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PAMRAPO SANCORP, INC.

Pamrapo Bancorp, Inc. (NASDAQ/PBCI) is the holding company for
Pamrapo Savings Bank, S.L.A., which was founded in 1887. Pamrapo is

a community bank with 9 offices in Bayonne, Hoboken, Fort Lee and
Monroe, NJ. Financial services include a full range of deposit, mortgage
and consumer loan products, as well as annuities and mutual funds.
Total deposits at December 31, 2002 were $446 million and primarily
consist of fixed maturity (449%), passbook (35%), money market (7%),
transaction (8%) and non-interest bearing (6%) deposits. The Bank’s
$394 million gross loan portfolio consists of one-to-four family/multi-
family residential mortgage loans (74%), construction and commercial
real estate loans (10%) and consumer loans (16%). In addition, the Bank

has a portfolio of mortgage-backed securities totaling $148 million.
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R S "~ TO OUR STOCKHOLDERBS

Pamrapo Bancorp, Inc., the holding company for
Pamrapo Savings Bank, S.LA, enjoyed outstanding
results in 2002, propelled by a 42 percent increase in
net income, continued strong mortgage lending and
aggressive cost containment. An indicator of the
company’s financial strength is over $50 million

in total stockholders equity at year-end.

This record of achieverment enabled Pamrapo to
solidify its position as Bayonne’s leading financial
institution, with a 115-year history of uninterrupted

community service.

2002 RHIGHLIGHTS

Here's a closer look at how we fared last year:
- Net income increased to $7.1 million, or $1.39 per share,
% — = compared to $5.0 million, or $.97 per share, in 2001.
m J ! m o M d - For the eleventh consecutive year, dividends to stock-
,, : I % AN holders grew, from $.72 per share in 2001 to $.75 per
Lh N i , oL )
Dl : (T , TN share in 2002.
N Sl R A
i : m U I SN I R I + In May, Pamrapo announced a two-for-one stock split
, ool R S0 - .
, S paid in the form of a 100 percent stock dividend.
; i | ,m i .
98 99 00 01 02 98 99 00 01 02 98 99 00 01 02
DIVIDEND pAID” ASSETS DEPOSITS
(dollars) (millions) {miltions)

* Reflects two-for-one
stock split on May 29, 2002.
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PAMBADO COUNTRY

Serving as a pependable growth partner

Perhaps no area of New Jersey more poignantly combines the old with the 20-mile long Hudson-Bergen Light Rail Transit system. As the century-old
new than Hudson County. The well-kept neighborhoods of Bayonne with financial hub of the community, Pamrapo Savings Bank is poised to be an
their small-town charm coexist with high-tech TV and film production studios important part of this renaissance. We are prepared to help new families to
and shopping malls being built at the site of the former Military Ocean the region afford the home of their dreams, send their children to college
Terminal. The downtown shops of Jersey City and Hoboken with their turn-of- and plan for their retirerent years. We are prepared to help businesses find
the-century motif lie within the shadows of the art deco and neoclassical tow- their footing, then expand to the next profitable level,

ers that have risen in place of abandoned warehouses along the waterfront.
At Pamrapo, we are constantly locking for growth opportunities across our
These communities are at the heart of PAMRAPO COUNTRY, an intriguing core region that are consistent with the goals of our bank and the best

expanse of vast economic potential and growing accessibility thanks to the interests of our stockholders.

[
-4, Pamrapo Bancorp, Inc.
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At a time when people need to feel particularly

good about who they do business with, it's no surprise
that Pamrapo is playing an increasingly important role
in the lives of its customers.

A \%%%%\%WW
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Our growing role as Trusted Hometown Banker

Pamrapo’s long-standing reputation as a stable, responsibly run bank with What they get from Pamrapo is sound advice and courteous service from
a strong community conscience was not lost on customers last year with a team of banking professionals who take no greater pride than in the
the nation’s financial markets and corporate boardrooms in turmoil. In trust they have built with customers. That direct, hands-on approach is
increasing numbers, investors fled the stock market for the safety and the real reason we have become a financial anchor of the community.
security of community bank savings accounts — a trend that was reflected At a time when people need to feel particularly good about who they

in the growth of Pamrapao’s deposits to $446 million by the end of 2002. do business with, it's no surprise that Pamrapo is playing an increasingly
In the period ahead, we will continue our goal of strong growth as we important role in the lives of its customers.

assume the role of hometown banker for a significant percentage of

individuals and families moving into our service area.

-6, Pamrapo Bancorp, Inc.
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PAMIRAPO STOCK

$18.00 _ w
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\\/; .
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Adjusted for stock splits: May 27,1994 (2:1) and May 29, 2002 (2:1)

Individuals who bought Pamrapo stock 11 years ago would find their investment
has since grown by 655%. In addition, that investment has produced a return in

the form of dividends of 228%.
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poooSART BANCORD, INC. ANDD SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

at December 31,2002 and 2001, respectively. The

net increase of $17.0 million during the year ended
December 31,2002, resulted from new advances from
the FHLB-NY, which were used to fund loan commit-
ments, purchase of mortgage-backed securities and
for general corporate purposes.

Stockholders' equity amounted to $50.8 million and
$47.5 million at December 31,2002 and 2001, respective-
ly. During the years ended December 31,2002 and 2001,
net income of $7.1 million and $5.0 million, respectively,
was recorded and cash dividends of $3.9 million and
$3.7 million, respectively, were paid on the Company's
common stock. During the years ended December 31,
2002 and 2001, the Company repurchased 20,600 and
40,888 shares (on a post-split basis), respectively, of its
common stock for $279,000 and $416,000, respectively,
under a stock repurchase program.

RESULTS OF OPERATIONS
FOR THE YEARS ENDED
DECEMBER 31, 2002 AND 20071

NET INCOME

Net income increased by $2.1 million or 42.00% to $7.1
million during the year ended December 31, 2002
compared to $5.0 million for the year ended December
31,2001. The increase in net income during the 2002
period was primarily due to increases in total interest
income of $1.4 million and in non-interest income of
$645,000, along with a decrease in total interest expense

: “,a/,@ . Pamrapo Bancorp, Inc.

| S

of $2.3 million, which more than offset increases in
non-interest expense of $157,000, provision for loan
losses of $175,000 and income taxes of $1.9 million.

