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Item 1. Financial Statments

WSB HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(UNAUDITED)

ASSETS
Cash

Federal funds sold and interest bearing deposits at FHLB - Atlanta
Total cash and cash equivalents

Loans receivable:
Held for sale

Held for investment (net of allowance for loan losses
of $9,761,442 and $10,219,791 respectively)

Investment securities - available for sale at fair value
Mortgage-backed securities - available for sale at fair value
Investment in Federal Home Loan Bank stock, at cost
Accrued interest receivable on loans

Accrued interest receivable on investments

Real estate acquired in settlement of loans

Bank owned life insurance

Premises and equipment - net

Income taxes receivable

Deferred income taxes

Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

Deposits:

Non-interest bearing

Interest bearing
Total deposits

Federal Home Loan Bank borrowings
Advances from borrowers for taxes and insurance
Accounts payable, accrued expenses and other liabilities

TOTAL LIABILITIES

STOCKHOLDERS' EQUITY:

Preferred stock, no stated par value; 10,000,000
shares authorized; none issued and outstanding

Common stock authorized, 20,000,000 shares at $.0001 par value,
7,992,232 and 7,924,732 issued and outstanding as of March 31, 2011
and December 31, 2010, respectively

Additional paid-in capital

Retained earnings - substantially restricted

Accumulated other comprehensive income (loss)

TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See notes to consolidated financial statements.

March 31,
2011

14,869,320
21,424,921
36,294,241

4,853,800
225,790,467

41,420,011
58,883,918
5,501,800
1,176,428
567,014
5,926,123
12,024,734
4,719,932
53,178
9,755,240
2,385,154

409,352,040

5,471,987
273,641,084
279,113,071

76,000,000
633,396
1,232,689

356,979,156

799
11,087,907
41,217,356

66,822

52,372,884

409,352,040

December 31,
2010

21,438,474
2,095,561
23,534,035

24,169,595
223,844,534

22,110,923
58,551,837
5,501,800
1,169,898
465,831
6,055,945
11,911,801
4,802,675
629,167
9,829,655
3,352,288

395,929,984

6,512,064
260,069,078
266,581,142

76,000,000
479,480
1,250,469

344,311,091

792

10,872,561

40,981,757
(236,217)

51,618,893

395,929,984



WSB HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

Three Months ended
March 31,
2011 2010

INTEREST INCOME:
Interest and fees on loans $ 3,715,395 $ 3,854,028
Interest on mortgage-backed securities 654,085 1,346,136
Interest and dividends on investments 292,703 382,051

Total interest income 4,662,183 5,582,215
INTEREST EXPENSE:
Interest on deposits 1,115,202 1,315,552
Interest on other borrowings 519,429 1,244,082

Total interest expense 1,634,631 2,559,634
NET INTEREST INCOME 3,027,552 3,022,581
Provision for loan losses - -
NET INTEREST INCOME AFTER PROVISION

FOR LOAN LOSSES 3,027,552 3,022,581
NON-INTEREST INCOME:
Loan related fees 112,120 87,606
Gain on sale of loans 364,142 123,145
Gain on sale of investment securities - available for sale 182,848 -
Gain (loss) on sale of real estate acquired in settlement of loans 13,144 (36,400)
Service charges on deposits 24,996 34,995
Rental income 94,245 101,439
Other income 155,811 155,229

Total non-interest income 947,306 466,014
NON-INTEREST EXPENSE:
Salaries and benefits 1,960,225 1,560,996
Occupancy expense 172,798 177,040
Depreciation 114,924 137,726
Advertising 86,514 82,893
Service bureau charges 134,124 133,058
Service charges from banks 9,010 8,648
Stationary, printing and supplies 44,844 33,361
Professional services 99,057 231,052
FDIC Insurance 219,922 301,928
Provision for losses on real estate acquired in settlement of loans 31,880 60,240
Other taxes 80,797 81,228
Other 734,664 620,777

Total non-interest expense 3,688,759 3,428,947
INCOME BEFORE INCOME TAXES 286,099 59,648
INCOME TAX EXPENSE (BENEFIT) 50,500 (194,095)
NET INCOME $ 235,599 $ 253,743
BASIC EARNINGS PER COMMON SHARE $ 0.03 $ 0.03
DILUTED EARNINGS PER COMMON SHARE $ 0.03 $ 0.03
CASH DIVIDENDS DECLARED PER COMMON SHARE $ 0.00 $ 0.00
AVERAGE COMMON SHARES OUTSTANDING 7,966,732 7,855,732
AVERAGE DILUTED COMMON SHARES OUTSTANDING 7,967,387 7,879,472

See notes to consolidated financial statements.



WSB HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
THREE MONTHS ENDED MARCH 31, 2011 AND 2010 (Unaudited)

Accumulated

Additional Other Total
Common Paid-In Retained Comprehensive Stockholders'
Stock Capital Earnings Income (Loss) Equity
BALANCE, JANUARY 1, 2010 $ 785 $ 10,717,631 $ 44,854,806 $ (2,716,504) $ 52,856,718
Comprehensive Income:
Net Income - - 253,743 - 253,743
Net changes in unrealized appreciation
on available for sale securities - - - 1,037,856 1,037,856
Total comprehensive Income 1,291,599
BALANCE, MARCH 31, 2010 $ 785 $ 10,717,631 $ 45,108,549 $ (1,678,648) $ 54,148,317
BALANCE, JANUARY 1, 2011 $ 792 $ 10,872,561 $ 40,981,757 $ (236,217) $ 51,618,893
Exercise of Stock Options 7 213,227 - - 213,234
Tax effect of stock options exercised - 2,119 - - 2,119
Comprehensive Income:
Net Income - - 235,599 - 235,599
Other comprehensive income
Reclassification adjustment for
gains, net of taxes of $72,115 - - - 110,733 110,733
Net changes in unrealized appreciation
on available for sale securities - - - 192,306 192,306
Total comprehensive loss 538,638
BALANCE, MARCH 31, 2011 $ 799 $ 11,087,907 $ 41,217,356 $ 66,822 $ 52,372,884

See notes to consolidated financial statements



WSB HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

OPERATING ACTIVITIES:

Net earnings

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

Depreciation

Accretion of discounts on investment securities

Gain on sale of mortgage-backed securities-available for sale
(Gain) Loss on sale of real estate acquired in settlement of loans
Gain on sale of loans

Loans originated for sale

Proceeds from sale of loans originated for sale

Increase in cash surrender value of bank owned life insurance
Chanage in deferred income taxes

(increase) decrease in accrued interest receivable

Decrease in other assets

Increase (decrease) in net deferred loan fees

Change in income taxes payable/receivable

(Decrease) increase in accrued interest payable

Decrease in accounts payable, accrued expenses and other liabilities

Net cash provided by operating activities
INVESTING ACTIVITIES:

