-SRNQXUDHHDIM
sessmentVDQEP D [RFRQANMAMDQIH-XUDMU-E
resentaRQR [RAURYH DAL HDIFRIGWROR ]
SIRSHRNII
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The following table summarizes the required capital ratios and the corresponding regulatory capital positions

of the Bank for the periods or dates indicated:

Actual

Amount Ratlo

Asof December 31, 2004:

Total capital (to risk weighted assets) $13,859 12.4 % > $8948 > 80% > $11186 > 100%
Tier 1 capital (to risk weighted assets) 10,483 94 > 4474 > 40 > 6,711 > 6.0
Tier 1 capital (to average assets) 10,483 74 > 5698 > 40 > 7122 > 50
As of December 31, 2003:

Total capital (to risk weighted assets) $9,746 10.3% > $7550 > 80% > $9438 > 100%
Tier 1 capital (to risk weighted assets) 8,565 9.1 > 3775 > 40 > 5663 > 6.0
Tier 1 capital (to average assets) 8,565 75 > 4567 > 40 > 5709 > 5.0

, QIHHDDWHYOONMECSABICRHDAZ WKOKH ]
DEAWRQR [FDQQIVIRKRANKRGHMATHNAMIZ WK
LRUHDAHIQWHYDONIVS @7 DRHIRW ROQ RWHVTT
and with sales of stock or the issuance of certain
qualifying debt, such as the subordinated debt the
Bank issued in June, 2004, which isincluded in
Tier |, DGRBS & RQYHYHD MVAKHYDNIM ]
assets grow, its capital ratios decrease. In general,

in the past few years, balance sheet growth has
more than offset the increase in capital growth
through earnings, sales of common stock, debt is-
\XOFHDQGI WRZ \KR WWHS$ @7 DRHIRW RoQ

| osses.

The Bank does not presently have any commit-
ments for significant capital expenditures. The
Bank is not under any agreement with regulatory
authorities nor isit aware of any current recom-
mendations by the regulatory authorities which, if
they were to be implemented, would have a mate-
rial effect on liquidity, capital resources, or opera-
tions of the Bank.

The maintenance of appropriate levels of capital is
DRIP SRVUQMREVRRYHR NKHYDN VS WHMBQE! L
ability Management process. Through itsinitial
capitalization and its subsequent offerings, the Bank
has continued to maintain a strong capital position.
Management believes that, under current require-
ments and regulations, the Bank will meet its mini-
mum capital requirements for the foreseeable future.
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To Be Well
Capitalized Under
For Capital Prompt Corrective
Adequacy Purposes Action Provisions
Amount  Ratio Amount Ratio

(dolfar amounts 1n thousands)

MARKET FOR COMMON STOCK

The Bank's Common Stock is not listed or quoted
on any exchange or electronic bulletin board or
other quotation service. Furthermore, there are no
brokerage firms that act as market makersin our
stock. Consequently, information on current stock
trading pricesis not readily available. The Bank
acts as its own transfer agent and offers to identify
potential buyers and sellers of our stock to each
other, but does not make a market in its own stock
or attempt to negotiate prices for trades of its stock.
At December 31, 2004, there were approximately
299 stockholders who owned the 1.5 million shares
of common stock outstanding.

Based on the information available to us, private
sales of our Common Stock occurred at $8.00 during
2004; there were no such salesin 2003. This quoted
priceislimited only to those private transactions
known by management and there may, in fact, have
been additional transactions of which management is
unaware, and such transactions could have occurred
at higher or lower prices. In addition, the Bank issued
148,701 shares of common stock at $7.50 per share
during 2004, through a private placement.

2)) U6/ $18&(B+( (7$55$1* (0 (1760

The Bank is a party to financial instruments and
other commitments with off-balance sheet risks.
Financial instruments with off-balance sheet risks

areincurred in the normal course of businessto
meet the financing needs of our customers. These
financial instruments include commitments to
extend credit, including unused portions of lines
of credit, and standby letters of credit. Those in-
struments involve, to varying degrees, elements of
credit risk in excess of the amount recognized in
the balance sheet.

With commitments to extend credit, our exposure
to credit lossin the event of nonperformance by
the other party to the financial instrument is repre-
sented by the contractual amount of those instru-
ments. The Bank uses the same credit policiesin
making commitments and conditional obligations
as for on-balance sheet instruments. Since they
involve credit risk similar to extending aloan,
they are subject to the Bank's Credit Policy.

As of December 31, 2004 and December 31,
2003, the following off-balance sheet commit-
ments, financial instruments and other arrange-
ments were outstanding:

2004 2003

(in thousands)
Commitmentsto fund loans $1,980 $ 3,555

Unfunded commitments
under lines of credit 25,301 14,531

Letters of credit 389 570

Commitments to fund loans, unfunded commit-
ments under lines of credit and |etters of credit are
agreements to extend credit to or for the benefit of
ARXMRP HIIWHR A [FRXVHR NKHYONIM]

business.

Commitments to fund loans and unfunded com-
mitments under lines of credit may be obligations
of the Bank aslong as there is no violation of any
condition established in the contract. Since many
of the commitments are expected to expire with-
out being drawn upon, the total commitment
amounts do not necessarily represent future cash
requirements. Commitments generally have fixed
expiration dates or other termination clauses and
may require payment of afee. We evaluate each
customHYMdreditworthiness on a case-by-case
basis. The amount of collateral obtained, if

deemed necessary by the Bank upon extension of
RHAWIMVEDVHERQRXUP D) HP HOSVMFUHAVYDODD 1
tion. Collateral held varies but may include personal
or commercial real estate, accounts receivable, in-
ventory and equipment.

Outstanding letters of credit written are conditional
commitments issued by the Bank to guarantee the
performance of a customer to athird party. Letters
of credit may obligate the Bank to fund draws under
those letters of credit whether or not a customer
continues to meet the conditions of the extension of
credit. The credit risk involved in issuing letters of
credit is essentialy the same as that involved in
extending loan facilities to customers.

OTHER OFF-BALANCE SHEET ARRANGEMENTS

Our other off-balance sheet arrangements include
operating leases for Bank premises. We lease the
premises for our corporate headquarters and main
banking office, as well as two branches, under op-
erating lease agreements with various terms and at
various rentals. Each lease differs as to whether the
Bank has one or more renewal options and on what
\MIP VI8 VR [ HAHP BHUIT I T T TNHYOONIMIS
proximate future noncancellable minimum pay-
ments under these leases, by year, were as follows:

(in thousands)

2005 $ 302
2006 312
2007 322
2008 326
2009 68

$ 1,330

INTEREST RATE SENSITIVITY
TKHDL BWFRP SRCHMR NKHYONMRNIARP HIM ]

net interest income, and the majority of its financial
instruments are interest rate-sensitive assets and
liabilities with various terms and maturities. One of
the primary objectives of management is to maxi-
mize net interest income while minimizing interest
rate risk. Interest rate risk is derived from timing
differencesin the repricing of assets and liabilities,
loan prepayments, deposit withdrawals, and differ-

enceVIQBREQ) MYEIXQAQ) DM/ KHYOQNMMI
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Asset-Liability Committee actively seeks to moni-
tor and control the mix of interest rate sensitive
assets and interest rate sensitive liabilities.

The Bank uses two complementary methods to
analyze and measure interest rate sensitivity as

part of the overall management of interest rate

risk. They are income simulation modeling and
estimates of economic value of equity. The com-
bination of these two methods provides a reasona-
bly comprehensive summary of the levels of inter-
HXVIDMUNNER NEHYDONIMH  SRMKUHVRP HICRRY/ ]
and changes in interest rate environments.

