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PART |

[tem 1. Business

The Washington Savings Bank, F.S.B. ("WSB") is afederaly chartered, federally insured,
stock savings bank which was organized in 1982 as a Maryland-chartered, privately insured
savings and loan association. It received federal insurance in 1985 and a federa savings bank
charter in 1986. WSB is a member of the Federal Home Loan Bank ("FHLB") system and its
deposits are insured by the Federal Deposit Insurance Corporation ("FDIC") to the maximum
amount provided by law. WSB is subject to supervision and regulation by the Office of Thrift
Supervision ("OTS").

WSB has five savings branches in Maryland. They are located in Bowie, Waldorf,
Crofton, Millersville and Odenton, all of which are adjacent to the Baltimore-Washington
corridor. WSB aso has eleven mortgage loan origination offices, with two Virginia offices
located in Woodbridge and Fredericksburg, one Pennsylvania office located in Mechanicsburg,
one West Virginia office located in Shepardstown and seven Maryland offices. Three of the
Maryland mortgage loan offices are located adjacent to the Bowie, Waldorf and Odenton
branches. The other four Maryland offices are located in Rockville, Bethesda, Annapolis and
North Beach.

WSB is engaged primarily in the business of attracting deposit accounts from the general
public and using such funds, together with other borrowed funds, to make first and second
mortgage loans, land acquisition and development loans, construction loans, consumer loans,
and non-residential mortgage loans, with an emphasis on residential, mortgage and construction
lending.

Lending Activities

General. Lending by WSB has historically focused on residential mortgage loans and
construction loans on residential projects. The following table sets forth information
concerning WSB’ s loan portfolio net of deferred fees at the dates indicated:

duly 31,
2005 2004 2003 2002 2001
Amount  Percent Amount  Percent Amount  Percent Amount  Percent Amount  Percent
(dollarsin thousands)
Held for SHle:
Snge-family $19,564 4.37%  $14,697 3.03%  $97,902 24.77% $14,909 7.31% $11,488 7.34%
Held for Investment:
Permanent mortgage loans:
Sngle-family(1) 162,242 36.21% 170,719 35.26% 121,336 30.69% 113,736 55.82% 83,682 53.52%
Non-resdentia 16,049 3.58% 15,964 3.30% 6,637 1.68% 8,671 4.26% 7,923 5.07%
Land 50,331 11.23% 44,478 9.19% 23,291 5.89% 15,210 7.47% 13,768 8.81%
Congruction loans
Snge-family 181,848 40.58% 225,803 46.63% 141,829 35.88% 45,590 22.38% 34,296 21.93%
Other property 11,522 2.57% 9,000 1.86% 2,203 0.56% 1,535 0.75% 3,857 2.47%
Other:
Consumer ingalment loans 194 0.04% 391 0.08% 442 0.11% 335 0.16% 609 0.39%
Account loans 235 0.05% 236 0.05% 250 0.06% 383 0.19% 178 0.11%
Commercia loans 6,128 1.37% 2,933 0.60% 1,416 0.36% 3,380 1.66% 560  0.36%
428,549 95.63% 469,524 96.97% 297,404 75.23% 188,840 92.69% 144,873 92.66%

Totd loans recaivable

$448,113 100.00%

$484,221 100.00% $395,306 100.00%

$203,749 100.00%

$156,361  100.00%

(2) Includes $4.3 million, $5.0 million, $2.8 million, $2.4 million and $1.3 million of second mortgage loans, at July 31, 2005,
2004, 2003, 2002 and 2001, respectively.

-1-



Contractual Maturities.

The following table reflects the approximate schedule of

contractual principal repayments of the held-for-investment loan portfolio at July 31, 2005.
With respect to adjustable rate loans, the following table reflects the approximate schedule of

contractual maturities:

Real Estate Real Estate
Approximate Principal Mortgage L oans Construction Loans Consumer
Repayments Contractually Fixed Adjustable Fixed Adjustable Installment and Commercial
DueinYearsEnding July 31,  Rate Rate Rate Rate Account Loans Loans Total

(dollarsin thousands)

2006..........ccveeiiviee. $ 23,963 $ -- $ 186,179 $ -- $ 242 $ 997 $ 211,381
2007 i 28,952 - 6,857 -- 45 592 36,446
2008.....cceiiiiiie e 7,391 - - -- 58 1,212 8,661
200910 2010................ 21,741 - - -- 39 - 21,780
201110 2015.......cuvnen. 47,723 41 - -- 25 3,103 50,892
2016 to0 2020................ 5,209 - 256 - - - 5,465
2021 and thereafter......... 91,745 1,857 78 -- 20 224 93,924
Total oo $ 226,724 $ 1,898 $ 193,370 $ -- $ 429 $ 6,128 $ 428,549

Prepayment Experience. Contractual principal repayment terms do not necessarily reflect
the actual repayment experience within the loan portfolio. The average lives of mortgage loans
are expected to be substantially less than their contractual terms due to loan prepayments and
refinancings. The following table presents estimated maturities of WSB's loan portfolio based
upon WSB's historic prepayment experience and prepayment experience statistics as provided
by the OTS. With respect to adjustable rate loans, the following table reflects the approximate
schedule of contractua maturities:

Real Estate Real Estate
Mortgage L oans Construction Consumer
Estimated Prepayments Fixed Adjustable Fixed Adjustable |nstallmentand Commercia
in Years Ending July 31, Rate Rate Rate Rate Account Loans Loans Total
(dollars in thousands)

2006.....cciiiiiiee $ 45725 $ -- $ 174,033 $ -- $ 242 $ 997 $ 220,997
2007.....cccoiiiiei 30,864 -- 19,081 -- 45 592 50,582
2008....cccciieiiie e 37,723 -- -- -- 58 1,212 38,993
2009to 2010................ 45,725 -- -- -- 39 -- 45,764
2011to 2015................ 22,821 41 -- -- 25 3,103 25,990
2016 to 2020................ 22,862 -- 256 - -- - 23,118
2021 and thereafter......... 21,004 1,857 -- -- 20 224 23,105
Total .o $ 226,724 $ 1,898 $ 193,370 $ -- $ 429 $ 6,128 $ 428,549

Origination, Purchase and Sale of Loans. Asafederal savings bank, WSB has authority to
originate and purchase loans secured by real estate located throughout the United States.
Generally, WSB makes loans in and around its market area, which primarily is the Baltimore-
Washington corridor, Virginia, Southeast Pennsylvania and West Virginia. Historically,
however, WSB has not engaged in the purchasing of loans.




In addition to accepting loan requests from its customer base, WSB employs twenty-nine
loan originators and compensates these individuals primarily on an incentive basis. The loan
originators and other members of WSB's management maintain contacts with local builders,
developers and realtors, which provide WSB with additional potential customers. WSB also
enhances its business contacts within the communities it serves by participating in local civic
organizations.

WSB originates residential loans for its portfolio and for sale in the secondary market.
WSB's general practice has been to sell loans on an individual basis to various lenders
throughout the country, without retaining loan servicing rights (commonly referred to as
"servicing released"). In general, higher coupon loans, such as second mortgages, construction
loans, and construction/permanent loans, are held in WSB's portfolio, while conforming first
mortgages are sold at or shortly after origination. WSB also utilizes available funds to retain
certain higher-yielding fixed rate residential mortgage loans in its portfolio in order to improve
interest income. During the past three fiscal years, WSB has settled 10,596 loans with a
principal value of approximately $2.4 billion. The proceeds from loan sales are used to fund
loans held for investment, mortgage-backed securities ("MBS") and investment securities.
WSB aso has approval to sell loans to the Fannie Mae (“FNMA”) and Freddie Mac
(“FHLMC"), which enhances the ability of WSB to sell its mortgage |oans and to convert pools
of loans into marketable Ginnie Mae (“GNMA”), FNMA and FHLMC participation
certificates. See" Business, Item 1, Mortgage-Backed Securities."