Net increase in loans

Purchase of mortgage-backed securities - available for sale
Repayment of mortgage-backed securities - available for sale
Sale of mortgage backed securities -availabe for sale
Redemption of Federal Home Loan Bank Stock

Purchase of investment securities - available for sale
Purchase of investment securities - held to maturity
Repayment of investment securities - available for sale
Purchase of premises and equipment

Sale of investment securities - available for sale
Development of real estate acquired in settlement of loans
Proceeds from sale of real estate acquired in settlement of loans

Net cash (used in) provided by investing activities
FINANCING ACTIVITIES:
Net increase in demand deposits, NOW
accounts and savings accounts

Proceeds from issuance of certificates of deposit
Payments for maturing certificates of deposit

Net increase in advance payments by borrowers for taxes and insurance

Decrease in advance from the Federal Home Loan Bank
Excess tax benefit from stock-based compensation
Proceeds from exercise of stock options

Net cash provided by (used in) by financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS, END OF PERIOD
CASH PAID DURING THE PERIOD FOR:

Income taxes

Interest

Non-cash transactions:
Transter trom loans to real estate acquired In settlement ot loans

See notes to consolidated financial statements.

Three months ended

March 31,

2011 2010
235,599 $ 253,743
114,924 137,726
240,368 1,113

(182,848) R
(13,144) 36,400
(364,142) (123,145)
(32,590,369) (18,198,733)
52,270,305 21,920,958
(112,933) (118,152)
(138,696) 13,080
(107,713) 119,755
967,137 432,391
58,346 (58,279)
575,989 -
(1,765) 5,192
(17,780) (59,672)
20,933,278 4,362,377
(2,358,789) (1,136,160)
(13,027,549) 47,412
5,699,130 16,275,929
7,715,995 -

- (247,500)
(19,990,000) (10,453)
419,885 1,097,195
(32,182) (4,161)

0 -

(14,961) (8,750)
512,436 1,458,601
(21,076,035) 17,472,113

17,894,028 4,624,092

1,530,830 11,066,416

(6,891,164) (9,289,943)
153,916 233,569

- (8,000,000)
2,118 0
213,234 -

12,902,962 (1,365,866)

12,760,205 20,468,624

23,534,036 9,068,864

36,294,241 $ 29,537,488

R $ R

1,6/5,4//( $ 2,135,344

354,510 $ 1,072,570



WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

1. Financial Statements

The Consolidated Financial Statements for the three months ended March 31, 2011 and 2010 have been
prepared by WSB Holdings, Inc. ("WSB" or the “Company”) without audit. In the opinion of management, all
adjustments (which include only normal recurring adjustments) necessary to present fairly the financial position,
results of operations, and cash flows at March 31, 2011, and for all periods presented, have been made. All
significant intercompany transactions have been eliminated.

Certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of America have been condensed or
omitted pursuant to the rules and regulations of the Securities and Exchange Commission. Management believes
that the disclosures are adequate to make the information presented not misleading. These consolidated financial
statements should be read in conjunction with the consolidated financial statements and notes thereto included in
the Company’s Annual Report on Form 10-K for the year ended December 31, 2010 (the “2010 Annual Report™),
a copy of which is available at www.twsbh.com and www.sec.gov. The results of operations for the period ended
March 31, 2011, are not necessarily indicative of the operating results for the full year, or any other period.

Certain prior year's amounts have been reclassified to conform with the current year's presentation.

2. Earnings Per Common Share

The following is the reconciliation of the numerators and denominators of the basic and diluted Earnings Per
Common Share (“EPS”) computation for all periods presented in the Consolidated Statements of Operations.

Three Months Ended March 31,

2011 2010
Net Income Shares Per Share Net Income Shares Per Share
(Numerator)  (Denominator) Amount (Numerator)  (Denominator)  Amount
Basic EPS
Net income available to
Common Stockholders $ 235,599 7,966,732 $ 003 $ 253,743 7,855,732 $ 0.03
Effect of Dilutive
Options
Incremental Shares 655 23,740
Diluted EPS

Net income available to
Common Stockholders $ 235,599 7,967,387 $ 0.03 $ 253,743 7,879,472 % 0.03




WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

Options to purchase 260,375 shares of common stock were not included in the computation of diluted EPS
for the three months ended March 31, 2011 because their effect would have been antidilutive.

Options to purchase 325,375 shares of common stock were not included in the computation of diluted EPS
for the three months ended March 31, 2010 because their effect would have been antidilutive.

3. Stock-Based Compensation

We have incentive compensation plans that permit the granting of incentive and non-qualified awards in the
form of stock options. Generally, the terms of these plans stipulate that the exercise price of options may not be
less than the fair market value of WSB’s common stock on the date the options are granted. Options
predominantly vest over a two year period from the date of grant, and expire not later than ten years from the date
of grant.

There were no awards granted during 2011 or 2010. There was no pre-tax stock-based compensation during
the three months ending March 31, 2011 and 2010.

All outstanding options are vested and there is currently no unrealized compensation cost related to non-
vested share based compensation arrangements.

Stock Option Plans - We have five stock option plans, which reserve shares of common stock for issuance to
certain key employees and non-employee directors. Collectively, these plans reserve 2,310,000 shares for
issuance pursuant to options as of March 31, 2011, 1,899,125 options have been granted or expired and 410,875
options remain available for grant. Options granted generally expire ten years after grant date and are exercisable
at 50% one year after the date of grant and the remaining 50% two years after the date of grant, with the
exceptions of (1) options granted under the Non-Employee Directors’ Plan, which options are exercisable at 25%
on the first and second anniversary dates and the remaining 50% three years after the date of grant and (2) the
5,000 option grant to WSB’s CEO in September 2005, which were fully vested at time of grant and have since
expired. The exercise price of the options granted pursuant to these plans is in each case the fair market value of
the shares on the date of grant.



WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

The following table summarizes stock option activity for the three month period ended March 31, 2011:

Weighted Weighted
Average Average Aggregate
Exercise Remaining Intrinsic
Shares Price Life (Years) Value
Outstanding at
December 31, 2010 341,375 $3.56
Exercised (67,500) 3.19
Granted - -
Forfeited - -
Outstanding at
March 31, 2011 273,875 $3.65 0.09 $7,695
Exercisable at
March 31, 2011 273,875 $3.65 0.09 $7,695

4. Fair Value Measurements

The Company applies guidance issued by FASB regarding fair value measurements which provides a
framework for measuring and disclosing fair value under generally accepted accounting principles. This guidance
requires disclosures about the fair value of assets and liabilities recognized in the balance sheet in periods
subsequent to initial recognition, whether the measurements are made on a recurring basis (for example,
available-for-sale investment securities) or on a nonrecurring basis (for example, impaired loans). This guidance
defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an exit
price) in the principal or most advantageous market for the asset or liability in an orderly transaction between
market participants on the measurement date. This guidance also establishes a fair value hierarchy, which
requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when
measuring fair value.