Income simulation modeling is used to measure
tKHYONIMIQMISANDMYHMA W DG P DRI HLN]
interest rate risk. Income simulation considers not
only the impact of changing market interest rates
upon forecasted net interest income, but also other
factors such asyield curve relationships, the vol-
ume and mix of assets and liabilities, customer
preferences and general market conditions.

Through the use of income simulation modeling,
the Bank has calculated an estimate of net interest
income for the year ending December 31, 2005,
based upon the assets, liabilities and off balance
sheet financial instruments in existence at Decem-
ber 31, 2004. The Bank has also estimated
changes to that estimated net interest income
based upon interest rates rising or falling immedi-
ately (rate shocks). Rate shocks assume that all
interest rates increase or decrease evenly immedi-
ately. The following table reflects the estimated
percentage change in estimated net interest in-
come for the year ending December 31, 2005,
resulting from changes in interest rates.

Net changein net interest income

Rate Shocks % Change
Up 3% 1.0%
Up 2% 2.3%
Up 1% 1.5%
Down 1% -4.2%
Down 2% -4.3%
Down 3% -12.7%

Economic value of equity (EVE) estimates the
discounted present value of asset and liability cash
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flows. Discount rates are based upon market prices
for comparable assets and liabilities. Upward and
downward rate shocks are used to measure volatility
in relation to such interest rate movementsin rela-
tion to an unchanged environment. This method of
measurement primarily evaluates the longer term
UHBUA Q) NNV DG RSWNRQVTWWHYOONIMEDDHH ]
sheet. The following table reflects the estimated
EVE at risk and the ratio of EVE to EVE adjusted
assets at December 31, 2004 resulting from shocks
to interest rates.

Percent change EVE equity

Rate ) rom EVE
Shocks base assets
Up 3% -30.6% -2.5%
Up 2% -15.4% -1.2%
Up 1% -8.2% -0.6%
Down 1% -2.8% -0.3%
Down 2% 1.1% -0.1%
Down 3% -9.1% -1.0%

The matching of assets and liabilities may be ana-
lyzed by examining the extent to which such assets
and liabilities are interest rate sensitive and by
moni t RUQJ MEDNMIQMPWNIDMYHAYWEI DS [T
An asset or liability is said to be interest rate sensi-
tive within a specific time period if it will mature or
reprice within that time period. The interest rate
sensitivity gap is defined as the difference between
the amount of interest-earning assets maturing or
repricing within a specific time period and the
amount of interest-bearing liabilities maturing or
repricing within that time period.

The following table sets forth the amounts of inter-
est-earning assets and interest-bearing liabilities
outstanding at December 31, 2004, which are an-
ticipated, based upon certain assumptions, to reprice
or mature in each of the future time periods shown.
Except as stated below, the amount of assets and
liabilities shown which reprice or mature during a
particular period were determined in accordance
with the earlier of term to repricing or the contrac-
tual maturity of the asset or liability. The table sets
forth an approximation of the projected repricing of
assets and liabilities at December 31, 2004, on the
basis of contractual maturities, anticipated prepay-

MANAGEMENT I8 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003

ments, and scheduled rate adjustments within a
three-month period and subsequent selected time
intervals. The loan amountsin the table reflect
principal balances expected to be repaid and/or

repriced as aresult of contractual amortization and
anticipated prepayments of adjustable rate loans and

fixed rate loans and as aresult of contractual rate
adjustments on adjustable rate loans.

At December 31, 2004

3mths. 3to6 6tol2 1to3 3to5 overb
or less months months years vyears years Total
{m miTmons)

Interest earning deposits 5.7 15 - - - - 7.1
Securities 4.0 0.9 4.0 6.0 2.1 5.0 21.9
Loans receivable 40.3 15.9 163 314 7.6 5.6 117.1

Total interest earning assets 50.0 18.3 203 374 9.7 10.5 146.1
Non interest earning assets - - - - - 4.7 4.7

Total assets 50.0 18.3 203 374 9.7 153 150.8
Other interest bearing deposits 4.2 - - - - 40.1 44.3
Time deposits 5.6 8.1 122 259 5.7/ - 575
Other borrowings 135 0.8 - 15 4.8 1.0 21.5
Subordinated debt 2.0 - - - - - 20

Total interest bearing liabilities 25.2 8.9 122 274 105 411 125.3
Non interest bearing liabilities - - - - - 15.1 15.1
Stockholder's equity - - - - - 10.5 10.5

Total liabilities and equity 25.2 8.9 122 274 105 66.6 150.8
Interest sensitivity gap 24.7 94 81 10.0 (0.8) (51.4)
Cumulative interest sensitivity gap 24.7 34.1 422 522 51.4 (0.0)
Cumulative interest sensitivity

gap to total assets 16% 23% 28%  35% 34% 0%
Cumulative interest earning

assetsto cumulative inter est

bearing liabilities 198% 200% 191% 171% 161% 117%

As shown above, the Bank has a positive gap (in-
terest sensitive assets are greater than interest sen-
sitive liabilities) within the next year, which gener-
ally indicates that an increase in rates may lead to
an increase in net interest income and adecrease in
rates may lead to a decrease in net interest income.
Interest sensitivity gap analysis measures whether
assets or liabilities may reprice but does not cap-
ture the ability to reprice or the range of potential
repricing on assets or liabilities. Thusindications
based on a positive or negative gap position need
to be analyzed in conjunction with other interest
rate risk management tools.

TKHYONIVE BRI HP HWEHIHYHAKDAKHDXXP ST
tions and combination of methods utilized in
evaluating estimated net interest income are rea-
sonable. However, the interest rate sensitivity of
the[YDONMDAANTICH ONAVDGR | EDDFHWKHAM
financial instruments, as well as the estimated
effect of changesin interest rates on estimated net
interest income, could vary substantially if differ-
ent assumptions are used or actual experience
differs from the experience on which the assump-
tions were based.
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CRITICAL ACCOUNTING POLICIESAND
ESTIMATES

In management's opinion, the most critical ac-
counting policies impacting our financia state-
ments are as follows:

1. Determination of the allowance for loan losses.

L oan loss alowance policies involve significant
judgments and assumptions by management
which may have a material impact on the carrying
value of net loans and, potentially, on the net in-
come recognized by the Bank from period to pe-
riod. For adescription of the Bank's accounting
policiesin connection with its allowance for loan
losses, see "Credit Risk" on pages 15-16.

Management uses significant estimates to deter-
mine the allowance for loan losses. Since the al-
lowance for loan losses is dependent, to a great
extent, on conditions that may be beyond the
Bank's contral, it is at |east reasonably possible
that management's estimate of the allowance for
loan losses and actual results could differ in the
near term.

2. Accrual and recognition of interest on loans.

These policies involve significant judgments and
assumptions by management, which may have a
material impact on the interest income recognized
by the Bank from period to period. For a descrip-
tion of the Bank's accounting policies in connec-
tion with accrual and recognition of interest on
loans, see "Asset Quality" on pages 16-17.

3. Realization of deferred income tax items.

Estimates of deferred tax assets and deferred tax
liabilities make up the asset category titled "Net
Deferred Taxes." These estimates involve signifi-
cant judgments and assumptions by management,
which may have a material impact on the carrying
value of net deferred tax assets for financial re-
porting purposes. For a more detailed description
of these items and estimates, see Note 14 of the
Audited Financial Statements on page 38.
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4. Fair value of financial instruments.

SFAS No. 107, Disclosures about Fair Value of
Financial Instruments, requires disclosure of the
estimated fair value of an entity's assets and li-
abilities considered to be financial instruments.
For the Bank, as for most financial institutions,
the majority of its assets and liabilities are con-
sidered to be financial instruments as defined in
SFAS No. 107. However, many of such instru-
ments lack an available trading market as charac-
terized by awilling buyer and willing seller en-
gaging in an exchange transaction. Also, it isthe
Bank's general practice and intent to hold itsfi-
nancial instruments to maturity and to not engage
in trading or sales activities. Therefore, the Bank
had to use significant estimations and present
value calculations to prepare this disclosure.