Loan Underwriting Policies. Under WSB's loan approval policy, all loans approved must
comply with federal regulations. Generally, WSB will make residential mortgage loans in
amounts up to the limits established from time to time by FNMA and FHLMC for secondary
market resale purposes. This amount is presently $359,650 for single-family, residential loans,
although WSB will make loans in excess of this amount, if it believesit can sell the loansin the
secondary market, or if it believes the loans should be held in its portfolio.

WSB obtains detailed loan applications to determine the borrowers' ability to repay and
verifies the more significant items on these applications through credit reports, financial
statements and confirmations. WSB also requires appraisals of collateral and title insurance on
secured real estate loans. Most borrowers must establish a mortgage escrow account for items
such as real estate taxes, governmental charges and hazard and private mortgage insurance
premiums.

WSB's lending policy generally requires private mortgage insurance when the
loan-to-value ratio exceeds 80%. WSB generally does not lend in excess of 90% of the
appraised value of single-family residential dwellings even when private mortgage insurance is
obtained, except for Federal Housing Administration (“FHA"), Veterans Administration
(“VA”) and Farmers Home Administration (“FmHA”) loans, which permit higher loan-to-value
ratios. Underwriting policies on other types of oans are described below.

Under federal law, the aggregate amount of loans that WSB may make to any one
borrower and related entities is generally limited to 15% of WSB's unimpaired capital and
unimpaired surplus. WSB's general lending limit at July 31, 2005 was approximately $9.1
million. WSB has not made any |oans aggregated in excess of this limit.



Single-Family Residential Real Estate Lending. At July 31, 2005, WSB had a total of
$448.1 million in loans receivable and no MBS. Loans secured by first or second mortgages on
single-family properties, excluding construction loans, consisted of $181.8 million or 40.57%
of total loans.

WSB's single-family residential loans have historically consisted of fixed interest rates at
terms of up to 30 years. WSB originates conventional mortgage loans, FHA, VA, and loansin
excess of the FNMA and FHLMC ceilings both for sale in the secondary market and for its
own portfolio. Adjustable-rate mortgages are aso offered, with rates adjusting to external
indices in one to ten years. WSB has also made loans which fully amortize in 15 years and, on
investment properties, loans which are due and payable in five years, subject to extension in
some circumstances.

Non-Residential Real Estate Lending. WSB makes permanent mortgage loans on various
non-residential properties, including office buildings and warehouses. Non-residential loans
are made on properties located in or around WSB's market area. Non-residential real estate
lending may entail significant additional risks as compared to single-family residential property
lending. At July 31, 2005, non-residential real estate loans represented $16.1 million, or 3.58%
of total loans receivable, and lot loans and land loans represented $50.3 million, or 11.23%, of
WSB's total loans receivable.

Acquisition, Development and Construction Lending. WSB provides construction loans
for single-family and multi-family residences and for non-residential properties. These loans
usually include funding for the acquisition and development of unimproved properties to be
used for residential or non-residential construction. WSB may provide permanent financing on
the same projects for which it has provided the construction financing.

Acquisition, development and construction lending, while providing higher yields, may
also have greater risks of loss than long-term residential mortgage loans on improved,
owner-occupied properties. At July 31, 2005, acquisition, development and construction loans
represented $193.4 million, or 43.15%, of WSB's total loans receivable. WSB expects to
continue construction lending at levels consistent with federal regulations. However, WSB
expects to continue to reduce the rate of the growth on its construction loan portfolio to comply
with the Supervisory Agreement entered into with OTS. (See “Part II, Item 7, MD&A-
Regulatory Actions”).

WSB generally makes land acquisition loans with terms of up to three years and
loan-to-value ratios of up to 80%, land development loans with terms of up to two years and
loan-to-value ratios of up to 75%, and construction loans with original terms of generally up to
one year and loan-to-value ratios of up to 80%.

Commercial Lending. Federal laws and regulations permit thrift institutions to lend up to
20% of total assets in commercia loans on an unsecured basis or secured by collateral other
than real estate, provided that amounts in excess of 10% of total assets may be used only for
small business loans. WSB does not actively promote these kinds of loans and at July 31,
2005, commercial loans represented $6.1 million, or 1.37%, of WSB's total loans receivable,
which was significantly below the limit permitted by the regulations. In addition, WSB has
issued a limited number of standby letters of credit, generally to development loan customersin
connection with development work financed by WSB.
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Consumer Lending. Federal laws and regulations permit a federally chartered thrift
ingtitution to make secured and unsecured consumer loans in an aggregate amount up to 35% of
the institution's total assets. The 35% limitation does not include home equity loans (loans
secured by the equity in the borrower's residence, but not necessarily for the purpose of
improvement), home improvement loans or loans secured by deposits. WSB has not actively
promoted these kinds of loans. Consumer loans, including loans secured by deposits,
represented $429,000, or .10% of WSB’ stota loans receivable, at July 31, 2005.

Loan Fees and Service Charges. In addition to interest earned on loans, WSB receives
income through servicing of loans and certain loan fees in connection with loan originations,
loan modifications, loan commitments, late payments, changes of property ownership
inspection fees and other services related to its loans. Income from these activities varies from
period to period with the volume and types of loans made and repaid. WSB charges loan
origination fees, which are calculated as a percentage of the amount loaned. The fees received
in connection with the origination of construction and mortgage loans have generally been from
one to four points (one point being equivalent to 1% of the principal amount of the loan) and
are dependent upon market conditions and other factors. Loan origination fees, net of certain
costs, are deferred and recognized as a yield adjustment over the lives of the loans utilizing the
interest method.

Non-Performing Assets, Allowance for Loan Lossesand Asset Classification. WSB
categorizes its classified assets within four categories: Special Mention, Substandard, Doubtful
and Loss. Speciad Mention loans have potential weaknesses that deserve management’s
attention. These loans are not adversely classified and do not expose an ingtitution to sufficient
risk to currently warrant adverse classification. Substandard loans are loans that have a well-
defined weakness. They are characterized by the distinct possibility that WSB will sustain some
loss if the deficiencies are not corrected. The Doubtful category consists of loans where WSB
expects a loss, but not a total loss. Various subjective factors are considered with the most
important consideration being the estimated underlying value of the collateral in determining
the loss reserve for these loans. Loans that are classified as “Loss’ are fully reserved for on
WSB'’sfinancia statements.

The allowance for loan losses is an estimate of the losses that may be sustained in our loan
portfolio. The allowance is based on two principles of accounting: (a) Statement on Financial
Accounting Standards ("SFAS") 5, "Accounting for Contingencies', which requires that losses
be accrued when they are probable of occurring and are estimable and (b) SFAS No. 114,
"Accounting by Creditors for Impairment of a Loan", which requires that losses be accrued
when it is probable that the Company will not collect al principal and interest payments
according to the contractual terms of the loan. The loss, if any, is determined by the difference
between the loan balance and the value of collateral, the present value of expected future cash
flows, or values observable in the secondary markets.