We utilize fair value measurements to record fair value adjustments to certain assets and to determine fair
value disclosures. Securities available for sale are recorded at fair value on a recurring basis. Additionally, from
time to time, we may be required to record at fair value other assets on a nonrecurring basis, such as loans held for
sale, loans held for investment and certain other assets. These nonrecurring fair value adjustments typically
involve application of lower of cost or market accounting or write-downs of individual assets.

Under the fair value measurement guidance, we group assets and liabilities at fair value in three levels, based
on the markets in which the assets and liabilities are traded and the reliability of the assumptions used to
determine the fair value. These hierarchy levels are:

Level 1 inputs — Unadjusted quoted prices in active markets for identical assets or liabilities that the entity has the
ability to access at the measurement date.



WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

Level 2 inputs - Inputs other than quoted prices included in Level 1 that are observable for the asset or liability,
either directly or indirectly. These might include quoted prices for similar assets and liabilities in active markets,
and inputs other than quoted prices that are observable for the asset or liability, such as interest rates and yield
curves that are observable at commonly quoted intervals.

Level 3 inputs - Unobservable inputs for determining the fair values of assets or liabilities that reflect an entity’s
own assumptions about the assumptions that market participants would use in pricing the assets or liabilities.

An asset or liability’s categorization within the fair value hierarchy is based upon the lowest level of input
that is significant to the fair value measurement. Management reviews and updates the fair value hierarchy
classifications of our assets and liabilities on a quarterly basis.

The following is a description of valuation methodologies used for assets and liabilities recorded at fair
value:

Investment Securities Available-for-Sale

Investment securities available-for-sale are recorded at fair value on a recurring basis. Fair value
measurement is based upon quoted prices, if available. If quoted prices are not available, fair values are measured
using independent pricing models or other model-based valuation techniques such as the present value of future
cash flows, adjusted for the security’s credit rating, prepayment assumptions and other factors such as credit loss
assumptions. Level 1 securities include those traded on an active exchange such as the New York Stock
Exchange, Treasury securities that are traded by dealers or brokers in active over-the-counter markets and money
market funds. Level 2 securities include mortgage backed securities issued by government sponsored entities,
municipal bonds and corporate debt securities. Securities classified as Level 3 include asset-backed securities in
less liquid markets. With the exception of our private labeled mortgage-backed securities, all securities available
for sale are classified as Level 2.

Loans

We do not record loans held-for-investment at fair value on a recurring basis, however, from time to time, a
loan is considered impaired and an allowance for loan loss is established. Loans for which it is probable that
payment of interest and principle will not be made in accordance with the contractual terms of the loan are
considered impaired. Once a loan is identified as individually impaired, management measures impairment in
accordance with the FASB’s Accounting Standards Codification Receivables Topic. The fair value of impaired
loans is estimated using one of several methods, including the collateral value, market value of similar debt,
enterprise value, liquidation value and discounted cash flows. Those impaired loans not requiring a specific
allowance represent loans for which the fair value of expected repayments or collateral exceed the recorded
investment in such loans. At March 31, 2011, substantially all of the totally impaired loans were evaluated based
upon the fair value of the collateral. In accordance with guidance regarding fair value measurements, impaired
loans where an allowance is established based on the fair value of collateral require classification in the fair value
hierarchy. When the fair value of the collateral is based on an observable market price or a current appraised
value, we record the loan as nonrecurring Level 2. When an appraised value is not available



WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

or management determines the fair value of the collateral is further impaired below the appraised value and there
is no observable market price, we record the loan as nonrecurring Level 3.

Loans Held for Sale- Loans held for sale are valued based on quotations from the secondary market for similar
instruments and is classified as level 2 of the fair value hierarchy.

Foreclosed Assets

Foreclosed assets are adjusted for fair value upon transfer of the loans to foreclosed assets. Subsequently,
foreclosed assets are carried at the lower of carrying value and fair value. Fair value is based upon independent
market prices, appraised value of the collateral or management’s estimation of the value of the collateral. When
the fair value of the collateral is based on an observable market price or a current appraised value, we record the
foreclosed asset as nonrecurring Level 2. When an appraised value is not available or management determines the
fair value of the collateral is further impaired below the appraised value and there is no observable market price,
we record the foreclosed asset at nonrecurring Level 3.

Assets and Liabilities Measured at Fair Value on a Recurring Basis

The table below presents the recorded amount of assets and liabilities measured at fair value on a recurring
basis at March 31, 2011 and December 31, 2010:
At March 31, 2011 (In thousands)

Quoted Prices in Other Significant ~ Total Changes
Active Markets for Observable  Unobservable in Fair Values
Carrying Value Identical Assets Inputs Inputs Included in
March 31, 2011 (Level 1) (Level 2) (Level 3)  Period Earnings
Loans Held-for-sale $ 4,854 $ 4,854 $
Auvailable-for-sale, FHLB Agencies callable 39,088 - 39,088 - -
Available-for-Sale, Municipal Bonds 2,332 - 2,332 - -
Auvailable-for-Sale Residential MBS 58,884 - 37,326 21,558 -
$ 105,158 $ - $ 83,600 $ 21,558 $

At December 31, 2010 (In thousands)

Quoted Prices in Other Significant ~ Total Changes
Active Markets for Observable  Unobservable in Fair Values
Carrying Value Identical Assets Inputs Inputs Included in
December 31, 2010 (Level 1) (Level 2) (Level 3)  Period Earnings
Loans Held-for-sale $ 24,170 $ 24,170 $
Auvailable-for-sale, FHLB Agencies callable 19,784 - 19,784 -
Available-for-Sale, Municipal Bonds 2,327 - 2,327 -
Available-for-Sale Residential MBS 58,552 - 35,187 23,365 (2,932)
$ 104,833 $ - $ 81,468 % 23,365 $  (2,932)

10



WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

Loans held-for-sale, which are carried at the lower of cost or market, did not have any impairment charge at
March 31, 2011.

Assets included in Level 3 include our private-labeled mortgage-backed securities (“MBS”) due to lack of
observable market data due to decreases in market activity for these securities. Our policy is to recognize
transfers in and out as of the actual date of the event or change in circumstances that caused the transfer. No
assets were transferred to Level 3 during the three month period ending March 31, 2011. The change in the assets
included in Level 3 was due to principal repayments and the change in unrealized gains/losses for the three month
period ending March 31, 2011.

The table below presents a reconciliation and income statement classification of gains and losses for all
assets measured at fair value on a recurring basis using significant unobservable inputs (Level 3) for the three
months ended March 31, 2011 and March 31, 2010.