Changes in assumptions or methodologies used to
estimate fair values may materialy affect the es-
timated 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. Thislack of uniformity
givesrise to a high degree of subjectivity in esti-
mating financial instrument fair values.

Fair values have been estimated using data that
management considered the best available and
estimation methodol ogies deemed suitable for the
pertinent category of financial instrument. The
estimation methodologies, resulting fair values
and recorded carrying amounts at December 31,
2004 and 2003, were as listed in Note 18 of the
Audited Financial Statements on pages 40-41.

The Notes to the Bank's Audited Financial State-
ments, including Note 2 on pages 31-34, identify
other significant accounting policies used in the
development and presentation of its financial
statements. This discussion and analysis, the sig-
nificant accounting policies, and other financial
statement disclosures identify and address key
variables and other qualitative and quantitative
factors that are necessary for an understanding and
evaluation of the Bank and its results of operations.

MANAGEMENT 6 DISCUSSION AND ANALYSIS? ) ISCAL YEARS 2004 AND 2003

LEGAL PROCEEDINGS

There are no pending legal proceedings to which
the Bank is a party, other than litigation incident
to the ordinary course of business. In addition,
there are no such proceedings known by the Bank
to be contemplated by any governmental authori-
ties.

)25: $5' 122. ,1* B7$7(0 (1760

Certain statements in this report, including any
which are not statements of historical fact, may
constitute "forward-looking statements" within
the meaning of Section 27A of the Securities Act
and Section 21E of the Exchange Act. Without
limiting the foregoing, the words "expect"”, "an-
ticipate", "plan”, "believe", "seek", "estimate",
"predict”, "internal" and similar words arein-
tended to identify expressions that may be for-
ward-looking statements. Forward-looking state-

ments involve certain risks and uncertainties, and
actual results may differ materially from those con-
templated by such statements. For example, actual
results may be adversely affected by the following
possibilities: (1) competitive pressures among fi-
nancial institutions may increase; (2) changesin
interest rates may reduce banking interest mar-
gins; (3) general economic conditions and real
estate values may be less favorable than contem-
plated; (4) adverse legislation or regulatory re-
quirements may be adopted; (5) other unexpected
contingencies may arise. Many of these factors are
beyond the Bank's ability to control or predict.
Readers of thisreport are accordingly cautioned
not to place undue reliance on forward-looking
statements. The Bank disclaims any intent or obli-
gation to update publicly any of the forward-
looking statements herein, whether in response to
new information, future events or otherwise.
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Beard Miller
Company ..

INDEPENDENT AUDITORYS REPORT

To the Board of Directors
New Century Bank
Phoenixville, Pennsylvania

We have audited the accompanying balance sheets of New Century Bank as of Decem-
ber 31, 2004 and 2003, and the related statements of income, stockholders' equity and cash flows
for the years then ended. These financial statements are the responsibility of the Bank's manage-
ment. Our responsibility isto express an opinion on these financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material re-
spects, the financia position of New Century Bank as of December 31, 2004 and 2003, and the
results of its operations and its cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

Boud lithe. Cogory. 117

Reading, Pennsylvania
February 11, 2005
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STATEMENT OF INCOME

Y ears Ended December 31,

2004 2003

Interest income:
Loans receivable, including fees
Securities, taxable
Other
Total interest income
Interest expense:
Deposits
Other borrowed funds
Total interest expense
Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Other income:
Service fees
Gain on sale of securities
Other

Total other income
Other expenses:
Salaries and employee benefits
Occupancy
Technology, communication and bank operations
Advertising and promotion
Other
Total other expenses

Net income

Basic and diluted income per share

See Notes to Financial Satements

(dollar amountsin thousands,
except per share data)

$6,379 $5,805
670 490
43 28
7,092 6,323
2,186 2,122
320 127
2,506 2,249
4,586 4,074
275 280
4,311 3,794
277 221
77 20

68 105
422 346
1,901 1,772
561 442
559 505
278 209
631 509
3,930 3,437
$ 803 $ 703
$ 0.58 $ 055
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BALANCE SHEET STATEMENT OF CHANGESIN STOCKHOLDERS EQUITY
Decermber 31, 2004 2003 Y ears Ended December 31, 2004 and December 31, 2003
(dollar amountsin thousands)
ASSETS Accumulated
Other Com-
Cash and due from banks $ 1,731 $ 2,666 Common Accumulated prehensive
Interest earning deposits 5,857 5,269 .
Federal funds sold 1.269 i Stock Surplus Deficit Income Total
(dollar amounts in thousands)
Cash and cash equivalents 8,857 7,935
Securities available for sale, at fair value 18,685 12,849 Balance, December 31, 2002 $1,280 $8,838 $(2,469) $125 $7,774
Securities held to maturity, at amortized cost Comprehensive income: -
fair value 2004 $4,876 4,761 Neti 703 703
L oans receivable, net of allowance for loan losses income _ . i i i
2004 $1,376; 2003 $1,250 115,681 99,584 Change in net unrealized gains (losses) on
Bank premises and eguipment, net 1,387 930 securities available for sale - - - (30) (30)
Accrued interest receivable and other assets 1,466 1,132
Total comprehensive income 673
Total assets $150,837 $122,480
Issuance of 30,000 shares of common stock 30 183 - - 213
LIABILITIESAND STOCKHOLDERS EQUITY
o Balance, December 31, 2003 1,310 9,021 (1,766) 95 8,660
Ligbilities: C chensivei : —_—
Deposits: omprehensive income:
Demand, non-interest bearing $ 14,493 $ 12,664 Net income - - 803 - 803
Interest bearing 101,827 88,247 Change in net unrealized gains (l0sses) on
Total deposits 116,320 100,911 securities available for sale - - - (84) (84)
Other borrowings 21,500 12,500
Subordinated debt 2,000 - Total comprehensive income 719
Accrued interest payable and other liabilities 523 409
Total liabilities 140,343 113,820 I ssuance of 148,701 shares of common stock 149 966 - - 1,115
Balance, December 31, 2004 $1,459 $9,987 $(963) $11 $10,494
Stockholders' equity:
Common stock, par vaue $1.00 per share;
10,000,000 shares authorized; sharesissued and
outstanding 2004 1,458,835; 2003 1,310,134 1,459 1,310
Surplus 9,987 9,021
Accumulated deficit (963) (1,766)
Accumulated other comprehensive income 11 95
Total stockholders' equity 10,494 8,660
Total liabilities and stockholders' equity $150,837 $122,480
See Notes to Financial Statements. See Notes to Financial Statements
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STATEMENT OF CASH FLOWS

NOTESTO FINANCIAL STATEMENTS? ) ISCAL YEARS 2004 AND 2003

Y ears Ended December 31,

2004

2003

Cash Flowsfrom Operating Activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Provision for loan losses
Provision for depreciation and amortization
Net amortization of securities premiums and discounts
Net realized gain on sale of securities
Net realized gain on sale of foreclosed real estate
Decrease (increase) in accrued interest receivable and other assets
Increase (decrease) in accrued interest payable and other liabilities

Net Cash Provided by Operating Activities

Cash Flows from Investing Activities

Purchases of securities available for sale

Proceeds from maturities, calls and principal repayments on securities
available for sale

Proceeds from sales of securities available for sale

Purchases of securities held to maturity

Proceeds from maturities, calls and principal repayments on securities
held to maturity

Net increasein loans

Purchases of bank premises and eguipment

Proceeds from sale of foreclosed real estate

Net Cash Used in Investing Activities
Cash Flows from Financing Activities
Net increase in deposits
Net increase in short term borrowed funds
Proceeds from long term borrowed funds
Repayment of long term borrowed funds