All loans are individually evaluated if they are deemed classified. WSB also evaluates all
delinquent loans, individually. The rest of the portfolio is evaluated as a group and a
determination is made, periodically, concerning the inherent risks associated with particular
types of loans and an allowance is assigned to those particular loan groups. WSB's management
regularly reviews the loan portfolio and places loans on non-accrua status, when, in the
opinion of management, its collection of principal or interest isunlikely. WSB generally places
loans on non-accrued status and discontinues the accrual of interest on loans after the
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delinquency of more than four monthly payments, or when in the opinion of management, that
the complete recovery of principal and interest is unlikely, at which time all previously accrued
but uncollected interest is reversed from income.

Federal regulations require WSB to classify loans and assets considered to be of lesser
quality as Substandard, Doubtful or Loss, according to criteria developed by the management
of WSB. For the portion of assets classified as Substandard or Doubtful, WSB is required to
establish prudent allowances for loan losses. For the portion of assets classified as Loss, WSB
is required to either establish specific allowances equal to 100% of the amount classified or
charge-off such amount.

Real estate acquired at or in lieu of foreclosure is classified as real estate owned (“REQ”)
until such time asit is sold. Acquired property is recorded at the lower of net carrying value or
fair value, less estimated costs to sell subsequent to acquisition. Operating expenses of REO
are reflected in non-interest expenses. Any write-down of the property at the acquisition date is
charged against the allowance for loan losses with any subsequent additional write-downs
reflected in non-interest expenses.

WSB aso maintains allowances for loan losses based, in part, on historical loan loss
experience and management's determination of risk factors in various portions of the loan
portfolio. Additions to the allowance are made through periodic charges to income (provision
for loan losses), and actual |oan losses are charged against the allowance, while recoveries are
added to the allowance. The following table sets forth information concerning the allocation of
the allowance to each loan category. The alowance established for each category is not
necessarily indicative of future losses or charge-offs for that category and does not restrict the
use of the allowance to absorb losses in any category. See “Part |1, Item 7, MD& A-Results of
Operations” for further discussion of loan loss provision.

2005 2004 2003 2002 2001
Percentage of Percentage of Percentage of Percentage of Percentage of
loans in each loans in each loans in each loans in each loans in each
Allowance  category to Allowance category to Allowance  category to Allowance  category to Allowance category to

Amount  Total loans(1) Anpount  Tota loans(1) Anpount  Total loans(1) Anount  Total loans(1) Anount Total loans(1)

Single family $2,774 37.85% $1,274 36.31% $ 911 40.79% $ 874 5951% $ 684 57.80%

Non-Residertial 274 3.76% 119 3.41% 50 2.23% 69 4.68% 65 547%

Commercial 105 1.44% 22 0.63% 11 0.48% 27 1.82% 5 0.38%

Construction 3,109 4240% 1,752 48.06% 1,065 47.66% 361 24.58% 280 23.62%
Land and

Development 860 11.76% 332 9.52% 192 7.86% 133 8.20% 144 9.51%

Other 204 2.79% 4 2.07% 5 0.98% 5 1.21% 6 3.21%

Total $ 7,326 100.00% $3,503 100.00% $2,234 100.00% $1,469 100.00% $1,184 100.00%

(2) BExcludes loans held-for-sale

M ortgage-Backed Securities (MBS)

In addition to short-term investments, when management believes favorable interest rate
spreads are available, WSB may invest excess fundsin MBS. GNMA participation certificates
represent interests in pools of loans which are either insured by the FHA or guaranteed by the
VA. FHLMC participation certificates are guaranteed by the FHLMC and FNMA participation



certificates are guaranteed by the FNMA. The United States is not obligated to fund either
FHLMC's obligations or FNMA's obligations. MBS may also be used as collateral for short-
term and long-term borrowings, which WSB may make from time to time. WSB does not
generally employ hedging strategies in connection with a MBS portfolio.

The primary risk of holding these securities is the fluctuation of principal value
corresponding to changes in interest rates. Although MBS do not alter the overall maturity of
WSB's assets as compared to holding a comparable portfolio of whole loans, they are more
liquid than whole mortgage loans. At July 31, 2005, WSB had no MBS in its portfolio. WSB
sold its $2.2 million of MBS available-for-sale during the fourth quarter of fiscal 2005. The
sale was primarily to restructure the investment portfolio for increased liquidity. The following
table sets forth the book value and estimated market value of the MBS portfolio at the dates
indicated.

Years Ending July 31,
2005 2004 2003 2002 2001

(dollars in thousands)

M ortgage-backed securities:
Amortized cost................. $0  $2,114 $819 $40,063 $56,262
Estimated fair value............ $0  $2,155 $842 $40,549 $56,898

WSB sold $2.2 million, $0 and $32.9 million in MBS classified as available-for-sale for
fisca years ending July 31, 2005, 2004 and 2003, respectively, and experienced $39,900
pre-tax gainsin fiscal 2005 compared to no gains and $879,700 in pre-tax gains in fiscal years
2004 and 2003, respectively, or approximately $26,300, $0, and $580,600 after tax gains, in
fiscal years 2005, 2004 and 2003, respectively.

Other Investment Activities

In addition to investment in MBS, excess short-term funds have generally been invested in
federal funds, agency callable paper, zero coupon bonds and preferred trust coupon bonds.
WSB's portfolio of investment securities provides a source of liquidity when loan demand
exceeds funding capability, provides funding for unexpected savings and certificate of deposit
("CD") withdrawals, provides funds for CD maturities, serves as a vehicle for interest-rate risk
management, and provides a source of income. WSB is required to maintain certain liquidity
ratios and generally does so by investing in securities that qualify as liquid assets under federal
regulations. WSB is also required to hold FHLB stock in specified amounts and to maintain
certain reserves with the Federal Reserve Bank of Richmond. See "Business-Supervision and
Regulation.”

The following table sets forth certain information regarding WSB's investment securities
(excluding MBS), at amortized cost and other interest-earning assets for the periods indicated.



July 31,
2005 2004 2003

(dollars in thousands)

Other Investments:

Federal Home Loan Bank stock..................cco.e. .. $ 3642 $ 4495 $ 4,095
Zero Coupon Bond........cooeei it - 1,539 2,317
FHLB Callable Paper.........cccoovviiiiiiiii e 10,442 - -
Preferred Trust Coupon Bonds..................cevvvnvnnn - 4,049 4,052

Total Other Investments.................c..c..... $ 14,084 $ 10,083 $ 10,464

The following table sets forth WSB’ s scheduled maturities on other investments:

Investment Scheduled M aturity Table

as of July 31, 2005
Upto Oneto Five Morethan Total I nvestment
One Year Five Years to Ten years Ten Years Securities
Carrying Average Carrying Average Carrying Average Carrying Average Carrying Average
Vaue Yied Vaue Yied Vaue Yied Vaue Yield Vaue @ Yied

Other Investments:

FHLB Stock $ -% $ 1,935 450% $ 580 450% $ 1,127 450% $ 3,642 4.50%
Available-for-Sale

FHLB Callable Paper - - % 10,442 4.27% - - % - - % 10,442 4.27%
Total Other Investments $ - - % $ 12377 430% $ 580 450% $ 1127 450% $ 14,084 4.32%

Sources of Funds

General. Deposits are the primary source of WSB's funds for use in lending and for
other general business purposes. In addition to deposits, WSB obtains funds from loan
amortizations and prepayments and sales of loans, MBS and investment securities. WSB
maintains funding facilities with correspondent banks and the Federa Home Loan Bank of
Atlanta, which are cancelable by the lender and subject to lender discretion. Management
anticipates further increases in its liquidity position as further runoff in the construction loan
portfolio outpace loan originations. Management has begun investing excess cash liquidity in
investment grade securities which offer a ready source of collateral for secured borrowings
under existing credit facilities. At July 31, 2005, WSB had borrowings of $55.9 million in the
form of advances from the FHLB of Atlanta.