INTEREST INCOME

Interest income on loans during the year ended
December 31,2002 increased by $1.8 million or 6.55%
to $29.3 million when compared to $27.5 million dur-
ing 2001. During the years ended December 31,2002
and 2001, the yield earned on the loan portfolio was
761% and 8.07%, respectively. The average balance of
loans outstanding during the years ended December
31,2002 and 2001, totaled $384.7 million and $340.3
million, respectively, representing an increase of $44.4
million or 13.05%.

Interest on mortgage-backed securities decreased
$160,000 or 2.02% during the year ended December
31,2002 to $7.8 million compared to $7.9 million for
2001. During the years ended December 31,2002 and
2001, the average balance of mortgage-backed securities
totaled $127.7 million and $121.6 million, respectively,
resulting in a net increase of $6.1 million or 5.02%.The
yield earned on the mortgage-backed securities port-
folio was 6.08% and 6.52% during 2002 and 2001,
respectively. Interest earned on investment securities
decreased by $78,000 or 13.06% to $518,000 for the
year ended December 31,2002, when compared to
$596,000 for 2001. The decrease during the year ended
December 31,2002, resulted from a decrease of $1.7
million or 18.97% in the average balance of the invest-
ment securities portfolio, sufficient to offset an increase

of forty-eight basis points in the yield earned on the
investment securities portfolio from 6.75% in 2001 to
7.23% in 2002.

Interest on other interest-earning assets amounted to
$508,000 and $623,000 during the years ended December
31,2002 and 2001, respectively. The average balance of
other interest-earning assets outstanding increased
$13.7 million or 116.10% to $25.5 million in 2002 from
$11.8 million in 2001, sufficient to offset a decrease of
327 basis points in the yield earned on other interest-
earning assets to 1.99% in 2002 from 5.26% in 2001.

INTEREST EXPENSE

Interest on deposits decreased $3.4 million or 22.82% to
$11.5 million during the year ended December 31,2002
compared 10 $14.9 million for 2001. The decrease during
2002 was attributable to a decrease of 105 basis points
in the Bank’s average cost of interest-bearing deposits to
2.86% for 2002 from 3.91% for 2001 partially offset by an
increase of $19.9 million or 5.22% in the average balance
of interest-bearing deposits outstanding.

Interest on advances and other barrowed maoney
increased $1.2 million or 46.15% to $3.8 million during
the year ended December 31,2002 compared to $2.6
million for 2001. The increase during 2002 was attribut-
able to an increase of $30.0 million or 65.81% in the
average balance of advances and other borrowings
outstanding, partially offset by a decrease of seventy-
five basis points in the Bank's cost of borrowings from
5.79% for 2001 to 5.04% for 2002.
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PamMmaA )0 BANCORP, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

loans outstanding during the years ended December
31,2001 and 2000, totaled $340.3 million and $284.6
million, respectively, representing an increase of $55.7
million or 19.57%.

Interest on mortgage-backed securities decreased
$189,000 or 2.33% during the year ended December
31,2001 to $7.9 million compared to $8.1 million for
2000. During the year ended December 31,2001, the
average balance of mortgage-backed securities out-
standing decreased $4.2 million or 3.34% to $1216
million when compared to $125.8 million for 2000.

The yield earned on the mortgage-backed securities
portfolio was 6.52% and 6.45% during 2001 and 2000,
respectively. Interest earned on investment securities
decreased by $133,000 or 18.24% to $596,000 for the
year ended December 31,2001, when compared to
$729,000 for 2000. The decrease during the year ended
December 31,2001, resulted from a decrease of
$547,000 or 5.83% in the average balance of the invest-
ment securities portfolio, along with a decrease of one
hundred and two basis points in %m,v:m_o_ earned on
the investment securities portfolio from 7.77% in 2000
to 6.75% in 2001.

Interest on other interest-earning assets amounted

to $623,000 and $780,000 during the years ended
December 31,2001 and 2000, respectively. The average
balance of other interest-earning assets outstanding
decreased $14 million or 10.23% to $11.8 million in 2001
from $13.2 million in 2000, along with a decrease of

sixty-five basis points in the yield earned on other inter-
est-earning assets from 5.91% in 2000 to 5.26% in 2001.

12 tDSﬂQno Bancocp, Inc.

INTERESYT EXPENSE

Interest on deposits increased $1.1 million or 7.97%

to $14.9 million during the year ended December 31,
2001 compared to $13.8 million for 2000. The increase
during 2001 was attributable to an increase of $354
million or 10.24% in the average balance of interest-
bearing deposits outstanding partially offset by a
decrease of seven basis points in the Bank's average
cost of interest-bearing deposits from 3.98% for 2000
to 3.91% for 2001.

Interest on advances and other borrowed money
increased $898,000 or 51.70% to $2.6 million during
the year ended December 31,2001 compared to $1.7
million for 2000. The increase during 2001 was attribut-
able to an increase of $15.9 million in the average bal-
ance of advances and other borrowings outstanding,
partially offset by a decrease of eight basis points in
the Bank’s cost of borrowings from 5.87% for 2000 to
5.79% for 2001.

NET INTEREST INCOME

Net interest income for the year ended December 31,
2001, increased $1.4 million or 7.91% to $19.1 million
for 2001 as compared to $17.7 million for 2000. The
Bank’s net interest rate spread decreased from 3.53% in
2000 to 3.48% in 2001 and its interest rate margin
decreased from 4.10% in 2000 to 3.95% in 2001. The
decreased net interest rate spread primarily resulted
from a seven basis point decrease in the yield on aver-
age interest-earning assets to 7.59% in 2001 from
7.66% in 2000, sufficient to offset a two basis point

decrease in the cost of interest-bearing liabilities from
4.13% in 2000 to 4.11% in 2001.