Proceeds from issuance of subordinated debt
Proceeds from issuance of common stock

Net Cash Provided by Financing Activities
Net Increasein Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning
Cash and Cash Equivalents - Ending

Supplementary Cash Flows I nformation
Interest paid

Supplemental Schedule of Noncash I nvesting and Financing Activities
Other real estate acquired in settement of loans

See Notes to Financial Satements
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(in thousands)

$ 803 $ 703
275 280
248 234
(33) %
(77) (20)
(41) -
(232) 30
114 68
1,057 1,389
(10,036) (8,662)
2,787 5,789
1,395 2,503
(4,822) -
61 -
(16,572) (17,407)
(655) (324)
183 -
(27,659) (18,101)
15,409 10,744
6,750 5,430
4,000 4,000
(1,750) -
2,000 -
1,115 213
27,524 20,387
922 3,675
7,935 4,260

$ 8857 $ 7935

$ 2442 $ 2263

$ 200 $ 386

NOTE 1: ORGANIZATION AND NATURE OF
OPERATIONS

New Century Bank wasincorporated March 25, 1994
under the laws of the Commonwealth of Pennsyl-
vaniaand is a Pennsylvania state chartered bank. The
Bank commenced operations on June 26, 1997 and
provides full banking services. The Bank is subject to
regulation of the Pennsylvania Department of Bank-
ing and the Federal Reserve Bank. The area served
by the Bank is principally the western suburbs of
Philadelphia, Pennsylvania.

NOTE 2 - SUMMARY OF ACCOUNTING POLICIES
Estimates

The preparation of financial statementsin conformity
with accounting principles generally accepted in the
United States of America requires management to
make estimates and assumptions that affect the re-
ported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the
financial statements and the reported amounts of
revenues and expenses during the reporting period.
Actual results could differ from those estimates. Ma-
terial estimates that are particularly susceptible to
significant change in the near term relate to the de-
termination of the allowance for loan losses and the
valuation of deferred tax assets.

Presentation of Cash Flows

For purposes of reporting cash flows, cash and cash
equivalents include cash on hand, amounts due from
banks, interest-bearing deposits with banks with a
meaturity date of three months or less, and federal
funds sold.

Securities

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

Securities classified as available for sale are those
securities that the Bank intends to hold for an indefi-
nite period of time but not necessarily to maturity.
Securities available for sale are carried at fair value.
Unrealized gains or losses are reported as increases
or decreases in other comprehensive income, net of
the related deferred tax effect. Realized gains or
losses, determined on the basis of the cost of the spe-
cific securities sold, are included in earnings. Premi-
ums and discounts are recognized in interest income
using the interest method over the terms of the securi-
ties. Equity securitiesinclude restricted stock of the

Federal Reserve Bank and Federal Home Loan Bank,
which are carried at cost. Gains and losses on the sale
of available for sale securities are recorded on the
trade date and are determined using the specific iden-
tification method.

Securities classified as held to maturity are those debt
securities the Bank has both the intent and ability to
hold to maturity regardless of changes in market con-
ditions, liquidity needs or changesin general eco-
nomic conditions. These securities are carried at cost,
adjusted for the amortization of premium and accre-
tion of discount, computed by a method which ap-
proximates the interest method over the terms of the
Securities.

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

L oans Receivable

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

The accrual of interest is generally discontinued
when the contractual payment of principal or interest
has become 90 days past due or management has
serious doubts about further collectibility of principal
or interest, even though the loan is currently perform-
ing. A loan may remain on accrua statusif itisin the
process of collection and is either guaranteed or well
secured. When aloan is placed on nonaccrual status,
unpaid interest credited to income in the current year
isreversed and unpaid interest accrued in prior years
is charged against the allowance for loan losses. In-
terest received on nonaccrual |oans generally is either
applied against principal or reported asinterest in-
cRP HIFFRGEQI NP DI HP HQMWIAGI P HOADARAKHIT
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NOTE 2 - SUMMARY OF ACCOUNTING POLICIES
(CONTINUED)

collectibility of principal. Generally, loans are re-
stored to accrual status when the obligationis
brought current, has performed in accordance with
the contractual termsfor areasonable period of time
and the ultimate collectibility of the total contractual
principal and interest is no longer in doubt.

Allowance for L oan L osses

The allowance for loan losses is established through
provisions for loan losses charged against income.

L oans deemed to be uncollectible are charged against
the allowance for loan losses, and subsequent recov-
eries, if any, are credited to the allowance.

The allowance for loan lossesis maintained at alevel
considered adequate to provide for losses that can be
UHDRIEOQ [MRNASDMEI0 D) HP HORVSHIRGAH ]
evaluation of the adequacy of the allowance is based
on the[YOINMIDXVBQAWH SHIHFHNIRZ QDUG
inherent risks in the portfolio, adverse situations that
P D M HAMKHER URZ HIVIEONVRHED [KHEX ]
mated value of any underlying collateral, composi-
tion of the loan portfolio, current economic condi-
tions and other relevant factors. This evaluation is
inherently subjective as it requires material estimates
that may be susceptible to significant revision as
more information becomes available.

The allowance consists of specific, general and unal-
located components. The specific component relates
to loans that are classified as doubtful, substandard or
special mention. For such loans that are also classi-
fied asimpaired, an allowance is established when
the discounted cash flows (or collateral value or ob-
servable market price) of the impaired loan is lower
than the carrying value of that loan. The general
component covers non-classified loans and is based
RQBMRUFORWME SHIHFHDEWWAMITR ITXODMNH ]
factors. An unallocated component is maintained to
FRYHIXQRH S QNANKDNRX@ | HAWP DD HP HQM
estimate of probable losses. The unallocated compo-
nent of the allowance reflects the margin of impreci-
sion inherent in the underlying assumptions used in
the methodol ogies for estimating specific and general
losses in the portfolio.

A loan is considered impaired when, based on current
information and events, it is probable that the Bank
will be unable to collect the scheduled payments of
principal or interest when due according to the con-
tractual terms of the loan agreement. Factors consid-
ered by management in determining impairment in-
clude payment status, collateral value and the prob-
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ability of collecting scheduled principal and interest
D P HINZ KHQGHIT RBQAKDM SHIHFHIOLI QLT
cant payment delays and payment shortfalls generally
are not classified as impaired. Management deter-
mines the significance of payment delays and pay-
ment shortfalls on a case-by-case basis, taking into
consideration al of the circumstances surrounding
the loan and the borrower, including the length of the
dela\ MKHBDRQIRAKHEHD, MKHERWRZ HIMSUR T
payment record and the amount of the shortfall in
relation to the principal and interest owed. Impair-
ment is measured on aloan by loan basis for com-

P HADOBOQ/E [HWHAKHIUAHIMNDOHR (B SHAMI
I XUHFDKIIGZ MBVRXQMIDAKHEBDIMH | HARYHT

| QM INNDMIKHEGOIMERMTEGIP DNABUFHR AKH
fair value of the collateral if the loanis collateral de-
pendent.

Large groups of smaller balance homogeneous loans
are collectively evaluated for impairment. Accord-
ingly, the Bank does not separately identify individ-
ual consumer and residential loans for impairment
disclosures, unless such loans are the subject of a
restructuring agreement.

Significant Group Concentrations of Credit Risk

0 RWR NKHYDONMIRRNWNAIUHZ WKEXWRP HY/ R
cated in southeastern Pennsylvania. Note 3 discusses
the types of securities that the Bank investsin. Note 4
discusses the types of lending that the Bank engages
in. Although the Bank has a diversified |oan portfo-
lio, its debtors' ability to honor their contractsisin-
fluenced by the region's economy. The Bank does not
have any significant concentrations to any one indus-
try or customer.