Deposits.  The mix of WSB's deposits reflects WSB's emphasis on longer-term CDs.
WSB advertises for CDs from time to time generally when it has the need for deposits of
specific maturities. Significant balances in CDs are generated from WSB customers who use
its branches and from depositors around the country who follow WSB's pricing policies in
various newsletters which are neither initiated by nor paid for by WSB. WSB has received
deposits through brokers on an occasional basisin a manner consistent with federal regulations.
The cost of these deposits are similar to WSB'’s posted rates or less than the borrowed fund
rates for similar terms.



During fiscal year 2005, WSB offered dightly higher interest rates than the general
market, which increased total deposits to $413 million, a 9.3% increase in total deposits as of
July 31, 2005, as compared to July 31, 2004.

The following table shows the distribution of WSB's deposits by type of deposit, including
accrued interest, for the periods indicated.

July 31,
2005 2004 2003
Amount Percent Amount Percent Amount Percent

(dollars in thousands)

Savings accounts $ 49179 1190% $ 66,953 17.70% $ 60,491  20.75%
NOW accounts -- interest bearing 16,825 4.07 18,850 4.98 16,432 5.63
Checking accounts -- non-interest bearing 9,024 2.18 10,346 2.74 7,007 2.40
Time deposits 338,251 81.85 282,136 74.58 207,697 71.22
Total deposits at end of period $ 413279 100.00% $ 378,285 100.00% $ 291627 100.00%

The following table presents average balances and average interest rates, including
accrued interest, of WSB’ s total deposits, for the periods indicated.

July 31,

2005 2004 2003
Average Average Average Average Average Average
Amount Rate Amount Rate Amount Rate

(dollars in thousands)

Savings accounts $ 60230 1.15% $ 65120 1.20% $ 51,358 1.19%
NOW accounts- interest bearing $ 16,781 0.20% $ 18137 020% $ 16,935 0.20%
Checking accounts- non-interest bearing ¢ 9 810 - % $ 9104 - % $ 7452 - o
Time deposits $ 316,250 3.66% $ 232,601 3.61% $ 156,839 4.03%

The following table presents, by various interest-rate categories, the amounts of time
deposit accounts, excluding accrued interest payable of $745,801 at July 31, 2005, which will
mature during the periods indicated.



Amounts at July 31, 2005 Maturing
in Twelve Months Ending July 31,
(dollars in thousands)

2010
Time Deposit Accounts July 31, and
by Interest Rate 2005 2006 2007 2008 2009 After
Balance $100,000 or less
6.00% or less $ 291,818 $ 70,014 $ 56,303 $ 50,817 $ 58399 $ 56,285
6.01% to 8.00% 5,694 5,546 - - - 148
Total $ 297512 $ 75560 $ 56303 $ 50817 $ 58399 $ 56,433
Balance greater than $100,000
6.00% or less $ 38270 $ 11619 $ 7640 $ 4335 $ 2968 $ 11,708
6.01% to 8.00% 1,723 1,723
Total $ 39993 $ 13342 $ 7640 $ 4335 $ 2968 $ 11,708
Grand Total $ 337505 $ 88902 $ 63943 $ 55152 $ 61367 $ 68141

The following table contains information pertaining to approximately 281 certificates of
deposit accounts held by WSB in excess of $100,000 as of July 31, 2005.

Time Remaining Until Maturity Certificate of Deposits
(dollars in thousands)

L ess than three months $ 2440
3 months to 6 months 4,048
6 monthsto 12 months 6,854
Greater than 12 months 26,651
Total $ 39,993

Borrowings. At July 31, 2004, WSB had a total of $89.9 million in borrowed funds
consisting of FHLB advances. WSB repaid $39.0 of the FHLB daily rate credit advances
during the fiscal year ending July 31, 2005. Also, during the fiscal year ending July 31, 2005,
$10.0 million was called on the respective call dates. WSB took an additional $15.0 million in
FHLB advances with fixed rates, bringing the balance to $55.9 million in FHLB advances at
July 31, 2005.

Subsidiaries

WSB, Inc.

WSB established a wholly owned service corporation subsidiary, WSB, Inc., in 1985.
WSB, Inc. purchases land to develop into single-family building lots that are offered for sale to
third parties. The subsidiary aso builds homes on certain lots on a contract basis. During fiscal
2003, WSB, Inc. bought and sold a lot in Benedict Plantation, located in Charles County,
Maryland. During fiscal 2004, WSB, Inc. purchased a lot to construct a house, which was
completed and sold during fiscal 2005. During fiscal 2005, WSB, Inc. purchased another lot to
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construct a house. Completion is expected during fiscal year 2006. See Note 5 of Notes to
Consolidated Financial Statements.

WSB Investments, Inc.

During 2000, WSB established a wholly-owned operating subsidiary, WSB Investments,
Inc., which was incorporated under the laws of the State of Delaware for the purpose of
maintaining and managing a portfolio of investment securities. WSB’s investment portfolio
totaled $10.4 million, $5.6 million and $6.3 million as of July 31, 2005, 2004 and 2003,
respectively and pre-tax earnings of $918,000, $626,000 and $2.5 million for the fiscal years
ended July 31, 2005, 2004 and 2003, respectively.

Employees

WSB had 136 full-time and 27 part-time employees at July 31, 2005. WSB provides
health and life insurance benefits and a profit sharing plan. WSB also offers a 401(K) plan that
allows employee contributions only. None of the employees are represented by a collective
bargaining union. WSB believes that it enjoys good relations with its employees.

Available Information

WSB' s internet address is www.twsh.com. There WSB makes available, free of charge, its
annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
any amendments to these reports as soon as practicable after it files them with or furnishes
them to the OTS as well as copies of required Forms 3, 4, and 5 filings for insider stock
transactions and copies of Code of Ethics for company executives, directors and associates.
WSB’s OTS reports can be accessed through its financial information section of its website.
The information found on its website is not a part of this or any other report WSB files or
furnishesto the OTS.

Supervision and Requlation

As athrift institution, WSB is subject to extensive regulation and periodic examination by
the OTS and its deposits are insured by the FDIC through the FDIC's Savings Association
Insurance Fund (“SAIF"). The lending activities and other investments of WSB must comply
with various federal regulatory requirements and WSB must periodically file reports with the
OTS describing its activities and financial condition. WSB is also subject to certain reserve
requirements promulgated by the Board of Governors of the Federal Reserve System (the
"Federal Reserve Board'). This supervision and regulation is intended primarily for the
protection of depositors. Certain of these regulatory requirements are referred to below or
appear elsewhere herein.

In March 2004, WSB entered into a supervisory agreement with the OTS that addressed a
number of supervisory issues (“2004 Supervisory Agreement”). Under the supervisory
agreement, among other things, WSB must (i) comply with various federal laws and
regulations including, the Bank Secrecy Act and its various implementing regulations, (ii)
conduct annual compliance audits and (iii) review and revise certain loan policies and
procedures. In addition to adopting a number of policies and procedures addressing these
supervisory issues, WSB submitted to OTS a comprehensive three year business plan, which,
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among other things, discusses the limitations for each type of loan activity, including WSB’s
construction portfolio.