PROVISION FOR LOAN LOSSES

During the years ended December 31,2001 and 2000,
the Bank provided $459,000 and $208,000, respectively,
for loan losses. At December 31,2001 and 2000, the
Bank’s loan portfolio included loans totaling $3.3 mil-
tion and $4.1 million, respectively, which were delin-
quent ninety days or more. The Bank maintains an
allowance for loan losses based on management’s
evaluation of the risk inherent in its loan portfolio
which gives due consideration to changes in general
market conditions and in the nature and volume of
the Bank’s loan activity. The allowance for loan losses
amounted to $2.15 million at December 31, 2001, rep-
resenting .57% of total loans and 65.95% of loans delin-
quent ninety days or more compared to an allowance
of $1.95 million at December 31, 2000, representing
62% of total loans and 47.74% of loans delinquent
ninety days or more. During the years ended
December 31,2001 and 2000, the Bank charged off
loans aggregating $273,000 and $268,000, respectively.
The Bank monitors its loan portfolio and intends to
continue to provide for loan losses based on its ongo-
ing periodic review of the loan portfolio and general
market conditions.

NON-INTEREST INCOME

Non-interest income increased by $345,000 or
21.89% to $1.9 million during the year ended
December 31,2001 as compared to $1.6 million for
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¢ 4 FAPO BANCORP, INC. AND SUBSIDIARIES

MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

IMPACT OF INFLATION
AND CHANGING PRICES

The consolidated financial statements and the related
data presented herein have been prepared in accor-
dance with accounting principles generally accepted
in the United States of America, which require the
measurement of financial position and operating
results in terms of historical dollars, without consider-
ing changes in the relative purchasing power of
money over time due to inflation.

Unlike most industrial companies, virtually all of the
assets and liabilities of the Bank are monetary in
nature. As a result, interest rates have a more signifi-
cant impact on the Bank's performance than the
effects of general levels of inflation. Interest rates do
not necessarily move in the same direction or in the
same magnitude as the prices of goods and services
because such prices are affected by inflation to a larger
extent than interest rates.
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PAMTZ 3O BANCOR]P, INC. AND SUBSIDIARIES  CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

Note(s) 2000 2001 2002
Interest income:
Loans Tand5 $ 23,539,700 $ 27,480,276 $ 29,266,901
Mortgage-backed securities 1 8,113,734 7924810 7,764,545
Investments 1 728,837 596,371 518,481
Other interest-earning assets 779,848 623,336 508,158
Total interest income 33,162,119 36,624,793 38,058,085
Interest expense:
Deposits 8 13,760,987 14,908,910 11,482,660
Advances and other borrowed money 1,736,695 2,635,383 3,807,006
Total interest expense 15,497,682 17,544,293 15,289,666
Net interest income 17,664,437 19,080,500 22,768,419
Provision for loan losses 1and 5 207,879 458,888 634,090
Net interest income after provision for loan losses 17456,558 18,621,612 22,134,329
Non-interest income:
Fees and service charges 1,027,426 1,200,562 1,285,725
Gain on sale of branches - - 478,563
Miscellaneous 548,837 720,554 801,605
Total non-interest income 1,576,263 1,921,116 2,565,893
Non-interest expenses:
Salaries and employee benefits 12 6,398,237 6,430,140 7,234,261
Net occupancy expense of premises 6and 14 1,118,931 1,206,893 1,085,575
Equipment 6 1,113,677 1,354,638 1,282,556
Advertising 204,275 233,745 181,207
Federal insurance premium 75,579 74,314 73,019
Loss on foreclosed real estate 1 42875 7,242 232
Amortization of intangibles 1 60,649 - -
Miscellaneous 2,884,329 3,327,375 2,933,748
Total non-interest expenses 11,988,552 12,634,347 12,790,598
Income before income taxes 7,044,269 7,908,381 11,909,624
Income taxes 1and 13 2,568,659 2,907,980 4,786,232
Net income S 4475610 $ 5,000401 $ 7,123,392
Net income per common share;
Basic/diluted 1 $ 0.85 $ 097 $ 1.39
Weighted average number of common shares outstanding:
Basic/diluted 1 5,264,530 5,160,346 5,141,486
Dividends per common share 1 S 069 ) 072 $ 0.75

‘

16, Pamrapo Bancorp, inc.

i
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| SR

See notes to consolidated financial statements.
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rvn aADD BANCORD, INC, AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF

CHANGES IN STOCKHOLDERS EQUITY

Retained Earnings -

Accumulated

Paid-in Capital in Substantially Other Comprehensive Treasury
Common Stock Excess of Par Value Restricted Income Stock Total
Balance - December 31,1999 $34,500 $18,906,768 $45,474,883 $(46,874) 5(16,115,313) $48,253,964
Net income for the year ended
December 31,2000 - - 4475610 - - 4475610
Purchase of treasury stock - - - - (2,703,475) (2,703,475)
Unrealized gain on
securities available for sale,
net of income taxes - - - 120,467 - 120,467
Cash dividends - - (3618,057) - - (3.618,057)
Balance - December 31,2000 34,500 18,906,768 46,332,436 73,593 (18,818,788) 46,528,509
Net income for the year ended
December 31, 2001 - - 5,000,401 - - 5,000,401
Purchase of treasury stock - - - - (416,145) (416,145)
Unrealized gain on
securities available for sale,
net of income taxes - - - 122,191 - 122,191
Cash dividends - - (3,711,781) - - (3,711,781)
Balance - December 31, 2001 34,500 18,906,768 47,621,056 195,784 (19,234,933) 47,523,175
Net income for the year ended
December 31,2002 - - 7,123,392 - - 7,123,392
Stock split 34,500 (34,500) - - - -
Purchase of treasury stock - - - - (279,328) (279,328)
Reissuance of treasury stock - 64,900 - - 132,600 197,500
Unrealized gain on
securities available for sale,
net of income taxes - - - 46,762 - 46,762
Cash dividends - - (3,855,228) - - (3,855,228)
Balance - December 31, 2002 $69,000 $18,937,168 $50,889,220 $242,546 5(19,381,661) 550,756,273

T

[
t. u‘h\‘/:

S

~Pamrapo Bancorp, Inc.