Transfers of Financial Assets

Transfers of financia assets, including loan participa-
tions sold, are accounted for as sales, when control
over the assets has been surrendered. Control over
transferred assets is deemed to be surrendered when
(2) the assets have been isolated from the Bank, (2)
the transferee obtains the right (free of conditions that
constrain it from taking advantage of that right) to
pOEHRE FKBQHWHWIQ! HUHSDWAN DA ITTAKH]
Bank does not maintain effective control over the
transferred assets through an agreement to repurchase
them before their maturity.

Foreclosed Real Estate

Real estate properties acquired through, or in lieu of,
loan foreclosure are initially recorded at fair value
less cost to sell at the date of foreclosure establishing
anew cost basis.

NOTESTO FINANCIAL STATEMENTS? ) ISCAL YEARS 2004 AND 2003

NOTE 2 - SUMMARY OF ACCOUNTING POLICIES
(CONTINUED)

After foreclosure, valuations are periodically per-
formed by management and the real estate is carried
at the lower of its carrying amount or fair value less
the cost to sell. Revenue and expenses from opera-
tions and changes in the valuation allowance are in-
cluded in other expenses.

Foreclosed real estate isincluded in other assets.
Bank Premises and Equipment

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

Years
/ HDVHKR@IIP SURYHP HON HE NN
FUlQWUHITL] \MUHAVDQEHTXASP HQM EE NN
I'T equipP HQMBQEYR \& DUH IE

Advertising Costs

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

Net Income per Share

Basic income per share represents net income divided
by the weighted-average number of common shares
outstanding during the period. Diluted income per
share reflects additional common shares that would
have been outstanding if dilutive potential common
shares (stock options) had been issued, aswell as any
adjustments to income that would result from the
assumed issuance. The effect of stock options was
not dilutive for any periods presented. The weighted-
average number of shares of common stock out-

T TTUASHARYHD [T

Income Taxes

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

Stock Options

Statement of Financial Accounting Standards (SFAS)
NolIITIAccounting for Sock-Based Compensation,
contains afair value-based method for valuing stock-
based compensation that entities may use, which
measures compensation cost at the grant date based
on the fair value of the award. Compensation is then
recognized over the service period, which isusualy
the vesting period. Alternatively, the standard permits
entities to continue accounting for employee stock
options and similar equity instruments under Ac-
FRXQIMY (BUCHSBMYRIGTH 3% SIQRAMTTTAC-
counting for Stock Issued to Employees. Entities that
continue to account for stock options using APB

2 SQRQITTIMHTHMXUHEWE DNHSURTRUIP DEVFE
sures of net income and earnings per share, asif the
fair value-based method of accounting defined in

6) $ 61 RIIT TTKDEEHIISSTHET KHYDINKD/]
elected to account for its employee stock option plans
uQEHB 3%42 SQRAITTH FFRAQIO [RERP SHO]

tion cost has been recognized for options granted.
Off-Balance Sheet Financial I nstruments

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

Reclassifications

&HINQMP RXQNUHSRNMETOWHIIT T T T CQROH DX ]
ments have been reclassified to conform with the
(T TSUAHBANRQ? KRVHTHOWL LIFDARQVAGRM
impact the Bank's financial condition or results of
operations.

New Accounting Standards

, Q1 HAHP BHUITT T KH$ FFRXQIMY [B\UEB/( [ [
HARYHE.RP P ANRHDWXHEB P HQMR [3RMWRQIT T
(62 3MIIITIAccounting for Certain Loans or Debt
Securities Acquired in a Transfer (62 3T TITDGE ]
dresses accounting for differences between contrac-
tual cash flows and cash flows expected to be col-
GRMITURP MQIQYHXRIMIQMPOIOYHRY HQEQEOV ]
or debt securities acquired in atransfer, including
business combinations, if those differences are attrib-

effective for loans for debt securmes acquired in fis-
ca yearVEHILQQQ MM HHP
Bank aGROMIWHSURVMRQ/R [62 3T IITH | I-HN(I—D
JanualV [T TTTIMOEWWHINWDOP SBP HARNRQAG |
QRED/HDP DAMUIDTH | HARWHYDNMILQDHDO!

condition or results of operations.

NEW CENTURY BANK | 33



NOTESTO FINANCIAL STATEMENTS? ) ISCAL YEARS 2004 AND 2003

NOTESTO FINANCIAL STATEMENTS? ) ISCAL YEARS 2004 AND 2003

NOTE 2 - SUMMARY OF ACCOUNTING POLICIES
(CONTINUED)

In December 2004, the Financial Account Standard
Board (FASB) issued Statement No. 123(R), Share-
Based Payment. Statement No. 123(R) revised
Statement No. 123, Accounting for Stock-Based
Compensation, and supersedes APB Opinion No. 25,
Accounting for Stock I ssued to Employees, and its
related implementation guidance. Statement No.
123(R) will require compensation costs related to

NOTE [0+ ,NVESTMENT SECURITIES

The amortized cost and approximate fair value of available for sale and held to maturity securities as of December 31,

2004 and 2003 are summarized as follows:

share-based payment transactions to be recognized in
the financial statements (with limited exceptions).
The amount of compensation cost will be measured
based on the grant-date fair value of the equity or
liability instruments issued. Compensation cost will
be recognized over the period that an employee pro-
vides service in exchange for the award. This state-
ment is effective for years beginning after December
31, 2005. The Bank is currently evaluating the impact
of this standard on its financial condition and results
of operations.

December 31, 2004

Gross Gross

Amortized Unrealized Unrealized
Cost Gains L osses Fair Value

Available for Sale:

(in thousands)

U.S. Treasury and government agency $ 254 $ = $ (1) $ 253
M ortgage-backed securities 16,641 99 (84) 16,656
Corporate bonds 250 3 - 253
Equity securities 1,523 = = 1,523
$ 18668 $ 102 $ (85 $ 18,685
Held to Maturity:
M ortgage-backed securities $ 3,783 $ 121 $ = $ 3,904
Corporate bonds 978 - (6) 972
$ 4761  $ 121 $ 6 $ 4,876

December 31, 2003

Gross Gross

Amortized Unrealized Unrealized
Cost Gains L osses Fair Value

Available for Sale:

(in thousands)

M ortgage-backed securities $ 9,915 $ 100 $ (70) $ 9,945
Corporate bonds 1,753 115 - 1,868
Equity securities 1,036 - - 1,036

$ 12704 $ 215 % (700 $ 12,849
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NOTE [0+, NVESTMENT SECURITIES (CONTINUED)

The amortized cost and fair value of available for sale and held to maturity securities as of December 31, 2004, by
contractual maturity, are shown below. Expected maturities may differ from contractual maturities because the secu-

rities may be called or prepaid with or without any penalties.

Availablefor Sale

Held to Maturity

Amortized Cost Fair Value Amortized Cost Fair Value
(in thousands)

Duein one year or less $ - $ - $ - $ =
Due after one year through five years 250 253 - -
Due after five years through ten years 254 253 - -
Due after ten years - - 978 972

$ 504 $ 506 $ 978 $ 972
Mortgage-backed securities 16,641 16,656 3,783 3,904
Equity securities 1,523 1,523 - -

$ 18,668 $ 18685 $ 4,761 $ 4,876

Gross securities gains of $77 thousand and $20 thousand were recognized on the sales of available for sale securities

in 2004 and 2003, respectively.