In February 2005, WSB announced a plan to reduce its concentration in residential
construction lending, primarily through a reduction of non-owner occupied residential
construction. In March 2005, WSB appointed a new Chief Executive Officer. Under the new
management structure, WSB is in the midst of athorough review of its business and operations.
Much of this review and anticipated changes result from regulatory criticism of WSB’s
compliance with the 2004 Supervisory Agreement. Among the changes management is
implementing are changes in WSB’ s lending practices and lending operations. WSB expects, in
light of these circumstances, that loan volumes will likely decrease as WSB decreases certain
categories of construction lending in its continuing plan to diversify its loan portfolio and
tighten credit standards, which may negatively impact WSB’s growth.

On June 14, 2005, OTS and WSB, without WSB admitting that it agreed with the findings
of the OTS, entered into a Stipulation and Consent to the Issuance of an Order of Assessment
of Civil Money Penalty under which the OTS imposed a $100,000 civil money penalty on
WSB based on alleged material breaches of the 2004 Supervisory Agreement and other alleged
unsafe and unsound practices and violations of laws and regulations.

Also on June 14, 2005, the Board of Directors of WSB adopted resolutions at the request
of OTS relating to WSB’s compliance with the 2004 Supervisory Agreement and federal laws
and regulations (the “Resolution”). Among other things, these Resolutions require that: (i)
WSB take actions to ensure compliance with the 2004 Supervisory Agreement and applicable
laws, regulations, and OTS requirements; (ii) take corrective actions to address certain matters
noted in OTS most recent examination report; (iii) take action to bring certain high loan-to-
value construction loans into compliance with regulatory limitations; (iv) revise various loan
policies; (v) revise internal asset review procedures; (vi) improve various loan administration
activities; and (vii) enhance compliance with bank secrecy and other regulatory requirements.

As the result of the foregoing regulatory development and continued review by the Board
and management of WSB’s loan portfolio and lending programs, WSB is in the process of
making significant changes to its loan portfolio, including reducing volumes of certain
categories of construction loans and certain other loans which may have more “speculative”
characteristics, and enhancing, credit standards. These changes may result in near-term
reductions in loan volumes. Also, as described below, WSB has made significant increases in
its provision for loan losses. Thus, as the result of one or more of these factors, management
expects that the WSB’s operating performance in subsequent quarters may compare
unfavorably to operating performance in recent quarters.

Federal Home L oan Bank System. WSB is a member of the FHLB of Atlanta, which is
one of 12 regional Federa Home Loan Banks. The Federal Home Loan Banks provide a
central credit facility primarily for member institutions. At July 31, 2005 and 2004, WSB had
advances of $55.9 million and $89.9 million, respectively, from the FHLB of Atlanta. The
FHLB borrowings are collateralized by a blanket collateral loan agreement under which WSB
must maintain minimum eligible collateral for the outstanding advances.
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As amember, WSB is required to acquire and hold shares of capital stock in the FHLB of
Atlanta in an amount at least equal to the sum of a “membership” stock component (Subclass
B1 shares) and an “activity-based” stock component (Subclass B2 shares). A member’'s
membership stock requirement is a percentage of the member’s total assets, subject to a dollar
cap. A member’s activity-based stock requirement is the sum of:

e apercentage of the member’ s outstanding principal balance of advances; plus

e a percentage (which may be zero percent) of any outstanding balance of any
acquired member asset sold by the member to the Bank pursuant to a master
commitment executed on or after December 17, 2004; plus

e a percentage of any outstanding targeted debt/equity investment sold by the
member to the Bank on or after December 17, 2004.

WSB was in compliance with this requirement with an investment in FHLB of Atlanta
stock at July 31, 2005, of $3.6 million.

Liquidity Requirements. The OTS requires thrifts to maintain sufficient liquidity to
ensure its safe and sound operation. Liquid assets are defined to include cash, deposits
maintained pursuant to Federal Reserve Board reserve requirements, time deposits in certain
ingtitutions and certain savings deposits, obligations of the United States and certain of its
agencies and qualifying obligations of the states and political subdivisions thereof, highly rated
corporate debt, mutual funds that are restricted by their investment policies to investing only in
liquid assets, certain mortgage loans and mortgage-related securities, bankers acceptances, and
notes issued by SAIF and the Bank Insurance Fund (“BIF") to the order of a financial
ingtitution. As of the calendar quarter ending June 30, 2005, WSB's average daily balance of
liquid assets was $42.1 million, exceeding the $16.3 million required. In addition to meeting
the minimum liquidity requirement, each thrift institution must maintain sufficient liquidity to
ensure its safe and sound operation.

Internal sources of operationa liquidity used by WSB are cash, various short-term
investments, MBS and loans and investments classified as available-for-sale. Additionally,
WSB may borrow funds from commercial banks or from the FHLB of Atlanta or the Federal
Reserve Bank "discount window" after exhausting FHLB sources. In prior fiscal years, WSB
also has utilized short-term borrowings in the form of reverse repurchase agreements from a
commercial bank to meet short-term liquidity needs.

Qualified Thrift Lender Test. If WSB qualifies as a domestic building and loan
association under the Internal Revenue Code, or maintains an appropriate level of certain
investments, called "Qualified Thrift Investments' ("QTISs"), it qualifies as a "Qualified Thrift
Lender” ("QTL"). QTIs must represent 65% of portfolio assets during 9 out of every 12 months
on acontinuous basis. A thrift institution that fails to maintain its QTL status will be permitted
to requalify once, and if it fails the QTL test a second time, it will become immediately subject
to al penalties as if al time periods prior to incurring such penalties had expired. Failure by
WSB to maintain its status as a QTL will result in the following restrictions on operations: (i)
WSB would not be able to engage in any new activity or make any new investment, directly or
indirectly, unless such activity or investment was permissible for both national banks and thrift
ingtitutions; (i) the branching powers of WSB would be restricted to those of a nationa bank,
and (iii) payment of dividends by WSB would be subject to the rules regarding payment of
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dividends by a national bank. Additional restrictions would apply three years after an
ingtitution ceased to be a QTL, including requirements to dispose of certain assets not
permissible for national banks and to cease engaging in activities not permissible for national
banks. At July 31, 2005, WSB's QTL ratio was 94.4%, which exceeded the requirement.

Capital Standards. WSB is subject to capital standards imposed by the OTS. These
standards call for a minimum "leverage ratio” of core capital to adjusted total assets of 4%, a
minimum ratio of tangible capital to adjusted total assets of 1.5%, and a minimum ratio of risk-
based capital to risk-weighted assets of 8%. The regulations both define core capital or
tangible capital as including common stock (including retained earnings), noncumulative
perpetual preferred stock and related surplus, minority equity interests in consolidated
subsidiaries, and certain non-withdrawable accounts, less intangible assets and certain
investments in subsidiaries. Core capita also includes certain unamortized goodwill. In
addition, purchased credit card relationships and mortgage servicing rights may be included
among core capital up to an amount equal to the lesser of 90% of the fair market value, or
100% of remaining unamortized book value. At July 31, 2005, WSB's ratios exceeded all
regulatory capital requirements. See "Part Il, Item 7, MD&A and Results of Operations -
Financial Condition and Liquidity" and Note 12 of Notes to Consolidated Financial Statements
included in “Part I1, Item 8" of this report.