Fair VValue Measurements
Using Significant Unobservable Inputs
(Level 3)

Private Labeled Mortgage-Backed
Securities-Available for Sale
Three months ended March 31,

2011 2010
Beginning Balance $ 23,365 $ 40,194
Accretion/Amortization of Discount/Premiums 4 7
Payments received (3,002) (4,174)
Difference in Unrealized gain (loss) 1,191 396
Other than temporary impairment
Ending Balance $ 21,558 "$ 36,423

Assets and Liabilities Measured at Fair VValue on a Nonrecurring Basis

We may be required from time to time, to measure certain assets at fair value on a non- recurring basis in
accordance with U.S. generally accepted accounting principles. These include assets that are measured at the
lower of cost or market that were recognized at fair value below cost at the end of the period. Assets measured at
fair value on a nonrecurring basis at March 31, 2011 and December 31, 2010 is included in the tables below:

11



WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

At March 31, 2011 (In thousands)

Impaired Loans:
Residential Real estate
Construction
Land and land Acquisition
Commercial Real Estate and Commercial
Consumer

Total Impaired Loans

Real estate acquired in settlement of loans:
Residential Real estate
Construction
Land and land Acquisition
Commercial Real Estate and Commercial

Total Real estate acquired in settlement of loans:

Total

Quoted Prices In Significant
Active Markets for Observable Unobservable
Carrying Value Identical Assets Inputs Inputs
March 31, 2011 (Level 2) (Level 3)
10,453 $ 10,453 $
4,351 4,351
14,029 14,029
1 1
28,834 28,834
1,237 $ 1,237 $
1,049 1,049
1,938 1,938
1,702 1,702
5,926 5,926
34,760 ¥ 34,760 ¥

12



WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

At December 31, 2010 (In thousands)

Quoted Prices In Other Significant
Active Markets for Observable Unobservable
Carrying Value Identical Assets Inputs Inputs
December 31, 2010 (Level 1) (Level 2) (Level 3)
Impaired Loans:
Residential Real estate $ 12,228 $ -8 12,228 $
Construction 1,617 - 1,617
Land and land Acquisition 2,942 - 2,942
Commercial Real Estate and Commercial 16,304 - 16,304
Consumer 1 - 1
Total Impaired Loans 33,092 - 33,092
Real estate acquired in settlement of loans:
Residential Real estate $ 1,053 $ -8 1,053 $
Construction 1,330 - 1,330
Land and land Acquisition 1,976 - 1,976
Commercial Real Estate and Commercial 1,697 - 1,697
Total Real estate acquired in settlement of loans: 6,056 - 6,056
Total b 39,148 % - % 39,148 %

Impaired loans, which are measured for impairment using the fair value of the collateral for collateral
dependent loans, had a principal balance of $34,561,000, with a related valuation allowance of $5,859,000 at
March 31, 2011 compared to principal balance of $38,785,000, with a related valuation allowance of $5,693,000
at December 31, 2010.

Real estate acquired in settlement of loans is carried at the lower of our recorded investment or fair value at
the date of acquisition. Write-downs to fair value at the date of acquisition are charged to the allowance for loan
losses. Subsequent write downs are included in non-interest expense. Costs relating to the development and
improvement of a property are capitalized, whereas those relating to holding the property are charged to expense
when incurred. The real estate is carried at the lower of acquisition or fair value net of estimated costs to sell
subsequent to acquisition. Operating expenses of real estate owned are reflected in other non-interest expenses.
The value of OREOQ properties held due to foreclosures at March 31, 2011 was $5.9 million compared to $6.1
million at December 31, 2010.

Impaired loans, Real Estate Acquired in Settlement of Loans are classified as Level 2 within the valuation
hierarchy.
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WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

The following disclosures of the estimated fair value of financial instruments are made in accordance with the
requirements of FASB’s Accounting Standards Codification Topic 820, “Fair Value Measurements and
Disclosures”. We have determined the fair value amounts by using available market information and appropriate
valuation methodologies. However, considerable judgment is required in interpreting market data to develop the
estimates of fair value. Accordingly, the estimates presented herein are not necessarily indicative of the amount
we could realize in a current market exchange. The use of different market assumptions and/or estimation
methodologies may have a material effect on the estimated fair value amounts.

March 31, 2011 December 31, 2010
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
(000's) (000's) (000's) (000's)
Assets:

Cash and cash equivalents $ 36,294 $ 36,294 $ 23534 $ 23,534
Loans receivable, net 230,644 233,079 248,014 248,175
Mortgage-backed securities:

Available for sale 58,884 58,884 58,552 58,552
Investment securities:

Available for sale 41,420 41,420 22,111 22,111
Investment in Federal Home

Loan Bank stock 5,502 5,502 5,502 5,502
Bank Owned Life Insurance 12,025 12,025 11,912 11,912

Liabilities:

Deposits:

Non-interest-bearing 5,472 5,472 6,512 6,512

Interest bearing 273,641 275,269 260,069 261,964
Borrowings 76,000 75,962 76,000 76,086

Cash and Cash Equivalents - For cash and cash equivalents, the carrying amount is a reasonable estimate of
fair value.

Loans Receivable, Net - Loans not having quoted market prices are priced using the discounted cash flow
method. The discount rate used is the rate currently offered on similar products. The estimated fair value of loans
held-for-sale is based on the terms of the related sale commitments.

Mortgage-Backed Securities - Fair values are based on quoted market prices or dealer quotes. If a quoted
market price is not available, fair value is estimated using quoted market prices for similar securities.

Investment Securities - Fair values are based on quoted market prices or dealer quotes. If a quoted market
price is not available, fair values are estimated using quoted market prices for similar securities.
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WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

Investment in Federal Home Loan Bank Stock - The carrying amount of Federal Home Loan Bank (FHLB)
Stock is a reasonable estimate of fair value as FHLB stock does not have a readily available market and can only
be sold back to the FHLB at its par value of $100 per share.

Bank Owned Life Insurance - The carrying amount of Bank Owned Life Insurance (“BOLI”) purchased on a
group of officers is a reasonable estimate of fair value. BOLI is an insurance product that provides an effective
way to offset current employee benefit costs.

Deposits - The fair value of non-interest bearing accounts is the amount payable on demand at the reporting
date. The fair value of interest-bearing deposits is determined using the discounted cash flow method. The
discount rate used is the rate currently offered on similar products.

Borrowings — The fair value of borrowings is determined using the discounted cash flow method. The
discount rate used is the rate currently offered on similar products.

Commitments to Grant Loans and Standby Letters of Credit and Financial Guarantees Written - The majority
of our commitments to grant loans and standby letters of credit and financial guarantees written carry current
market interest rates if converted to loans. Because commitments to extend credit and letters of credit are
generally un-assignable by either the Bank or the borrower, they only have value to the Bank and the borrower
and therefore it is impractical to assign any value to these commitments.