7 KHYDQMMIQMWR HIMID URAXQU-DT) HEBWA/DQEI0UYDOHIJ W DAMGE QYRR HAFDM RY (MG BRIWR [

time that individual securities have been in a continuous unrealized loss position, at December 31, 2004 are as fol-

lows:

December 31, 2004

Lessthan 12 months 12 monthsor more Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value L osses Value L osses Value L osses
(in thousands)
Available for sale:
U.S. Treasury and government agency SE - $ - $ 253 % m $ 253 3 (@A)
Mortgage-backed securities 5,035 (36) 2,681 (48) 7,716 (84)

Total investment securitiesavailableforsde  $ 5035  $ (36)

$ 2934 $ (49 $ 799 $ (85

Held to maturity:

Corporate bonds $ 972 % (6)

$ - $ - $ 972 $ (6)

The securities in the above table have been temporarily impaired due to interest rate changes. There are eighteen
available for sale securities and one held to maturity security in the less than twelve months category. There are
eleven available for sale securities in the twelve months or more category. The Bank has the ability and intent to
hold these securities until maturity or market price recovery. Management believes that there is no permanent

impairment of these securities.
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NOTE 4 - LOANS RECEIVABLE

The composition of net |oans receivable at Decem-
ber 31, 2004 and 2003 is as follows:

2004 2003
(in thousands)

Commercial $89,978 $ 78,326
Residential rea estate loans 9,214 8,025
Consumer 17,489 14,283
Total loans 116,681 100,634
Unearned net loan

origination cost and fees 376 200
Allowance for loan losses (1,376) (1,250)
Net loans $ 115,681 $ 99,584

NOTE 5- ALLOWANCE FOR L OAN L OSSES

The changesin the allowance for loan losses for the
years ended December 31, 2004 and 2003 are as fol-
lows:

2004 2003
(in thousands)
Balance, January 1 $1,250 $1,013
Provision for loan losses 275 280
Loans charged off (150) (55)
Recoveries 1 12

Balance, December 31 $1,376 $1,250

As of December 31, 2004 and 2003, the Bank had
impaired loans of $985 thousand and $757 thousand,
respectively, requiring an allowance for loan losses
of $104 thousand and $149 thousand, respectively.
As of December 31, 2004 and 2003, the average re-
corded investment in these impaired loans was
$1,020 thousand and $807 thousand, respectively,
and the interest income recognized on impaired loans
was $88 thousand and $49 thousand, respectively.

L oans on which the accrual of interest has been dis-
continued amounted to $259 thousand and $452
thousand at December 31, 2004 and 2003, respec-
tively. There are no loans with balances past due 90
days or more and still accruing interest, but which
management expects will eventually be paid in full,
at December 31, 2004 and 2003.
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NOTE 6 - BANK PREMISES AND EQUIPMENT

The components of bank premises and equipment at
December 31, 2004 and 2003 are as follows:

NOTESTO FINANCIAL STATEMENTS? ) ISCAL YEARS 2004 AND 2003

2004 2003

(in thousands)
Leasehold improvements $ 1323 $ 944
Furniture, fixtures and equipment 506 359
IT equipment and software 847 728
Construction in process 10 -
2,686 2,031
Less accumulated depreciation 1,299 1,051
980

$ 1,387 $

NOTE 7 - DEPOSITS

The components of deposits at December 31, 2004
and 2003 are as follows:

2004 2003

(in thousands)
Demand, non-interest

bearing $ 14,493 $ 12,664
Demand, interest bearing 8,509 8,358
Savings 35,823 35,464
Time, $100,000 and over 11,915 7,860
Time, other 45,580 36,565

$116,320  $100,911

At December 31, 2004, the scheduled maturities of
time deposits are as follows (in thousands):

2005 $25,914
2006 21,410
2007 4,460
2008 4,392
2009 1,319

$57,495

NOTE 8- LEASE COMMITMENTSAND TOTAL
RENTAL EXPENSE

The Bank |eases the premises for its banking office
and operations center under operating lease agree-
ments expiring January 2009, with an option to extend
these agreements for three additional five-year lease
terms. The Bank also leases two branch locations: one
is under an operating |ease agreement which expires
November 2008 and the other is under an operating
lease agreement which expires July 2009.

NOTE 8- LEASE COMMITMENTSAND TOTAL
RENTAL EXPENSE (CONTINUED)

Approximate future noncancellable minimum lease
payments by year are as follows:

(in thousands)

2005 $ 302
2006 312
2007 322
2008 326
2009 68

8 130

Rent expense, which includes reimbursements to the
lessor for real estate taxes, was approximately $282
thousand and $208 thousand for years ended Decem-
ber 31, 2004 and 2003, respectively.

NOTE 9 - OTHER BORROWINGS AND
SUBORDINATED DEBT

At December 31, 2004, the Bank had long-term and
short-term advances from the Federal Home L oan
Bank totaling $7,250 thousand and $14,250 thousand,
respectively with an average interest rate of 3.73%
and 2.34%, respectively. At December 31, 2003, the
Bank had long-term and short-term advances from
the Federal Home Loan Bank totaling $5.0 million
and $7.5 million, respectively, with an average inter-
est rate of 2.88% and 1.13%, respectively.

The contractual maturities of fixed rate long-term
advances for 2004 and 2003 are as follows:

2004 2003
(in thousands)

2006 $ 750 $1,750
2007 750 750
2008 750 750
2009 4,000 750
2010 - -
2011 and thereafter 1,000 1,000

$7,250 $5,000

The Bank has atotal borrowing capacity with the
Federal Home Loan Bank of approximately $69.3
million. Advances from the Federal Home Loan
Bank are secured by certain qualifying assets of the
Bank.

The Bank issued a subordinated term note during the
second quarter of 2004. The note was issued for $2.0
million at afloating rate based upon the three-month
LIBOR rate, determined quarterly, plus 2.75% per
annum. Quarterly interest payments are made on this
note in January, April, July and October. At Decem-
ber 31, 2004, the quarterly rate was 4.85%. The note
matures in the third quarter 2014.

NoOTE 10 - EMPLOYEE BENEFIT PLAN

The Bank has a 401(k) profit sharing plan whereby
eligible employees may contribute up to 15% of their
salary to the Plan. The Bank provides a matching
contribution equal to 40% of the first 7% of the con-
tribution made by the employee. Employer contribu-
tions for the years ended December 31, 2004 and
2003 were approximately $23 thousand and $20
thousand, respectively.

NOTE 11 - STOCKHOL DERST/( QUITY

During 2004, the Bank raised $1,115 thousand in
capital through the sale of 148,701 shares of common
stock at a price of $7.50 per share.

During 2003, the Bank raised $213 thousand in capi-
tal inits stock offering through the sale of 30,000
shares of common stock at a price of $7.50 per share,
net of $12 thousand in offering expenses.

NOTE 12 - COMPREHENSIVE |NCOME

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

The only components of other comprehensive income
are unrealized holding gains, net of gains included in
net income, on securities available for sale.
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NOTE 12 - COMPREHENSIVE INCOME (CONTINUED)

Y ears Ended December 31,
2004 2003

(in thousands)

Unrealized holding losses on
available for sale securities $ (51) $(25)

Reclassification adjustment for
gainsrealized in income on

available for sale securities 77 20
Net unrealized |osses (128) (45)
Income tax effect 44 15
Net of tax amount $(84) $(30

NOTE 13- Stock OPTION PLAN

During 2004, the stockholders of the Bank approved
the 2004 I ncentive Equity and Deferred Compensa-
tioQ3@AE3MY MKHIKERHR [Z KIFEKIMWSUR
mote the success and enhance the value of the Bank
by linking the personal interests of the members of
the Board of Directors and the BanNfMEP S& H-MIT
R LFHWDQEH HARHARIKRAHER MKHYONMKARAN]
KRGHWDGH [SURYLIAQI NXFKIIAYIGONZ MDY ]
incentive for outstanding performance in order to
generate superior returns to stockholders of the Bank.
The Plan is further intended to provide flexihility to
the Bank in its ability to motivate, attract and retain
the services of members of the Board of Directors,
employees, officers and executives of the Bank.