The OTS has issued guidelines regarding the management of interest rate risk. The OTS
requires thrift institutions to establish and maintain Board of Directors approved limits on
ratios between the net present value of the institution's assets, liabilities and off-balance sheet
contracts (referred to as net portfolio value or "NPV"), and the value of these assets and
liabilities under sudden interest rate shocks of plus or minus 100, 200 and 300 basis points. As
part of WSB's regular examination and rating by OTS examiners, WSB's level of interest rate
risk is evaluated based primarily upon the interest rate sensitivity of its NPV in the event of an
interest rate shock of 200 basis points downward and 300 basis points upward.

The OTS also requires management to assess the risks and returns associated with complex
securities and financial derivatives. For significant transactions, management must assess the
incremental effect of the proposed transaction on the interest rate risk profile of the institution,
including the expected change in the institution's NPV as a result of parallel shifts of plus or
minus 100, 200 and 300 basis points in the yield curve. Complex securities and financial
derivative transactions may require analysis of an even wider range of scenarios. In general,
complex securities or financial derivatives with high price sensitivity should only be used as
part of transaction strategies that lower an institution's interest rate risk, as measured by the
sensitivity of NPV to changesin interest rates.

The OTS regulations also give the OTS broad authority to establish minimum capital
requirements for specific ingtitutions at levels greater than the regulatory minimums discussed
above upon a determination that an institution's capital is or may become inadequate in view of
the circumstances. These circumstances may include an institution receiving special
supervisory attention, experiencing losses, experiencing poor liquidity or cash flows, and facing
other risks identified by the regulators. The OTS aso has broad authority to issue capital
directives requiring its institutions to achieve compliance or take a variety of other actions
intended to achieve capital compliance, including reducing asset or liability growth and
restricting payments of dividends.
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OTS regulations generally require that subsidiaries of a thrift institution be separately
capitalized and that investments in, and extensions of credit to, any subsidiary engaged in
activities not permissible for a national bank be deducted from the computation of a thrift
ingtitution's capital. Certain subsidiaries are exempt if engaged in impermissible activities
solely as an agent for its customers, if engaged solely in mortgage banking, or if the subsidiary
isitself adepository institution that was acquired by athrift institution prior to May 1, 1989.

Prompt Corrective Action. The federal banking agencies have established by regulation,
for each capital measure, the levels a which an insured institution is well capitalized,
adequately capitalized, undercapitalized, significantly undercapitalized or criticaly
undercapitalized. The federal banking agencies are required to take prompt corrective action
with respect to insured ingtitutions that fall below the adequately capitalized level.  Any
insured depository institution that falls below the adequately capitalized level must submit a
capital restoration plan, and, if its capital levels further decline or do not increase, will face
increased scrutiny and more stringent supervisory action. As of July 31, 2005, WSB was
deemed to be well-capitalized.

Deposit Insurance. The deposits of WSB are insured up to $100,000 per insured depositor
(as defined by law and regulation) by the FDIC and are backed by the full faith and credit of
the United States Government. The deposits of WSB are currently insured under SAIF.

The FDIC has implemented a risk-based deposit insurance assessment system. Under this
system, the assessment rate for an insured depository institution depends on the assessment risk
classification assigned to the institution by the FDIC which is determined by the institution's
capital level and supervisory evaluations. Deposit insurance assessment rates currently are
within a range of $0.00 to $0.27 per $100 of insured deposits. The deposit insurance
assessments imposed by the FDIC are subject to change. WSB is subject to assessments for the
payments on the bonds issued in the late 1980's to recapitalize the former Federal Savings and
Loan Insurance Corporation.

In addition, assessments may be required to be made on insured depository institutions in
general in order to restore the deposit insurance fund to a minimum coverage level of insured
deposits.

The FDIC may terminate the deposit insurance of any insured, depository institution,
including WSB, if it determines after a hearing that the institution has engaged or is engaging
in unsafe or unsound practices, is in an unsafe or unsound condition to continue operations, or
has violated any applicable law, regulation, order or any condition imposed by an agreement
with the FDIC. It also may suspend deposit insurance temporarily during the hearing process
for the permanent termination of insurance, if the institution has no tangible capital. If
insurance of accounts is terminated, the accounts at the ingtitution at the time of the
termination, less subsequent withdrawals, shall continue to be insured for a period of six
months to two years, as determined by the FDIC. WSB’s management is not aware of any
existing circumstances, which would result in termination of WSB'’s deposit insurance.

Legidation was enacted in 1996 which contemplates the merger of the SAIF, of which
WSB is a member, with the BIF, which generally insures deposits in national and state-
chartered banks. A condition to the combined insurance fund, however, is that the savings
association charter be eliminated. Several proposals in this regard have been introduced in
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Congress over the years, but have not been enacted. If legidation is passed abolishing the
federal thrift charter, WSB may be required to convert to a national bank regulated by the
Office of the Comptroller of the Currency (“OCC”). Regulation by the OCC could subject
WSB to additional limitations on the types of business activities in which it may engage. WSB
is unable to predict whether such legislation will be enacted.

Restrictions on Capital Distributions. Thrift institutions are subject to limitations on their
ability to make capital distributions such as dividends, stock redemptions or repurchases,
cash-out mergers, and other transactions charged to the capital account of a thrift institution.
Refer to “Part 11- Item 5” for WSB’ s current dividend position.

WSB is required to file an application or notice to the OTS for WSB to pay dividends.
Dividends can not exceed, when combined with all distributions made during the calendar year,
an amount equal to its net income year-to-date plus retained net income for the preceding two
years.

Federal Reserve System. Pursuant to regulations of the Federal Reserve Board, a thrift
ingtitution must maintain non-interest-bearing reserves at the Federal Reserve Bank or in a
pass-through account at a correspondent institution, calculated daily, equal to 3% on the first
$47.6 million of transaction accounts (less a $7.0 million exclusion), and 10% on any
additional amount. The reserves requirement for transaction account deposits in excess of
$47.6 million may be adjusted by the Federal Reserve Board to a level between 8% and 14%.
WSB has consistently met its reserve requirements.

Effective January 9, 2003, the Federa Reserve Board amended its rules governing the
operation of its “discount window,” which provides credit to help depository institutions meet
temporary liquidity needs. The Federal Reserve Board replaced its adjustment credit, extended
at a below-market rate, with primary credit, extended for very short terms at 1% above the
federal funds rate, as a backup facility for financial institutions that are in generally sound
financial condition. This change is intended to reduce the need for Federal Reserve System
review of discount window borrowings and make the discount window a more attractive
alternative when money market liquidity sources tighten. A secondary credit program will be
available for depository institutions that do not qualify for primary credit, at a higher interest
rate level.