The fair value estimates presented herein are based on pertinent information available to management as of
March 31, 2011 and December 31, 2010. Although management is not aware of any factors that would
significantly affect the estimated fair value amounts, such amounts have not been comprehensively reevaluated
for purposes of these financial statements since reporting period ending March 31, 2011 and, therefore, current
estimates of fair value may differ significantly from the amounts presented herein.
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WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

5. Loans

The following table summarizes loans at March 31, 2011 and December 31, 2010.

March 31, 2011 December 31, 2010
FIRST MORTGAGE LOANS:
Secured by single-family residences 5 74,541,817 5 72,968,063
Secured by 5 or more- residential 2,407,029 3,019,186
Secured by other properties 40,708,881 41,306,353
Construction loans 6,091,158 4,898,672
Land and land development loans 10,739,501 11,613,824
Land acquisition loans 2,341,995 1,849,875
136,830,381 135,655,973
SECOND MORTGAGE LOANS 2,578,312 2,597,198
COMMERCIAL AND OIHER LOANS:
Commercial -secured by real estate 92,831,947 92,458,529
Commercial 3,268,546 3,212,401
Loans secured by savings accounts 189,595 205,637
Consumer installment loans 310,427 333,540
236,009,208 234,463,278
LESS:
Allowance for loan losses (9,761,442) (10,219,791)
Deferred loan fees (457,299) (398,953)

TOTAL LOANS RECEIVABLE HELD-FOR-
INVESTMENT $ 225,790,467 $ 223,844,534
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WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

Allowance for loan losses and recorded investment in loans for the quarter ended March 31, 2011 is
summarized as follows :

Commrercial
Residential Landand Land Real Estate and
Real Estate Construction Acquisition Commercial Consuner Total
(dollars in thousands)

Allonance for lcen lasses:

Beginning balance $ 2801 $ 26 $ 2 $ 4067 $ 4 $ 10220
Charge-offs @ - (€] - ¢ (&59)
Recoveries 8 - - - - 8
Provisions - - - - - -

Ending Balance 2472 226 2856 4,067 2 9782

Ending Balance: individually

evaluated for inpainrent 1,251 - 2378 2230 - 580

Ending Balance: collectively

evaluated for impainrent 1221 36 517 1,837 2 3908

Loas:

Ending Balance $ 12026 $ 6001 $ 13081  $ BIOL $ 50 $ 23xB0»®

Ending Balance: individually

evaluated for impainrent 12,831 - 6922 1696565 1 36,70

Ending Balance: collectively

evaluated for inpainrent 107,355 6,091 6150 79146 409 199290

As part of our on-going monitoring of the credit quality of our loan portfolio, we categorize loans into risk
categories based on relevant information about the ability of borrowers to repay their debt. Current financial

information, historical payment experience, credit documentation, current economic trends and other factors are
used to categorize loans into risk categories.

Credit quality indicators as of March 31, 2011 are as follows:

Pass — Loans classified as pass generally meet or exceed normal credit standards. Factors include repayment
source, collateral, borrower cash flows, and performance history.
Special Mention: Loans classified Special Mention loans have potential weaknesses that deserve management’s

attention. These loans are not adversely classified and do not expose an institution to sufficient risk to currently
warrant adverse classification.

Substandard: Loans classified as substandard are loans that have a well-defined weakness. They are characterized
by the distinct possibility that we will sustain some loss if the deficiencies are not corrected. These loans are

inadequately protected by the current net worth and paying capacity of the obligor or the collateral pledged as
security for the asset.
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Doubtful: Loans classified as doubtful consists of loans where we expect a loss, but not a total loss. These loans
have all the weaknesses inherent in a substandard asset, in addition, these weaknesses make collection highly

WSB HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

guestionable or improbable based on the existing circumstances.

Loss: Loans classified as loss are considered uncollectible. A loan classified as a loss does not mean that an asset
has no recovery value, but that is practical to defer writing off or reserving all or a portion of the asset, even though
partial recovery may be collected in the future. Loans that are classified as “Loss” are fully reserved for on our
financial statements.

Credit risk profile by internally assigned grade, as described above as of March 31, 2011 is as follows:

Pass
Special Mention
Substandard
Doubtful/Loss

Total

Gomrercial
Land and Real Estate
Land and
Real Estate Construction  Acquisition Conmrercial Consurnrer Total
(dollars in thousands)
$ 104680 $ 448 $ 5967 $ 727 497 $ 178238
4331 - 378 17,100 - 21,809
11,174 1,663 6419 16,159 3 35408
12 - 317 115 - 54
$ 12026 $ 60l $ 13081 $ 96,101 50 $ 236,000
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WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

Information on impaired loans for the quarter ended March 31, 2011 is as follows:

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment Balance Allowance Investment Recognized

(dollars in thousands)
With no related allowance

recorded:
Residential Real Estate $ 3,434 $ 3,434 $ - $ 3,575 $ 40
Construction - - - - -
Land and Land Acquisition 164 164 - 164 -
Commercial Real Estate
and Commercial 808 898 - 898 16
Consumer 1 1 - 1 -
With an allowance recorded:
Residential Real Estate $ 8,196 $ 9,447 $ 1,251 $ 8,500 $ 98
Construction - - - - -
Land and Land Acquisition 4,380 6,758 2,378 4,379 19
Commercial Real Estate
and Commercial 13,827 16,057 2,230 13,767 101
Consumer - - - - -
Total
Residential Real Estate $ 11,630 $ 12,881 $ 1,251 $ 12,075 $ 138
Construction - - - - -
Land and Land Acquisition 4,544 6,922 2,378 4,543 19
Commercial Real Estate
and Commercial 14,725 16,955 2,230 14,665 117
Consumer 1 1 - 1 -

At March 31, 2011 and December 31, 2010, nonaccrual loans were $21.9 million and $27.1 million, respectively.
An age analysis of past due loans as of March 31, 2011 is as follows:

2paynents 3 paynents  Non-Accrual Total

Past Due Past Due Loars Past Due Qurrent Total
(dallars in thousands)

Residential Real Estate $ 4988 $ 276 $ 6983 $ 14,747 $ 105489 $ 120236
Construction - - - - 6,001 6,001
Land and Land Acquisition 2,388 36 5,744 8,168 4,913 13,081
Conmrercial Real Estate

and Gommrercial 574 565 9,236 10,375 85,726 96,101
Consuner 1 1 1 3 497 500

Total $ 7968 $ 338 $ 2194 $ 3223 $202716  $ 236,009
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WSB HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

Loans on which the recognition of interest has been discontinued amounted to approximately $21.9
million and $27.1 million at March 31, 2011 and December 31, 2010, respectively. If interest income had
been recognized on those loans at their stated rates during the period ending March 31, 2011 and 2010,
interest income would have been increased in each period by approximately $1.6 million. The total
allowance for loan losses on these impaired loans was approximately $5.7 million at March 31, 2011 and
December 31, 2010.