See notes to consolidated financial statements.
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PAMDA 0 BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)’

Year Ended December 31,

2000 2001 2002
Cash flows from financing activities:
Net increase in deposits $17,485,188 $37,176,939 $ 50,726,043
Cash paid for sale of deposits - - (21,326,860)
Advances from Federal Home Loan Bank of New York 15,000,000 35,000,000 25,000,000
Repayment of Advances from Federal Home Loan Bank of New York {10,000,000) (3,243,100) (8,000,000)
Net (decrease) in other borrowed money (24,734) (26,786) (22,010)
Net (decrease) increase in payments by borrowers for taxes and insurance (414,945) 984,838 319,330
Cash dividends paid (3,618,057) (3,711,781) (3,855,228)
Purchase of treasury stock (2,703/475) (416,145) (279,328)
Net cash provided by financing activities 15,723,977 65,763,965 42,554,947
Net (decrease) increase in cash and cash equivalents (16,808,226) 8,435,031 1,168,502
Cash and cash equivalents - beginning 31,062,080 14,253,854 22,688,885
Cash and cash equivalents - ending $14,253,854 $22,688,885 $ 23,857,387
Supplemental information:
Transfer of loans receivable to foreclosed real estate § 222376 $ 33,264 $ -
Loans to facilitate sales of foreclosed real estate 5 - ) 94,500 $ -
Cash paid during the period for:
Income taxes § 2,560,280 $ 2775334 $ 4,830,320
Interest on deposits and borrowings $15,479,682 $17,551,080 $ 15,348,766

), - Pamrapo Bancorp, Inc.

See notes to consolidated financial statements.
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- ¢ 1. 3ADD BANCORP, INC, AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

agement'’s judgment, the borrower’s ability to make
periodic interest and principal payments is probable, in
which case the loan is returned to an accrual status.

Allowance for loan losses

An allowance for loan losses is maintained at a level
considered adequate to absorb loan losses. Manage-
ment of the Bank, in determining the allowance for
loan losses, considers the risks inherent in its loan port-
folio and changes in the nature and volume of its loan
activities, along with the general economic and real
estate market conditions.

The Bank utilizes a two tier approach: (1) identification
of impaired loans and the establishment of specific loss
allowances, if necessary, on such loans; and (2) establish-
ment of general valuation allowances on the remainder
of its loan portfolio. The Bank maintains a loan review
system which allows for a periodic review of its loan
portfolio and the early identification of potential
impaired loans. Such system takes into consideration,
among other things, delinquency status, size of loans,
type of collateral and financial condition of the borrow-
ers. Specific loan loss allowances are established for
identified loans based on a review of such information
and/or appraisals of the underlying collateral. General
loan loss allowances are based upon a combination of
factors including, but not limited to, actual loan loss
experience, composition of loan portfolio, current eco-
nomic conditions and management'’s judgment.

Although management believes that adequate specif-
ic and general loan loss allowances are established,
actual losses are dependent upon future events and, as
such, further additions to the allowance for loan losses
may be necessary.

bPamrapo Bancorp, inc.

An impaired loan is evaluated based on the present
value of expected future cash flows discounted at the
loan’s effective interest rate, or as a practical expedient,
at the loan’s observable market price or the fair value
of the collateral if the loan is collateral dependent. A
loan evaluated for impairment is deemed to be
impaired when, based on current information and
events, it is probable that the Bank will be unable to
collect all amounts due according to the contractual
terms of the loan agreement. An insignificant pay-
ment delay, which is defined as up to ninety days by
the Bank, will not cause a loan to be classified as
impaired. A loan is not impaired during a period of
delay in payment if the Bank expects to collect all
amounts due, including interest accrued at the con-
tractual interest rate for the period of delay. Thus,a
demand loan or other loan with no stated maturity is
not impaired if the Bank expects to collect all amounts
due, including interest accrued at the contractual inter-
est rate, during the period the loan is outstanding. All
loans identified as impaired are evaluated independ-
ently. The Bank does not aggregate such loans for
evaluation purposes. Payments received on impaired
loans are applied first to accrued interest receivable
and then to principal.

Foreclosed real estate and investment in real estate

Real estate acquired by foreclosure or deed in lieu of
foreclosure is initially recorded at the lower of cost or
estimated fair value at date of acquisition and subse-
quently carried at the lower of such initially recorded
amount or estimated fair value less estimated costs to
sell. Costs incurred in developing or preparing proper-
ties for sale are capitalized. Expenses of holding proper-
ties and income from operating properties are recorded

in operations as incurred or earned. Gains and losses
from sales of such properties are recognized as incurred.

Real estate held for investment is carried at cost less
accumulated depreciation. Income and expense of
operating the property are recorded in operations.

Premises and equipment

Premises and equipment are comprised of land, at
cost, and buildings, building improvements, leaseholds
and furnishings and equipment, at cost, less accumu-
lated depreciation and amortization. Significant
renewals and betterments are charged to the property
and equipment account. Maintenance and repairs are
expensed in the year incurred. Rental income is netted
against occupancy expense in the consolidated state-
ments of income.

Income taxes

The Company, Bank and Service Corp. file a consolidated
federal income tax return. Income taxes are allocated to
the Company, Bank and Service Corp. based on their
respective income or loss included in the consolidated
income tax return. Separate state income tax returns are
filed by the Company, Bank and Service Corp.

Federal and state income taxes have been provided on
the basis of reported income. The amounts reflected
on the Company’s and subsidiaries’ tax returns differ
from these provisions due principally to temporary dif-
ferences in the reporting of certain items for financial
reporting and income tax reporting purposes.