Community Reinvestment. In 1977, Congress enacted the Community Reinvestment Act
to encourage depository institutions, including thrifts, to help meet the credit needs of their
entire communities, including low- and moderate-income areas, consistent with safe and sound
banking practices. In implementing the Act, the OTS has subjected “small” depository
institutions, those with less than $1 billion in assets as of the end of either of the two previous
years, to streamlined examinations and reduced data collection and regulatory reporting
requirements, under the Community Reinvestment Act. As a result, WSB qualifies for
streamlined Community Reinvestment Act examinations, based on its present asset size.
Standard Community Reinvestment Act examinations evaluate depository institutions under
lending, investment and community service tests. Streamlined examinations, however, focus on
the lending activities of depository institutions, thereby requiring them to maintain and
aggregate less data for examiners to review to assess performance under the Community
Reinvestment Act.
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Privacy Regulations. All financial institutions, including WSB, are required to, among
other things, establish policies and procedures to restrict the sharing of nonpublic customer data
with nonaffiliated parties at the customer’s request and to protect customer data from
unauthorized access. WSB has developed such policies and procedures for itself and its
subsidiaries and believesit isin compliance with all applicable privacy laws and regulations.

Anti-Money Laundering Compliance. Under Title Il of the USA PATRIOT Act, al
financia ingtitutions, including WSB, are required to take certain measures to identify their
customers, prevent money laundering, monitor customer transactions and report suspicious
activity to U.S. law enforcement agencies. Financial institutions also are required to respond to
requests for information from federal banking regulatory authorities and law enforcement
agencies, and information-sharing among financial institutions is encouraged through an
exemption from the privacy provisions of the Gramm-Leach-Bliley Act, other privacy laws,
and from certain antitrust laws. Financia institutions that hold correspondent accounts for
foreign banks or provide private banking services to foreign individuals are required to take
measures to avoid dealing with certain foreign individuals or entities, including foreign banks
with profiles that raise money laundering concerns. Correspondent accounts with “shell banks,”
defined as foreign banks with no physical presence in any country, are barred altogether. The
Secretary of the Treasury has adopted regulations to implement several of these provisions. All
financia ingtitutions also are required to establish interna anti-money laundering programs.
The effectiveness of afinancial institution in combating money laundering activities is a factor
to be considered in any application submitted by the financial institution under the Bank
Merger Act, which appliesto WSB. WSB hasin place aBank Secrecy Act and USA PATRIOT
Act compliance program, and it engages in very few transactions of any kind with foreign
financial institutions or foreign persons.

Federal and State Taxation

Federal Income Taxation. WSB is generally subject to federal income taxation in the
same manner as a regular corporation. However, as a thrift institution, in computing taxable
income, WSB is permitted to deduct from its gross income each year certain amounts relating
to its reserve for bad debts. Thrift institutions that qualify as small banks may use the
“experience method” to calculate the amount of their bad debt reserve deductions. Under this
method, a bad debt deduction is generally allowed for the amount necessary to increase the
accumulated bad debt reserve to alevel determined on the basis of actual net charge-offs during
the current and preceding five taxable years. For recent taxable years, WSB has elected to use
this method.

Thrifts are required to recapture any excess reserves accumulated after 1987, but the
recapture of any excess reserves accumulated prior to 1988 is deferred until the occurrence of
certain remote contingencies including (i) failure to qualify as a bank for federal income tax
purposes and (ii) distributions to stockholders that are treated as made out of reserves
accumulated prior to 1988. Thrift institutions are given six years to account for any excess
reserves that need to be recaptured, beginning with the first taxable year beginning after
December 31, 1995, and are permitted to delay the timing of this recapture for one or two
years, subject to whether they meet certain residential loan test requirements. WSB is required
under these provisions to recapture excess tax reserves arising after 1987. However, WSB does
not anticipate that such recapture will have a material impact on its financial position or results
of operations, as thisliability has been reflected in WSB’ s financial statements.
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WSB is subject to an alternative minimum tax which is imposed to the extent it exceeds
WSB's regular income tax for the year. The alternative minimum tax is imposed at the rate of
20% of a specially computed tax base ("aternative minimum taxable income"). Included in
this base are a number of preference items and adjustments, including the following: (i)
interest on certain tax-exempt bonds issued after August 7, 1986, and (ii) 75% of the amount by
which its adjusted current earnings exceeds its alternative minimum taxable income (computed
before applying this adjustment and certain net operating losses). Alternative minimum taxable
income may be reduced only up to 90% by net operating loss carryovers but alternative
minimum tax paid that is attributable to most preferences (although not post-August 7, 1986 tax
exempt interest) can be credited against regular tax duein later years.

WSB' s Federal income tax returns for fiscal years 2002 and 2003 are currently under audit
by the Internal Revenue Service. While no material adjustments are anticipated, the valuation
as to the contribution deduction for the easement granted to the Environmental Trust is under
review.

Maryland State Taxation. WSB is taxed in the same manner as commercial banks and
regular business corporations. It is subject to a tax of 7% of its Maryland modified income.
Maryland does not have an alternative minimum tax.

Item 2. Properties

At July 31, 2005, WSB operated five savings branch locations in Bowie, Crofton,
Millersville, Odenton, and Waldorf, Maryland. Space for three of its branches, Millersville,
Odenton and Waldorf, are under long-term leases with third parties. During fiscal 1997, WSB
relocated its corporate, administrative, and accounting offices to a five-story building in Bowie
owned by WSB. At July 31, 2005, all of the Bowie building's residua space was tenant
occupied. WSB also operates eleven mortgage loan origination offices in Maryland, Virginia,
Pennsylvania and West Virginia. Seven offices are located in Maryland, of which three are
located adjacent to the Bowie, Waldorf and Odenton branches. The other four Maryland loan
offices are located in Bethesda, Rockville, Annapolis and North Beach. The Virginia offices are
located in Woodbridge and Fredericksburg. The Pennsylvania office is located in
Mechanicsburg, and the West Virginia office is located in Shepardstown.

Item 3. Legal Proceedings

On July 29, 2005, WSB was natified of suit in John Sullivan v. The Washington Savings
Bank, F.SB., Sephen J. Troese, Randall Robey and the Office of Thrift Supervision (U.S.
District Court for the District of Maryland, Case No. L05-CV2083). The complaint arises out
of the termination of Mr. Sullivan’s employment by WSB, alleges a range of federal and state
statutory and common law claims, and purports to claim compensatory damages in the amount
of $1 million and, in connection with certain tort claims, $5 million in punitive damages, plus
al costs, interests, and attorney's fees. WSB has undertaken to indemnify, and advance
expenses for, its co-defendants, Stephen Troese, a director of WSB, and Randall Robey, an
officer of WSB. On September 19, 2005, WSB filed a motion with the court to dismiss the
complaint on the ground that al claims are subject to arbitration, and in the aternative has
sought to dismiss most claims against it and co-defendants Troese and Robey for failure to state
aclam. WSB believes that its actions to terminate Mr. Sullivan were legally justified. WSB
further believes that it has substantial defenses to each of the claims asserted by Mr. Sullivan,
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and thus is vigorously defending the case. However, at this time WSB is unable to predict the
outcome of this matter or to estimate the amount or range of amounts for which WSB may be
liable in the event of an unfavorable outcome.

On June 14, 2005, OTS and WSB, without WSB admitting that it agreed with the findings
of the OTS, entered into a Stipulation and Consent to the Issuance of an Order of Assessment
of Civil Money Penalty under which the OTS imposed a $100,000 civil money penalty on
WSB based on alleged material breaches of the 2004 Supervisory Agreement and other alleged
unsafe and unsound practices and violations of laws and regulations.