Period-end impaired loans were as follows:

March 31, 2011 December 31, 2010

Balance of impaired loans with no allocated allowance $ 4,497 $ 4,641
Balance of impaired loans with an allocated allowance 26,403 34,143
Total recorded investment of impaired loans $ 30,900 $ 38,784
Amount of the allowance allocated to impaired loans $ 5,859 $ 5,693

The impaired loans included in the table above were comprised of collateral dependent 1-4
residential real estate, lot loans and commercial real estate loans. The average recorded investment in
impaired loans was $31.2 million and $25.0 million at March 31, 2011 and December 31, 2010,
respectively.

6. Investments and Mortgage-Backed Securities

Investment securities consist of the following:

March 31, 2011

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
AVAILABLE FOR SALE:

FHLB Agencies $ 19,390,832 $ 301,805 $ 262,600 $ 19,430,037
FNMA Agencies 14,981,109 700 48,860 14,932,949
Farmer Mac 5,000,000 - 274,750 4,725,250
Municipal Bonds 2,294,585 37,190 - 2,331,775

$ 41,666,526  $ 339,695 $ 586,210 $ 41,420,011
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND
(unaudited)

December 31, 2010

2010

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
AVAILABLE FOR SALE:

FHLB Agencies $ 9,811,049 $ 326,524 $ 160,450 $ 9,977,123

FNMA Agencies 4,985,020 25,330 - 5,010,350

Farmer Mac 5,000,000 - 203,550 4,796,450

Municipal Bonds 2,295,741 31,259 - 2,327,000

$ 22,091,810 $ 383,113 $ 364,000 $ 22,110,923

Mortgage-backed securities consisted of the following:
March 31, 2011
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
AVAILABLE FOR SALE:

GNMA certificates $ 865,631 $ 90,753 $ - 3 956,384
Private label collaterized mortgage obligations 21,944,356 20,472 407,145 21,557,683
FHLMC pass-through certificates 6,061,635 15,150 16,066 6,060,719
FNMA pass-through certificates 16,498,719 273,620 36,874 16,735,465
Other pass-through certificates 13,156,690 416,976 - 13,573,668
$ 58,527,031 $ 816,971 $ 460,085 $ 58,883,917

Weighted average interest rate 4.72%
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(unaudited)

AVAILABLE FOR SALE:
GNMA certificates

Private label collaterized mortgage obligations
FHLMC pass-through certificates
FNMA pass-through certificates

Other pass-through certificates

Weighted average interest rate

December 31, 2010

Amortized
Cost

$ 965,230 $

24,942,257
10,165,914
9,099,423

13,788,148

Gross Gross E
Unrealized Unrealized

Gains Losses

104,993 $ - 3
5,052 1,582,644

263,607 -
250,779 -
549,078 -

stimated
Fair
Value

1,070,223
23,364,665
10,429,521

9,350,202

14,337,226

$ 58,960,972 $

1,173,509 $ 1,582,644 $

58,551,837

5.39%

The portfolio classified as “Available for Sale” is consistent with management’s assessment and intention as
to the portfolio. While we have the ability to hold the securities until maturity, from time to time or with
changing conditions, it may be advantageous to sell certain securities either to take advantage of favorable interest
rate changes or to increase liquidity. Securities classified as “Held to Maturity” are not subject to fair value
adjustment due to temporary changes in value due to interest rate variations, while securities classified as
“Available for Sale” are subject to adjustment in carrying value through the accumulated comprehensive income
line item in Stockholder’s Equity section of the Consolidated Statement of Financial Condition.

Gross unrealized losses and fair value by length of time that the individual available-for-sale investment and
mortgage-backed securities have been in a continuous unrealized loss position is as follows:

March 31, 2011

December 31, 2010

Continuous Continuous
Fair Unrealized Fair Unrealized
Value Losses Value Losses
Less than 12 months
FHLB Agencies $ 14,727,500 $ 262,600 - -
Farmer Mac Callable $ 4,725,250  $ 274,750 - -
FNMA Agencies $ 9932250 $ 48,859 - -
FHLMC MBS $ 5,000,307 $ 16,066 - -
FNMA MBS $ 2,961,444 $ 36,874 - -
More than 12 months
Other pass-through 20,054,167 407,146 23,182,150 1,582,644
Total $ 57,400,917 $ 1,046,295 $ 23,182,150 $ 1,582,644
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In evaluating whether a security was other than temporarily impaired, we considered the severity and length
of time impaired for each security in a loss position. Other qualitative data was also considered including recent
developments specific to the organization issuing the security, market liquidity, extension risk, credit rating
downgrades as well as analysis of performance of the underlying collateral.

We believe that the unrealized losses, included in the table above, are not other-than-temporary. The
unrealized losses are driven by market illiquidity causing price deterioration. Because our intention is not to sell
the MBS and it is not more likely than not that we will be required to sell the MBS before recovery of their
amortized cost bases, which may be maturity, as such, management does not consider these MBS to be other-
than-temporarily impaired at March 31, 2011.

There are five remaining non-agency MBS that have been rated less than investment grade by at least one
rating agency. The remaining portfolio is U.S. Government securities. We continue to aggressively monitor the
performance of these securities and the underlying collateral.

Proceeds from the sale of mortgage-backed securities were as follows for the three months ending March 31,
2011:

March 31, 2011
Gross Realized
Carrying Gain (Loss)
Value Proceeds on sales
MBS - available-for-sale $ 7,715995 $ 7,898,843 $ 182,848

$ 7715995 $ 7898843 $ 182,848

7. New Accounting Pronouncements

All pending but not yet effective Accounting Standards Updates (“ASU”) were evaluated and only that listed
below could have a material impact on our financial condition or results of operations.