The Plan is administered by the Compensation
Committee of the Board of Directors. It provides for
\KHIWQAR [RSWRQVINRP HRUDUR (Z KIFKP D, [EH]
structured to qualify as Incentive Stock Options if
granted to employees, and for the grant of stock ap-

SUHADNRQUIKWIE6S$ 56" MMIHAMRAMSWRANDQEXQUH

stricted stock up to atotal of 200,000 shares of
Common Stock. The Plan replaces the Stock Option
SODSSRYHSIQITTTIE [TTTT3M0 M7 KIFKSUWR]
vided for an aggregate of 112,500 shares of common
stock to be granted.

U QGHAKHIT T T T3 @QNKHYDINTTOFRQCHANRQZ L\
theinitial stock offering, issued to the Incorporators
options to acquire 60,750 shares of common stock.
These options are exercisable at a price of $8.80 per
\KDHDQGZ L@H SIUHWU HIYTURP NKHEDMWKH ]
Bank received its charter. In addition, the Bank
JUDQMEVRX RIR [MWH HRARYHR | LEHY RN RSWRQV ]
to purchase 11,875 shares of common stock at $8.80
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SHINKDHZ KIFKTH SLUHWQY HOWTIURP NKHEDMKH ]
Bank received its charter. The remaining 39,875
KD [&RP P RQB\WANRKHZ NHDYDDEGIXQEH]
the 1997 Plan ceased to EHDYDMEGIIRIOWBQM KHY
the neZ [3@QZ DIISSURYHAT!

ThelHZ HHORESWRQI WDQMERUE HAVHEXQEHRKH]
QZ BOQRAHIT T T B3O@QIQMT T T TRIM T 17 KHSUR]

| RP DEVFRXUIMUHNXUUHEXQGEHB) $ 61 RIMT T
Accounting for Stock-Based Compensation, have

been omitted as all options outstanding under the

(T T13MRZ HHIX@ LYHWNMEE [T T L1

NOTE 14 - FEDERAL INCOME TAXES

The components of income tax expense for the years
enG37 HRHP BEHUIIT TIUHIVIRTRZ M1

2004 2003
(in thousands)
Current $ 295 $369
Benefit from the utilization of net
[MTRSHDMY [RMEDW |RZ DB/ (295)  (369)
$ - % -

The components of the net deferred tax asset (liability)
Dt HAHP EHUT T T T IR T T TMHIMIRGRZ. M

2004 2003
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(in thousands)
(7 HHUH3W [DWAND
[$ @Z DFHIRUGDQBWA/] $ 468 $425

Other 19 22
[1 HRSHDMY [RWEDL | RZ DB 30 307

517 754
V al XDARQINBZ DRH] 307 587

Total deferred tax assets,
CHAR [YCOONRQDWBRZ DR 210 167

00 HHIHEWY [MCHOQNA/T]

Bank premises and equipment (32 (@h)
Cash basis conversion (A78)  (159)
securities (6) (49
Other - (7)
Total deferred tax liabilities (216)  (216)
Net deferred tax liability T () $ (49

7 KHYONED/CHARSH DY [RXMEDW | RZ DB/DYDD!
able for federal income tax purposes of approximately
$89 thousand expiring through the year 2020.

NOTE 15 - TRANSACTIONSWITH EXECUTIVE OFFI-
CERS, DIRECTORSAND PRINCIPAL STOCKHOLDERS

The Bank has had, and may be expected to have in
the future, banking transactions in the ordinary
course of business with its executive officers, direc-
tors, principal stockholders, their immediate families
and affiliated companies (commonly referred to as
related parties), on the same terms, including interest
rates and collateral, as those prevailing at the time for
comparable transactions with others. At Decem-

ber 31, 2004 and 2003, related party loans totaled
approximately $2,570 thousand and $2,222 thousand,
respectively. During 2004, new |loans and advances to
such related parties totaled $1,023 thousand and re-
payments totaled $675 thousand.

NOTE 16 - FINANCIAL |NSTRUMENTSWITH OFF-
BALANCE SHEET RiIsk

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

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

At December 31, 2004 and 2003, the following
financial instruments were outstanding whose
contract amounts represent credit risk:

2004 2003

(in thousands)
Commitmentsto fund loans  $ 1,980 $ 3,555

Unfunded commitment
under lines of credit 25,301 14,531

L etters of credit 389 570

Commitments to extend credit are agreementsto lend
to acustomer as long as there is no violation of any
condition established in the contract. Since many of
the commitments are expected to expire without
being drawn upon, the total commitment amounts do
not necessarily represent future cash requirements.

Commitments generally have fixed expiration dates
or other termination clauses and may require payment

of a fHHI7 KHYONHYDOOM BRI\

worthiness on a case-by-case basis. The amount of
collateral obtained, if deemed necessary by the Bank

upRQH WMRQR [FUHAWIMEDHIRQP DRI HP HM
credit evaluation. Collateral held varies but may

include personal or commercial real estate, accounts
receivable, inventory and equipment.

Outstanding letters of credit written are conditional
commitments issued by the Bank to guarantee the
performance of a customer to athird party. The ma-
jority of these standby letters of credit expire within
the next twelve months. The credit risk involved in
issuing letters of credit is essentially the same as that
involved in extending other loan commitments. The
Bank requires collateral supporting these letters of
credit as deemed necessary. Management believes
that the proceeds obtained through aliquidation of
such collateral would be sufficient to cover the
maximum potential amount of future payments re-
quired under the corresponding guarantees. The cur-
rent amount of the liability as of December 31, 2004
for guarantees under standby letters of credit issued is
not material.

NOTE 17 - REGULATORY MATTERS

The Bank is subject to various regulatory capital re-
guirements administered by the federal banking
agencies. Failure to meet the minimum capital re-
guirements can initiate certain mandatory and possi-
bly additional discretionary-actions by regulators
that, if undertaken, could have adirect material effect
RQWHYONMILCQDJA.DONBMP HONTB QGHUFCHMUD]
adequacy guidelines and the regulatory framework
for prompt corrective action, the Bank must meet
specific capital guidelines that involve quantitative

P HDAXUAVR NKHYDNIMDWANTTIDH QNAVDOGFHWEQ 1
off-balance sheet items as cal culated under regulatory
accounting practices. The YONMECS\NIIP RXQNVDYE]
classification are also subject to qualitative judg-
ments by the regulators about components, risk
weightings and other factors.

Quantitative measures established by regulation to
ensure capital adequacy require the Bank to maintain
minimum amounts and ratios (set forth below) of
total and Tier 1 capital (as defined in the regulations)
to risk-weighted assets and of Tier 1 capital to aver-
age assets. Management believes, as of Decem-

ber 31, 2004 and 2003, that the Bank meets all capital
adequacy requirements to which it is subject.
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NOTE 17 - REGULATORY MATTERS (CONTINUED)

As of December 31, 2004, the most recent notifica-
tion received from federal banking agencies catego-
rized the Bank as well capitalized under the regula-
tory framework for prompt corrective action. The
Bank must maintain minimum total risk-based,

Tier 1 risk-based and Tier 1 leverage ratios set forth
in the table. There are no conditions or events since
that notification that management believes have

changed \WHYDOONMEDM R [
TheONMIRXOIFDSMUIIP RXQNVDQEUDARVIDAM

December 31, 2004 and 2003 are al so presented below:

Actual
Amount  Ratlo

Asof December 31, 2004:

Total capital (to risk weighted assets) $13,859 12.4 %
Tier 1 capital (to risk weighted assets) 10,483 94
Tier 1 capital (to average assets) 10,483 74
As of December 31, 2003:

Total capital (to risk weighted assets) $9,746 10.3 %
Tier 1 capital (to risk weighted assets) 8,565 9.1
Tier 1 capital (to average assets) 8,565 7.5

The Bank is subject to certain restrictions on the
amount of dividends that it may declare due to regu-
latory considerations. The Pennsylvania Banking
Code provides that cash dividends may be declared
and paid only out of accumulated net earnings.