Deferred income tax expense or benefit is determined
by recognizing deferred tax assets and liabilities for the
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PANIT A 20O BANCORP, INC. AND SUBSIDIARIES NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

2. SECURITIES AVAILABLE FOR SALE

December 31, 2001

Amortized Gross Unrealized Carrying
Cost Gains Losses Value
Mortgage-backed securities $ 3,092,701 S 45986 $ - $ 3,138,687
Mutual funds 1,398,327 - 1,045 1,397,282
Trust originated preferred security, maturing
after twenty years 500,000 3,400 - 503,400
Equity security 7,020 257,643 - 264,663
$ 4,998,048 $ 307,029 $1,045 $ 5,304,032
December 31,2002
Amortized Gross Unrealized Carrying
Cost Gains Losses Value
Mortgage-backed securities $2,189,845 $ 58,207 $ - $ 2,248,052
Mutual funds 1,441,217 400 - 1,442,317
Trust originated preferred security, maturing
after twenty years 500,000 25,000 - 525,000
Equity security 7,020 320,139 ~ 327,159
$ 4,138,782 $ 403,746 $ - $ 4,542,528

There were no sales of securities available for sale during the years ended December 31,2000, 2001 and 2002.
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c AR BANCORP, INC., AND SUBSIDIARIES NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

4, MORTCAGE-BACKED SECURITIES HELD TO MATURITY

December 31,2001

Amortized Gross Unrealized Estimated

Cost Gains Losses Fair Value
Federal Home Loan Mortgage Corporation $ 79433582 $ 1,820,697 $ 209,129 $ 81,045150
Federal National Mortgage Association 40,922 509 487,066 16,372 41,393,203
Government National Mortgage Association 2,061,520 77,903 - 2,139423
$122417,611 . $ 2,385,666 $ 225,501 $124,577,776

December 31,2002

Amortized Gross Unrealized Estimated

Cost Gains Losses Fair Value
Federal Home Loan Mortgage Corporation $ 98,734,189 $ 3,871,401 $ - $ 102,605,520
Federal National Mortgage Association 38,481,631 1,718,481 1,385 40,198,727
Government National Mortgage Association 1,217,349 21,901 - 1,309,250
Collateralized Mortgage Obligations 7,705,157 153,372 - 7,858,529
$ 146,138,326 $ 5,835,155 $ 1,385 $ 151,972,096

There were no sales of mortgage-backed securities held to maturity during the years ended December 31,2000,
2001 and 2002.
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PAMm R 20 BANCORD, INC. AND SUBSIDIARIES NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

6. PREMISES AND EQUIPMENT 7. INTEREST RECEIVABLE
December 31, December 31,
2001 2002 . 2001 2002
Land S 701,625 $ 701,625 Loans, net of allowance for
Buildings and improvements 4,027,388 4,027,388 uncollected interest of
Less accumulated depreciation 1,686,978 1,817,150 approximately $136,000 and
130,000, respectivel S 2,126,962 2,078,868
2,340410 2,210,238 ’ P 4 s
Mortgage-backed securities 711,617 756,356
Leasehold improvements 1,590,555 1,190,620 929
o Investment securities 105,647 147,091
Less accumulated amortization 573,690 516,257
$ 2,944,226 $ 2,282,315
1,016,865 674,433
Furnishings and equipment 5443180 5,693,398
Less accumulated depreciation 4,671,345 4,862,455
771,835 830,943
$ 4,830,735 $ 4,417,239

Depreciation expense for the years ended December
31,2000, 2001, and 2002 totaled approximately
$561,000, $571,000, and $606,000, respectively.

Depreciation charges are computed on the straight-
line method over the following estimated useful lives:

Buildings and improvements 10 to 50 years
Leasehold improvements 10 years
Furnishings and equipment 3 to 10 years

28 Pamrapo Bancorp, Inc.
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< v RADRD BANCORD, INC, AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

9. ADVANCES FROM FEDERAL HOME
LOAN BANK OF NEW YORK

December 31,
2001 2002

Weighted Weighted
Maturing Average Average
by Interest Interest
December 31, Rate Amount Rate Amount
2002 557% $ 8000,000 - %S -
2003 550% 27340000 5.50% 27,340,000
2004 4.04% 5000000 3.49% 12,000,000
2005 4.54% 5000000 3.928% 13,000,000
2006 484% 5000000 4.47% 12,000,000
2007 - % - 3.50% 3,000,000
2008 485% 7,000,000 4.85% 7,000,000
2010 6.19% 10,000,000  6.19% 10,000,000

532% 567340000 4.79% $ 84,340,000

At December 31,2001 and 2002, the advances were
secured by pledges of the Bank’s investment in the
capital stock of the Federal Home Loan Bank of New
York totaling $3,796,100, and 54,403,400 respectively,
and a blanket assignment of the Bank's unpledged
qualifying mortgage loans, mortgage-backed securities
and investment securities portfolios.

10. OTHER BORROWED MONEY

December 31,
2001 2002
Interest Interest
Rate  Amount Rate Amount
Mortgage loan  800% $178,176 8.00% $149,166

-30,

L e

Pamrapo Bancorp, inc.

The mortgage loan is payable in 144 equal monthly
installments of $3,518 through February 1, 2007 and is
secured by premises with a carrying value of
$1,370,000 and 51,340,000 at December 31,2001 and
2002, respectively.

11T.REGULATORY CAPITAL

For the purpose of granting to eligible account holders
a priority in the event of future liquidation, the Bank, at
the time of conversion, established a special account in
an amount equal to its total retained earnings of $18.4
million at June 30,1989. In the event of a future ligui-
dation of the converted Bank (and only in such event),
an eligible account holder who continues to maintain
his deposit account shall be entitled to receive a distri-
bution from the special account. The total amount of
the special account is decreased (but never increased)
in an amount proportionately corresponding to de-
creases in the deposit account balances of eligible
account holders as of each subsequent year end. After
conversion, no dividends may be paid to stockholders
if such dividends would reduce the retained earnings
of the converted Bank below the amount required by
the special account.