In April 2011, the FASB amended existing guidance for assisting a creditor in determining whether a
restructuring is a troubled debt restructuring. The amendments clarify the guidance for a creditor’s evaluation of
whether it has granted a concession and whether a debtor is experiencing financial difficulties. This guidance is
effective for interim and annual reporting periods beginning after June 15, 2011, and should be applied
retrospectively to the beginning of the annual period of adoption. For purposes of measuring impairment on newly
identified troubled debt restructurings, the amendments should be applied prospectively for the first interim or
annual period beginning on or after June 15, 2011. The Company has not determined the impact, if any, upon the
adoption of the standard.
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In April, 2011, the FASB issued ASU No. 2011-03, “Reconsideration of Effective Control for Repurchase
Agreements.” ASU No. 2011-03 affects all entities that enter into agreements to transfer financial assets that both
entitle and obligate the transferor to repurchase or redeem the financial assets before their maturity. The
amendments in ASU No. 2011-03 remove from the assessment of effective control the criterion relating to the
transferor’s ability to repurchase or redeem financial assets on substantially the agreed terms, even in the event of
default by the transferee. ASU No. 2011-03 also eliminates the requirement to demonstrate that the transferor
possesses adequate collateral to fund substantially all the cost of purchasing replacement financial assets. The
guidance is effective for the Company’s reporting period ended March 31, 2012. The guidance will be applied
prospectively to transactions or modifications of existing transaction that occur on or after January 1, 2012,
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Some of the matters discussed below include forward-looking statements within the meaning of the federal
securities laws. Forward-looking statements often use words such as “may,” “will,” “believe,” “expect,”
“estimate,” “anticipate”, “continue” or other words of similar meaning. You can also identify them by the fact
that they do not relate strictly to historical or current facts. Our actual results and the actual outcome of our
expectations and strategies could be materially different from those anticipated or estimated for the reasons
discussed below and the reasons under the heading “Information Regarding Forward Looking Statements.”

Overview

The consolidated financial statements include WSB Holdings, Inc. (“WSB”) and its wholly owned
subsidiaries, The Washington Savings Bank FSB (the “Bank”), and WSB, Inc. and WSB Realty, Inc. (collectively
referred to herein, as the “Company™).

We operate a general commercial banking business, attracting deposit customers from the general public and
using such funds, together with other borrowed funds, to make loans, with an emphasis currently on residential
mortgage lending. Our results of operations are primarily determined by the difference between the interest
income and fees earned on loans, investments and other interest-earning assets and the interest expense paid on
deposits and other interest-bearing liabilities. The difference between the average yield earned on interest-earning
assets and the average cost of interest-bearing liabilities is known as net interest-rate spread. Our principal
expense generally is the interest we pay on deposits and other borrowings. The difference between interest
income on interest-earning assets and interest expense on interest-bearing liabilities is referred to as net interest
income. Net interest income is significantly affected by general economic conditions and by policies of state and
federal regulatory authorities and the monetary policies of the Federal Reserve Board. Our net income is also
affected by the level of our non-interest income, including loan-related fees, deposit-based fees, rental income,
operations of our service corporation subsidiary, gain on sale of real estate acquired in settlement of loans, gain on
the sale of investment securities and gain on sale of loans, as well as our non-interest and tax expenses.

During this continuing period of economic slowdown, the effects of which, including declining real estate
values resulting in asset impairment and tightening liquidity, has particularly impacted the banking industry in
general, management continues to stress credit quality within both our loan and investment portfolios. The Bank
originates residential loans for its portfolio and for sale in the secondary market. We had previously focused on
diversifying our loan portfolio by broadening our lending emphasis to include commercial real estate and
commercial and industrial loans. Recently, however, as demand for these and other areas of lending have slowed,
we again are focusing on increasing our mortgage activity in order to reduce balance sheet risk as well as to
realize gains on the sale of loans in the secondary market. As a result, our portfolios of commercial business,
commercial real estate, and residential land development loans to commercial borrowers have decreased. We also
use available funds to retain certain higher-yielding fixed rate residential mortgage loans in our portfolio in order
to improve interest income. Although we intend to again focus on diversifying or loan portfolio when demand for
these other areas of loans picks up, we believe that our continued efforts to expand our residential mortgage
lending department are important to ensure future profitability based on the current slow demand for commercial
lending. Management believes that interest rates and general economic conditions nationally and in our market
area are most likely to have a significant impact on our results of operations. We carefully evaluate all loan
applications in an attempt to minimize our credit risk exposure by obtaining a thorough application with enhanced
approval procedures; however, there is no assurance that this process can reduce lending risks.

Both basic and diluted EPS amounts are shown on the Consolidated Statements of Operations. However,

“basic” earnings per share is utilized in this report’s narrative when per share amounts are listed, unless otherwise
stated.
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Critical Accounting Policies

Our financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America (“GAAP”). The preparation of consolidated financial statements requires management
to make judgments in the application of certain of its accounting policies that involve significant estimates and
assumptions about the effect of matters that are inherently uncertain. These estimates and assumptions are based
on information available as of the date of the financial statements, and may materially impact the reported
amounts of certain assets, liabilities, revenues and expenses as the information changes over time. Accordingly,
different amounts could be reported as a result of the use of revised estimates and assumptions in the application
of these accounting policies.

Accounting policies considered relatively more critical due to either the subjectivity involved in the estimate
and/or the potential impact that changes in the estimates can have on the reported financial results include the
accounting for the allowance for loan losses. Information concerning this policy is included in the “Critical
Accounting Policies” section of Management’s Discussion and Analysis in our Form 10-K for the year ended
December 31, 2010 (“2010 Form 10-K”). There were no significant changes in this accounting policy during the
three months ending March 31, 2011.

Consolidated Results of Operations

Net income for the three months ended March 31, 2011 was $236,000 or $0.03 per basic and diluted share,
compared to net income of $254,000 or $0.03 per basic share and diluted share for the corresponding 2010 period.
Net income for the three month period ended March 31, 2011, represents a decrease of $18,100, or 7%, over the
same period last year.

The change in net income for the three month period ending March 31, 2011, is primarily the result a tax
expense of $51,000 compared to a tax benefit of $194,00 for the same period last year and the increase in non-
interest expenses of $259,810, or 7.6%, offset by an increase in non-interest income of $481,291, or 103.3%.
Interest expense also decreased $925,000, or 36%, primarily due to the reduction in our cost of funds, primarily as
a result of a decrease in the average yield on interest-bearing liabilities, offset by a decrease in interest income.
The increase in non-interest income is primarily the result our gain on sale of loans and gain on the sale of
available for sale MBS.

The tax expense for the period ending March 31, 2011 includes an exclusion of income for the bank owned
life insurance and tax benefit attributable to our investment portfolio which consists of callable investments
backed by U.S. Agencies (“U.S. Agencies”). The tax benefit for the period ending March 31, 2010 was primarily
attributable to the reversal of a portion of a reserve established for an uncertain tax position resulting from a
settlement of an IRS examination and, to a lesser extent, the exclusion of income for the bank owned life
insurance and a tax benefit attributable to our investment portfolio which consists of U.S. Agencies. See our 2010
Form 10-K for further details regarding the settlement.

The increase in non-interest expense is primarily the result of increased salaries and benefits. Non-interest
expenses increased $260,000 for the three month period ending March 31, 2011, primarily as a result in the
expansion of our mortgage lending department. The expansion included hiring experience loan officers during the
fourth quarter of 2010 who primarily originate loans sold in the secondary market.

Interest Income/Expense
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Total interest income decreased $920,000, or 16.5%, for the three month period ending March 31, 2011,
compared to the same period last year, due primarily to a decrease in the average volume and average yield on
interest-earning assets.