NOTE 18 - DISCLOSURES ABOUT FAIR VALUE OF
FINANCIAL INSTRUMENTS

Management uses its best judgment in estimating the
| DLIYDOHR NHYONMILCBIA DOQXKP HQVTRRZ [
ever, there are inherent weaknesses in any estimation
technique. Therefore, for substantially all financial
instruments, the fair value estimates herein are not
necessarily indicative of the amounts the Bank could
have realized in a sales transaction on December 31,
2004. The estimated fair value amounts have been
measured as of December 31, 2004 and have not
been reevaluated or updated for purposes of these
financial statements subsequent to that date. As such,
the estimated fair values of these financial instru-
ments subsequent to December 31, 2004 may be dif-
ferent than the amounts reported at year end.

The following information should not be interpreted
as an estimate of the fair value of the entire Bank
since afair value calculation is only provided for a

QP MMESRWRQR MKHYOINMDWAN DG COH QWA
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ToBe Well
Capitalized Under
For Capital Prompt Corrective
Adequacy Purposes Action Provisions
Amount  Ratio Amount Ratio

(dolar amounts I thousands)

> $3948 > 80% > $11,186 > 100%
> 4474 > 40 > 6,711 > 6.0
> 5698 > 40 > 7122 > 5.0
> $7550 > 80% > $9438 > 10.0%
> 3775 > 40 > 5663 2> 6.0
> 4567 > 40 > 5709 > 5.0

Due to awide range of valuation techniques and the
degree of subjectivity used in making the estimates,
comSDUNRQVEHE HHIWHYDNIMBEVFRXUADE
those of other companies may not be meaningful. The
following methods and assumptions were used to
FXP DMWKHTDLLIYDOHER NKHSONMTLQBEH DOOXRK]
ments at December 31, 2004:

Cash and Cash Equivalents

For cash and cash equivalents, the carrying amount is
areasonable estimate of fair value.

Securities

The fair value of securities is based on quoted market
prices, where available. If quoted market prices are
not available, fair values are based on quoted market
prices of comparable securities. The investment in
Federal Home L oan Bank of Pittsburgh and Federal
Reserve Bank stock isrestricted asto its resale and
its cost, accordingly, is areasonable estimate of the
fair value.

L oans Receivable, Net

Thefair value of loansis estimated based on present val-

ues of cash flows using interest rates currently offered

for loans with similar terms to borrowers of similar credit

quality.
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NOTE 18 - DISCLOSURES ABOUT FAIR VALUE OF

FINANCIAL INSTRUMENTS (CONTINUED)

Accrued Interest Receivable and Payable

The carrying amount of accrued interest receivable

and payable approximates fair value.
Deposits

The fair value of demand deposits, savings accounts
and money market demand accounts is the amount
reported in the financial statements. The fair value of
certificates of deposit is based on the present value
estimate using rates currently offered for deposits

with similar remaining maturities.

Borrowings

Thefair value of short-term borrowings approximates

their carrying value.

AsseWII
Cash and cash equivalents
Securities available for sale
Securities held to maturity
Loans receivable, net
Accrued interest receivable

[ ICAQNAT
" HSRMW
Borrowings
Accrued interest payable

Off-balance sheet financial
Commitments to extend credit
and letters of credit

The fair value of long-term borrowings is estimated
using discounted cash flow analyses, based on rates
currently available for borrowings with similar terms
and remaining maturities.

Commitmentsto Extend Credit and L etters of
Credit

7 KHP DVRUMVIR DKHYDINMERP P WY HONVREH \MJG ]

credit and letters of credit carry current market inter-
est rates if converted to loans. Because commitments
to extend credit are generally unassignable by either
the Bank or the borrower, they only have value to the
Bank and the borrower. The estimated fair value ap-
proximeates the recorded deferred fee amounts, if any,
which are not significant.

The carrying amounts and estimated fair values of the

anGIITTTZ HHIVIR®Z \[J
' HAHP BHUIITT
EEEN EEEN
Carrying Fair Value Carrying Fair Value
(in thousands)
$ 8,857 $ 8,857 O
18,685 18,685
4,761 4,876 - -
115,681 114,815 I [
763 763 I [
116,320 116,029 O
23,500 23,705 I [
244 244 (T 1] (T T
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CORPORATE INFORMATION
BoaArRD oF DIRECTORS

Kenneth B. Mumma,
Chairman ¢ CEO

John Alexandra

Joseph 1. Bishop

Stanley J. Conover
Christine M. Huston
William Kronenberg, 111
Mary MacKinnon

James W. McKeighan, III
John J. Sickler

ExecuTive OFFICERS

Kenneth B. Mumma,
Chairman & CEO

James W. McKeighan, III,
President

John Alexandra,
Vice Chairman ¢ CFO
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OFFICERS

Lori M. Adamski,
Vice President

Carole M. Agresta,
Banking Officer

Janet M. Batten,
Operations Officer

Cesidia A. Cauler,
Assistant Vice President

Doan M. Dang,
Accounting Officer

Patricia A. Debo,
Vice President

Sue Ann Erb,
Banking Officer

Edward J. Gallagher,
Vice President

John S. Gerhart,
Assistant Vice President

Richard G. Hood,
Vice President

Kaye R. Jordan,
Assistant Vice President
Virginia MacVeigh,
Assistant Vice President
Robert G. Philips,

Treasurer

Justin R. Power,
Vice President

Lisa L. Schmoke,
Controller

Robert S. Ward,
Vice President

STAFF
Jennifer R. Adams

Carolyn L. Colsher
Carla T. Edlund
Angelia E. Epps
Denise V. Gatlin

Ruth L. Hammers
Joan A. Higgins

Brian M. Houy
Kristie L. Ingram

Jami L. Kelso
Kathleen Kennedy
Monica A. Kopacz
Kristen M. Madsen
Deborah A. O’Neill
Angelina S. Oh

Dana L. Reinhart
Deena M. Reynolds
Elaine K. Snyder
Michael C. Stick
Michele E. Touhey-Wilkinson
Rochelle L. Thompson

Camele Voce

CORPORATE HEADQUARTERS
513 Kimberton Road, Phoenixville, PA 19460
Phone: 610.933.2000 * Fax: 610.933.6922

BankiNG LocAaTioNs

PHOENIXVILLE/ KIMBERTON

Pikeland Village Square

513 Kimberton Road, Phoenixville, PA 19460
Phone: 610.933.2000 © Fax: 610.933.5220

NEWTOWN SQUARE

St. Albans Shopping Center, 3557 West Chester Pike,
Newtown Square, PA 19073

Phone: 610.356.4000  Fax: 610.356.2005

WAYNE
153 East Lancaster Avenue, Wayne, PA 19087
Phone: 610.995.0040  Fax: 610.995.0043

Website: NewCenturyBank.com

Telephone banking:
610.935.1983 or 800.849.4809
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INDEPENDENT AUDITORS
Bearp MiLLER CompaNy LLP
2609 Keiser Blvd.

Reading, PA 19603

INVESTOR INFORMATION

For other investor information,
please contact:

Kenneth B. Mumma, Chairman & CEO
by phone: 610.933.2271 or e-mail:
KMumma@NewCenturyBank.com

ANNUAL MEETING OF SHAREHOLDERS 2005
Wednesday, May 18, 2005 at 11:00 a.m.
The Farmhouse at People’s Light &
Theater Company, 39 Conestoga Road,
Malvern, PA 19355

N NEW
b CNruny
A\ BANK

Good People. Good Bankers.
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