The Bank is subject to various regulatory capital require-
ments administered by the banking agencies. Failure to
meet minimum capital requirements can initiate cer-
tain mandatory, and possibly additional discretionary,
actions by regulators that, if undertaken, could have a
direct material effect on the Bank. Under capital ade-
quacy guidelines and the regulatory framework for
prompt corrective action, the Bank must meet specific
capital guidelines that involve quantitative measures of

the Bank’s assets, liabilities, and certain off-balance-sheet
items as calculated under regulatory accounting prac-
tices. The Bank’s capital amounts and classification are
also subject to qualitative judgments by the regulators
about components, risk weightings, and other factors.

Quantitative measures established by regulation to
ensure capital adequacy require the Bank to maintain
minimum amounts and ratios of Total and Tier 1 capi-
tal (as defined in the regulations) to risk-weighted
assets (as defined), and of Tier 1 capital to adjusted
total assets (as defined). The following tables present a
reconciliation of capital per GAAP and regulatory capi-
tal and information as to the Bank's capital levels at the
dates presented:

December 371,
2001 2002
GAAP capital $ 41,205 $ 43,757
Less: Investment in and advances
to non-includable subsidiary (2017) (2,040)
Unrealized (gain) on securities
available for sale (196) (243)
Core and tangible capital 38992 41,474
Add: general valuation allowance 2,108 2,517
Total regulatory capital 5 41,100 $ 43,991




c1g- »Hur ‘dioduva odoswog

‘Aiobared suonmisul ayy pabueyd aaey
$2A9112] JUSWAbRURU 1BY)L UOIIRDYROU 2D2UIS PRLNDD0O SABY UDIUM SIUSAS 10 BUIISIXS SUOIIPUOD OU 3J8
SU8YL "UONDE 3AND31OD Jdwold 1oy yiomaurl Aotenbal ay) Japun pazieuded ||am se paziobaied sem

Ueg 3Y1'UOISIAIRANS YUY | JO DO 3Y) WO UONRDNOU U3 1SOW 341’1007 '0F Joquis1das Jo sy

- - %0S°L 0628 %80°L viv'Ly (519558 |P10) paysnipe o1)
[enden siqibue|

%00°9 00£'6¢T %00 (11 X4 %80°L viv'Ly (s1955€ [R10) parsnipe o))
jeude) (f Jaly) 2103

%009 68€°gl - - SHESEL [Z4'48 7 (519550 parybiam-isLi 01)
[enden | a1y,

%00°01 890 $ %00'8 8LS'¥Z $ %SEPL L66EY § (s19558€ pa1yblam-ysu o1
|euden) |p10).
1T00T ‘L€ soquadaQ

- - %051 8508 %9C £ £66'8€ (519558 |©10) pasn(pe o1)
lendeD siqibue].

%00'S 198'9Z %00t 681'1T %9 L £66'8E (s1355€ [R10) PaIsnipe o3)
[euded (1 121]) 210D

%009 601 - - %69¢1 £66'8€ (s19sse parybiom-ysu o)
jended | Jai

%0001 /8V'8C $ %008 63L'T7C %EV T L ool'ly $ (s39sse paryblam-ysu 01)
jeuden je10)
100 "L 12quiadaQ

oney 1UNOWLY oney JUNOWY oney unouly

SUOISINOIZ UONDY

2ANDDLIOD)

1dwiosd 1spun

pazijeuded
IoM 3g oL

BUEMENLIEY

jended winwiuiy

jen1oy

(spuesnoy| ui sie|joQ)




PDAMTEA DO BANCORP, INC., AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

12. BENEFIT PLARNS

Pension Plan (“Plan”)

The Bank has a non-contributory defined benefit pen-
sion plan covering all eligible employees. The benefits
are based on years of service and employees’ compen-
sation.The Bank's funding policy is to contribute the
maximum amount that can be deducted for federal
income tax purposes. The Plan's assets consist primarily
of mutual funds and bank deposits.

The following tables set forth the Plan's funded status
and components of net periodic pension cost:

December 31,
2001 2002

Reconciliation of Funded Status
Accumulated benefit

obligation $ 3,634,438 $ 4,918,612
Projected benefit obligation $ 4,470,707 $ 5,670,347
Fair value of assets (3408,608) (5,444,022)
Funded status 1,062,099 226,325
Contributed in fourth quarter 412,777) -
Unrecognized net (loss) (1,266,737) (2,295,871)
Unrecognized past service

liability - (161,550)
(Prepaid) expense included

in other assets S (617415) 6 (2,231,026)

Year Ended December 31,

2000 2001 2002

Net Periodic Pension Expense
Service cost $ 168854 $ 192,887 $ 230,791
Interest cost 273,500 296,009 336,367
Expected return on

assets (259,404) (297,851) (338,524)
Amortization of

unrecognized loss - 1,256 68,393
Unrecognized past

service liability - - 13,329
Net periodic pension

expense $182950  $ 192301 $ 310,356

Decemnber 31,
2001 2002

Change in Benefit Obligation
Benefit obligation at

beginning of year $3,730,084 $ 4,470,707
Service cost 192,887 230,791
Interest cost 296,009 336,367
Actuarial loss 352,452 752,164
Benefits paid (100,725) (119,682)
Benefit obligation at

end of year $4,470,707 $ 5,670,347
Change in Plan Assets
Fair value of assets at

beginning of year $3410719 $ 3,408,608
Actual loss on plan assets (238917) (181,718)
Employer contributions 337,531 2,336,814
Benefits paid (100,725) (119,682)
Fair value of assets at

end of year $ 3,408,608 $ 5,484,022

: 32- .Pamrapo Bancocrp, Inc.
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Assumptions used in the accounting for the Plan are as
follows:

Year Ended December 31,

2000 2001 2002
Discount rate 8.00% 8.00% 7.25%
Rate of increase in
compensation 5.00% 5.00% 4.50%
Long-term rate of
return on plan assets 8.50% 8.50% 8.50%

Savings and Investment Plan (“SIP”)