The average three month balance of interest-earning assets decreased to $365.3 million for the three months
ending March 31, 2011 from $401.9 million for the three month ending March 31, 2010, due primarily to a
decrease in MBS and loans held for investment, offsetting the increase in investment securities. The decrease on
MBS is primarily the result of selling approximately $14.6 million of MBS and principal pay-downs since March
2010. The average yield on our interest-earning assets decreased to 5.08% during the three months ended March
31, 2011 from 5.56% during the same period in 2010. The decrease is primarily the result of lower interest rates
on our MBS and investment securities compared to the same period last year due to a lower interest rate
environment. In addition, we had more restructured loans in the 2011 period compared to the same period last
year, which also negatively impacted the yield on our interest-earning assets.

Total interest expense decreased $925,000 or 36.1% for the three month period ended March 31, 2011,
compared to the same period in the prior year. The decrease was attributable to both a decrease in both the
average balance, resulting from our repayment of $30 million of reverse repurchase agreements in June 2010, and
the average interest rate on our interest-bearing liabilities. For the three month period ended March 31, 2011, our
average interest-bearing liabilities were $338.9 million with an average rate of 1.96%, compared to $371.7 million
with an average rate of 2.79% for the corresponding period last year.

Net interest income increased $5,000, or .2%, for the three month period ended March 31, 2011, compared to
the same period in the prior year. Due to a lower average cost of our interest-bearing liabilities, our net interest
rate spread increased to 3.12% for the three month period ended March 31, 2011 from 2.77% for the same period
in the prior year. The ratio of our interest-earning assets to interest-bearing liabilities decreased to 107.79% from
108.13%.

We continue to experience pressure on the compression of our interest rate margins due to slowing demand
for loans and lower yields on loan originations and investment security offerings, however, the effects of this have
been minimized by our ability to decrease interest rate expense through lower deposit costs. This lower interest
rate environment for loans and investment securities compresses the interest rate spread by reducing interest
income. Interest rate margins may be further enhanced when and if economic conditions begin to become more
favorable to lending and funds currently held in investment securities can be redirected back into the loan
portfolio.

Allowance for Loan Losses

Our loan portfolio is subject to varying degrees of credit risk. Credit risk is mitigated through portfolio
diversification and limiting exposure to any single customer or industry. We maintain an allowance for loan
losses (the “allowance”) to absorb losses inherent in the loan portfolio. The allowance is based on careful,
continuous review and evaluation of the loan portfolio, along with ongoing, quarterly assessments of the probable
losses inherent in that portfolio. The methodology for assessing the appropriateness of the allowance includes:
(1) a formula allowance reflecting historical losses by credit category; (2) the specific allowance for risk rated
credits on an individual or portfolio basis; and (3) a nonspecific allowance which accounts for risks not reflected
by the other two components of the methodology. The amount of the allowance is reviewed monthly by our Loan
Committee, and reviewed and approved monthly by the Board of Directors.

The allowance is increased by provisions for loan losses, which are an expense. Charge-offs of loan amounts
determined by management to be uncollectible or impaired decrease the allowance, while recoveries of loans
previously charged-off are added back to the allowance. We make provisions for loan losses in amounts
necessary to maintain the allowance at an appropriate level, as established by use of the allowance methodology.
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Under the methodology, we consider trends in credit risk against broad categories of homogenous loans, as
well as a loan by loan review of loans criticized or classified by management. Classified loans exceeding
$300,000 are individually evaluated quarterly as part of the calculation of the adequacy of the allowance.

The allowance for loans losses is very subjective in nature, relying significantly on historical loss experience,
collateral valuations available to management on specific loans, and economic conditions.  The challenges
caused by the recent recession and continuing high unemployment levels and uncertain real estate valuations,
have resulted in the Bank shortening its loss history look back period used for the allowance for loan losses from
36 months to 12 months. We continue to be mindful of the continued problems within the economy and its
impact on our loan portfolio as well as the inherent risk within the portfolio, and management will make
adjustments to the allowance and loan loss provision as necessary. The shortened loss history component of our
calculation of the allowance for loan losses was due, in part, to recent recommendations from our regulators.
Based on our review, no provision was necessary for the period ending March 31, 2011.

During the three months ended March 31, 2011, the allowance decreased in net by $458,000 or 4.5%, to $9.8
million at March 31, 2011 from $10.2 million at December 31, 2010, as a result of net charge-offs of
approximately $458,000 during the three months ending March 31, 2011. At March 31, 2011, the allowance was
4.15% of total loans held-for-investment, compared to 4.37% of total loans held-for-investment at December 31,
2010.

Our determination of the adequacy of the allowance requires significant judgment, and estimates of probable
losses inherent in the loans held-for-investment portfolio can vary significantly from the amounts actually
observed. See Critical Accounting Policies in the 2010 Form 10-K. While we use available information to
recognize probable losses, future additions to the allowance may be necessary based on changes in the credits
comprising the portfolios, changes in the financial condition of borrowers, such as may result from changes in
economic conditions, or other considerations determined by management to be appropriate.

In addition, various regulatory agencies, as an integral part of their examination process, periodically review
the loan portfolio and the allowance. Such review may result in additional provisions based upon their judgments
of information available at the time of each examination. As previously reported, an examination was completed
by the Office of Thrift Supervision, our primary regulator, in November 2010. At the conclusion of the
examination, the examiners recommended a change in our methodology of our calculation of the allowance for
loan losses which has been applied and resulted in no provision for the period ending March 31, 2011.

We experienced a decrease in charge-offs in our loan portfolio during the three months ending March 31,
2011 compared to the same period last year. During the three months ending March 31, 2011 we recorded loan
charge-offs of $466,000 and recoveries of previous charged-off loans of approximately $8,000 compared to
charge-offs of $1.0 million during the quarter ended March 31, 2010.

Assets subject to our Loan Committee review include loans which meet our criteria for classification as sub-
standard due to collateral deficiencies that may reflect inherent losses. Based on the review of the individual
loans involved, management estimates inherent losses. We continue to assess the allowance as new and relevant
data is obtained.

We believe that the allowance reflects our best estimate of the probable inherent losses existing in our $235.6
million loans-held for investment portfolio as of March 31, 2011. The $4.9 million loan held-for-sale portfolio
has been committed to be purchased by investors at March 31, 2011 and will be settled subsequent to that date.

We have developed a comprehensive review process to monitor the adequacy of the allowance. The review
process and guidelines were developed utilizing guidance from federal banking regulatory agencies and relies on
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relevant observable data. The observable data considered in the determination of the allowance is modified as
more relevant data becomes available. The results of this review process support management’s view that the
allowance reflects probable losses within the loan portfolio as of March 31, 2011.

Changes in the estimation valuations may take place based on the status of the economy and the estimate of
the value of the property securing loans, and 