The Bank sponsors a SIP pursuant to Section 401(k) of
the Internal Revenue Code, for all eligible employees.
Employees may elect to save up to 10% of their com-
pensation of which the Savings Bank will match 50% of
the employee’s contribution. The SIP expense amount-
ed to approximately, $118,000, $106,000 and $124,000
for the years ended December 31,2000, 2001 and 2002,
respectively.

supplemental Executive Retirement Plan ("SERP")

The Bank has an unfunded non-qualified deferred
retirement plan for certain employees. A participant
who retires at age 65 (the "Normal Retirement Age”), is
entitled to an annual retirement benefit equal to 75%
of his compensation reduced by his retirement plan
annual benefits. Participants retiring before the Normal
Retirement Age receive the same benefits reduced by
a percentage based on years of service to the Bank
and the number of years prior to the Normal
Retirement Age that participant retires.
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L xADT BANCORD, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

The following table presents a reconciliation between
the reported income taxes and the income taxes
which would be computed by applying the normal
federal income tax rate of 34% to income before
income taxes:

Year Ended December 31,

2000 2001 2002

Federal income tax $ 2395051 $ 2688850 $4,049,272

Increases in income

taxes resulting from:

New Jersey
income tax, net
of federal income

tax effect 147,989 168315 603,430

Other items, net 25619 50,815 133,530

Effective income tax ~ $2,568659 $ 2907980 $4,786,232

14. COMMITMENTS AND CONTINGENCIES

The Bank is party to financial instruments with off-balance
sheet risk in the normal course of business primarily to
meet the financing needs of its customers. These finan-
cial instruments include commitments to originate loans
and purchase securities. The commitments involve, to
varying degrees, elements of credit and interest rate risk
in excess of the amount recognized in the consolidated
staterment of financial condition. The Bank's exposure to
credit loss in the event of nonperformance by the other
party to the financial instrument for commitments to
extend credit is represented by the contractual notional
amount of those instruments. The Bank uses the same
credit policies in making commitments as it does for on-
balance sheet instruments.

:-34- Pamrapo Bancorp, inc.
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Commitments to originate loans are agreements 1o
lend to a customer as long as there is no violation of
any condition established in the contract. Commit-
ments generally have fixed expiration dates or other

termination clauses and may require payment of a fee.

Since commitments may expire without being drawn
upon, the total commitment amounts do not neces-
sarily represent future cash requirements. The Savings
Bank evaluates each customer's creditworthiness on a
case-by-case basis. The amount of collateral obtained,
if deemed necessary by the Bank, upon extension of
credit is based on management’s credit evaluation of
the counterparty. Collateral held varies but primarily
includes residential real estate and income-producing
commercial properties.

The Bank had loan commitments outstanding as
follows:

December 31,

2001 2002

To originate loans $ 27,097,000 $18,415,000

At Decernber 31, 2002, all the outstanding commit-
ments to originate loans are at fixed interest rates
which range from 5.75% to 8.25%. All commitments
are due to expire within ninety days.

At December 31, 2002, undisbursed funds from
approved lines of credit under a homeowners’ equity
and a commercial equity lending program amounted
to approximately $8,487,000 and $1,656,000, respec-
tively. Unless they are specifically cancelled by notice
from the Bank, these funds represent firm commit-
ments available to the respective borrowers on

demand. The interest rates charged for any month on
funds disbursed under these programs range from 0%
10 4.25% above the prime rate.

Rental expenses related to the occupancy of premises
totaled $306,000, $312,000 and $272,000 for the years
ended December 31, 2000, 2001 and 2002, respectively.
At December 31, 2002, minimum non-cancellable obli-
gations under lease agreements with original terms of
more than one year are as follows:

December 31, Amount
2003 $ 174,000
2004 158,000
2005 161,000
2006 165,000
2007 166,000
Thereafter 378,000

$ 1,202,000

The Bank is also a party to litigation which arises prima-
rily in the ordinary course of business. In the opinion
of management, the ultimate disposition of such litiga-
tion should not have a material effect on the consoli-
dated financial position of the Company.
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PaMITA L0 BANCORP, INC. AND SUBSIDIARIES

The fair value estimates are made at a discrete point

in time based on relevant market information and
information about the financial instruments. Fair value
estimates are based on judgments regarding future
expected loss experience, current economic conditions,
risk characteristics of various financial instruments and
other factors. These estimates are subjective in nature
and involve uncertainties and matters of significant
judgment and, therefore, cannot be determined with
precision. Changes in assumptions could significantly
affect the estimates. Further, the foregoing estimates
may not reflect the actual amount that could be real-
ized if all or substantially all of the financial instruments
were offered for sale.

In addition, the fair value estimates were based on exist-
ing on-and-off balance sheet financial instruments with-
out attempting to value anticipated future business and
the value of assets and liabilities that are not considered
financial instruments. Other significant assets and liabili-
ties that are not considered financial assets and liabilities
include mortgage servicing rights, premises and equip-
ment and advances from borrowers for taxes and insur-
ance. In addition, the tax ramifications related to the
realization of the unrealized gains and losses can have a
significant effect on fair value estimates and have not
been considered in any of the estimates.

Finally, reasonable comparability between financial
institutions may not be likely due to the wide range
of permitted valuation techniques and numerous
estimates which must be made given the absence

of active secondary markets for many of the financial
instruments. This lack of uniform valuation methodolo-
gies introduces a greater degree of subjectivity to
these estimated fair values.

1-86,- -Pamrapo Bancorp, inc.
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16. PARENT COMPANY

FINANCIAL INFORMATION
The following condensed financial statements of the
Company should be read in conjunction with the
Notes to Consolidated Financial Statements.

STATEMENTS OF FINANCIAL CONDITION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

December 37,

Assets 2001 2002
Cash and cash equivalents $ 6,121,603 $ 6,812,987
Investment in subsidiary 41,204,870 43,757,083
Refundable income taxes 111,836 120,285
Other assets 187,866 178,328

Total assets $ 47,626,175 $ 50,869,363
Liabilities and stockholders' equity
Liabilities
Other liabilities $ 103,000 $ 113,090

Total liabilities 103,000 113,020
Stockholders' equity
Common stock 34,500 69,000
Paid-in-capital in excess

of par value 18,906,768 18,937,168
Retained earnings -

substantially restricted 47,816,840 51,131,766
Treasury stock, at cost (19,234,933) (19,381,661)

Total stockholders' equity 47,523,175 50,756,273
Total liabilities and

stockholders' equity $ 47,626,175 $ 50,869,363
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- o AADD BANCORP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

17. QUARTERLY FINANCIAL DATA

(UNAUDITED)

(In thousands, except for per share amounts) First Second Third Fourth
Year Ended December 31, 2001 Quarter Quarter Quarter Quarter
Interest income S 8777 S 8928 $ 9,429 S 9491
Interest expense 4461 4488 4474 4121

Net interest income 4316 4440 4955 5,370
Provision for loan losses 60 60 150 189
Non-interest income 443 392 458 628
Non-interest expenses 3,046 3,150 3,256 3183
Income taxes 609 599 736 964
Net income 5 1,044 S 1023 5 1,271 $ 1,662
Net income per common share:

Basic/diluted 5 020 $ 020 5 0.24 3 0.33
Dividends per common share $ 0.18 $ 0.18 5 0.18 $ 0.18
(In thousands, except for per share amounts) First Second Thivd Fourth
Year Ended December 31,2002 Quarter Quarter Quarter Quarter
Interest income $ 9603 $ 9,592 $ 9486 $ 9377
Interest expense 3,217 3,780 3,812 3,781

Net interest income 5,686 58i2 5,674 5,596
Provision for loan losses 210 225 125 74
Non-interest incorme 530 504 243 589
Non-interest expenses 2,966 3,243 3,257 3,325
Income taxes 1,109 1,023 1,484 1,170
Net income $ 1,931 $ 1,825 $ 1,751 $ 1,616
Net income per commaon share:

Basic/diluted $ 0.37 $ 036 $ 0.34 $ 0.32
Dividends per common share $ 0.1875 $ 0.1875 $ 0.1875 $ 0.1875

38 Pamrapo Bancorp,
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@NV/ZMED@@ BANCORD, INC, AN]D SUBSIDIARBIES

MANAGEMENT RESPONSIBILITY STATEMENT

Management of Pamrapo Bancorp, Inc.and
Subsidiaries is responsible for the preparation of the
consolidated financial statements and all other consoli-
dated financial information included in this report.
Consolidated financial statements were prepared in
accordance with accounting principles generally
accepted in the United States of America.

All consolidated financial information included in the
report agrees with the consolidated financial state-
ments. In preparing the consolidated financial state-
ments, management makes informed estimates and
judgments with consideration given to materiality
about the expected results of various events and
transactions.

Management maintains a system of internal accounting
control that includes personnel selection, appropriate
division of responsibilities, and formal procedures and
policies consistent with high standards of accounting
and administrative practice. Consideration has been
given to the necessary balance between the costs of
systems of internal control and the benefits derived.

40~ . Pamrapo Bancorp, Inc.
el s

Management reviews and modifies its systems of
accounting and internal control in light of changes in
conditions and operations as well as in response to
recommendations from the independent certified
public accountants. Management believes the
accounting and internal control systems provide rea-
sonable assurance that assets are safeguarded and the
consolidated financial information is reliable.

The Board of Directors is responsible for determining
that management fulfills its responsibilities in the prepa-
ration of the consolidated financial statements and the
control of operations. The Board appoints the inde-
pendent certified public accountants. The Board meets
with management, the independent certified public
accountants, and also the internal auditor, approves the
overall scope of audit work and related fee arrange-
ments, and reviews audit reports and findings.

Nt

William J. Campfell

President and Chief Executive Officer

Koty D, o

Kenneth D.Walter
Vice President-Treasurer and Chief Financial Officer

Robert A.Hughes
Vice President

January 31,2003
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SELECTED CONSOLIDATED FINANCIAL CONDITION
L ‘_/,\»,wxywx@@ BANCORBP, INC. AND SUBSIDIARIES AND OPERATING DATA OF THE COMPANY (continued)

At or For Year Ended December 31,

1998 1999 2000 2001 2002
Selected Financial Ratios:
Return on average assets 1.13% 1.09% 0.99% 0.99% 1.26%
Return on average equity 8.96% 966% 9.57% 10.70% 14.52%
Average equity/average assets 12.64% 11.29% 10.30% 9.24% 8.70%
Interest rate spread 391% 3.76% 353% 348% 3.78%
Net yield on average
interest-earning assets 449% 4.28% 4.08% 3.95% 4.18%
Non-interest expenses to
average assets 2.79% 265% 264% 2.50% 2.27%
Equity/total assets 12.04% 10.77% 991% 881% 8.62%
Capital ratios:
Tangible 10.05% 9.30% 8.27% 726% 7.08%
Core 10.05% 9.30% 8.27% 7.26% 7.08%
Risk-based 21.23% 19.52% 16.29% 1443% 14.35%
Non-performing loans to
total assets 1.11% 0.94% 0.87% 060% 0.46%
Non-performing loans to
loans receivable 1.92% 1.57% 1.30% 0.88% 0.69%
Non-performing assets to
total assets 1.40% 1.03% 1.00% 065% 0.49%
Allowance for loan losses
to non-performing loans 50.00% 47.62% 47.74% 65.95% 94.41%
Average interest-earning
assets/average interest-bearing
liabilities 1.17x 1.16x 1.15x 1.13x 1.14x
Net interest income after
provision for loan losses
to non-interest expenses 1.50x 1.51x 1.46x 1.47x 1.73x
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Richard Sosnowski
Loan Servicing Manager

Maryann Wolenski
Consumer Loan Officer

Augustine Jehle
Branch Coordinator

Joseph Ahern
Branch Manager

Lisa Marie Campbell
Branch Manager
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Branch Manager
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Branch Manager
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Branch Manager
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611 Avenue C
Bayonne, NJ 07002
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