Also on June 14, 2005, the Board of Directors of WSB adopted resolutions at the request
of OTS relating to WSB’s compliance with the 2004 Supervisory Agreement and federal laws
and regulations (the “Resolution”). Among other things, these Resolutions require that: (i)
WSB take actions to ensure compliance with the 2004 Supervisory Agreement and applicable
laws, regulations, and OTS requirements; (ii) take corrective actions to address certain matters
noted in OTS most recent examination report; (iii) take action to bring certain high loan-to-
value construction loans into compliance with regulatory limitations; (iv) revise various loan
policies; (v) revise internal asset review procedures; (vi) improve various loan administration
activities; and (vii) enhance compliance with bank secrecy and other regulatory requirements.

In addition, from time to time, WSB is a party to litigation or administrative proceedings
relating to claims arising from its operations in the normal course of business. Except as
discussed above, management believes that the ultimate resolution of any such litigation or
administrative proceedings currently pending against WSB is unlikely, either individually or in
the aggregate, to have a material adverse effect on WSB's results of operations or financial
condition.

Item 4. Submission of Mattersto a Vote of Security Holders

Not Applicable.

PART Il

Item 5. Market for Registrant's Common Equity, Related Stockholder Mattersand I ssuer
Purchase of Equity Securities

WSB's Common Stock is traded on the American Stock Exchange under the symbol
"WSB". The high and low closing sale prices of WSB's Common Stock for each quarterly
period within the past two years as reported on the American Stock Exchange are listed below:

Price per Share Cash Dividends

2005 2004 Paid per Share
Fiscal Period High Low High Low 2005 2004
1st Quarter $13.57  $10.30 $9.76 $8.80 $0.07 $0.05
2nd Quarter 16.30 12.55 11.09 8.83 0.07 0.05
3rd Quarter 16.02 11.01 10.57 8.93 0.07 0.06
4th Quarter 11.63 8.06 10.48 8.90 0.00 0.06
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As of October 7, 2005, WSB had 322 record holders of its Common Stock.

Cash dividends are subject to determination and declaration by the Board of Directors,
which takes into account WSB's financial condition, results of operations, tax considerations,
industry standards, economic conditions, and other factors, including regulatory restrictions.
However, the ability of WSB to pay quarterly cash dividends will be dependent on earnings,
financial condition and business of WSB, as well as other factors, such as regulatory
requirements. Cash dividends that are declared are paid in a subsequent quarter. For a
discussion of the regulatory restrictions on the declaration and payment of dividends, see
"Business—Supervision and Regulation—Restrictions on Capital Distributions.” WSB is
continuing to evaluate its capital management plan including its dividend policy and has
determined not to declare a dividend in the third or fourth quarter of fiscal 2005. While not
declaring a dividend for these quarters, the Board will review WSB’s dividend practice on a
quarterly basis. The Board believes that the retention of the approximately $1.0 million that
would have been paid these quarters under our historical dividend practice will help WSB
maintain its current “well capitalized” capital level and pursue its business plan and strategic
objectives, which the Board believesisin the stockholders’ long term best interests.

The table below sets forth information as of July 31, 2005:

Equity Compensation Plan Information

Number of securities Number of securities remaining
to be issued upon Weighted average exercise  available for future issuance under
exercise of outstanding price of outstanding equity compensation plans (excluding
Plan Catggory options, warrants and rights  options, warrants and rights  securities reflected in column (a))
(a (b) (c)
Equity compensation plans
approved by security holders:
Non-employee Director's Plan 45,000 $ 4.68
1988 Plan 12,175 551 -
1997 Plan 322,500 3.09 9,000
1999 Plan 428,000 4.12 21,000
2001 Plan 250,875 5.27 402,750
1,058,550 291 432,750
Equity compensation plans not
approved by security holders:
Total 1,058,550 $ 2091 432,750

Item 6. Selected Financial Data

Selected Consolidated Financial and Other Data

The following tables set forth selected consolidated financial information for WSB. The
selected financial condition and operations data have been extracted from WSB's consolidated
financial statements for each of the years in the five-year period ended July 31, 2005. The
selected financial data should be read in conjunction with, and are qualified in their entirety by,
the consolidated financial statements and related notes of WSB contained el sewhere herein.
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Years Ended July 31,

2005 2004 2003 2002 2001
(in thousands except per share and other data)

Selected Financial Condition Data:

Total loansreceivable, net................... $ 440,788 $ 480,718 $ 393,070 $ 202,279 $ 155,177
Mortgage-backed securities ................ - 2,155 842 40,160 56,898
Other investments and other

interest-earning assets(1)................. 67,889 20,057 22,896 37,057 52,921
Total assets.......covvvvveiiiiii e 528,713 521,480 433,032 292,890 277,533
DEPOSIES. .. cv e 413,279 378,285 291,627 209,009 194,127
BOMrOWINGS. .. .. vvvveeeie e ee e 55,900 89,900 96,331 47,900 50,900
Total stockholders equity.................... 55,587 48,808 39,447 32,524 28,808

Years Ended July 31,

2005 2004 2003 2002 2001
(in thousands except per share and other data)

Selected Oper ations Data:

Total interest income...............o.cuveee. $ 41,494 % 32,411  $ 24675 $ 21,262 % 21,484
Total interest expense.............cocceeeens 15,715 12,049 11,224 12,026 13,508
Net interest income................cooeevneee 25,779 20,362 13,451 9,236 7,976
Provision for loanlosses.................... 5,410 1,395 1,265 310 255
Net interest income after provision

forloan1osses..........coovvieiniinennn 20,369 18,967 12,186 8,926 7,721
Loanrelated fees..........covvvvvvininennne 1,540 2,105 2,001 160 180
Gain on sale of loans and mortgage-

related securities and investments... 3,675 2,982 6,427 3,107 969
Other inCome.......c.vviiiiiiii e, 1,769 1,336 1,444 2,377 2,909
Total non-interest income.................. 6,984 6,423 9,872 5,644 4,058
Total non-interest expenses................. 14,324 11,054 11,111 7,438 7,138
Earnings before incometaxes.............. 13,029 14,336 10,946 7,132 4,641
Provision for incometaxes.................. 5,028 5,448 3,409 2,567 1,311
NEt €arnNiNgS. .. ....cuvieieiie e $ 8,001 $ 8888 % 7537 $ 4565 $ 3,330
Ear nings per common share:
Basic earnings per share (2)................ $ 109 $ 125 $ 109 $ 067 $ 0.49
Diluted earnings per share (2).............. $ 098 % 111 $ 098 $ 062 $ 0.48
Aver age shares outstanding:
Average shares outstanding (2)............. 7,369 7,131 6,895 6,855 6,855
Average diluted shares outstanding (2).... 8,196 8,040 7,727 7,357 6,971
Other Data:
Return on average assets..................... 1.48% 2.02% 2.20% 1.58% 1.21%
Return on average equity..................... 15.30% 20.23% 21.15% 14.94% 12.52%
Equity-to-assets ratio.............coceennens 10.48% 9.36% 9.10% 11.10% 10.38%
Cash dividends declared..................... $ 021 $ 022 $ 013 $ 011 $ 0.10
Dividend payout ratio........................ 19.31% 17.70% 12.30% 10.90% 13.47%
Interest ratespread...........cccoveeeveennnn. 4.31% 4.03% 3.64% 2.94% 2.59%
Number of savings branches

at end of period.............cooiii 5 5 5 5 5
Number of mortgage origination offices

at end of period..............ooi 11 11 11 8 6

(1) Other investments and other interest-earning assets include federal funds sold, Federal Home Loan Bank stock, Federal
Reserve Bank deposits, zero coupon bonds, FHLB and FNMA callable paper and Preferred Trust Coupon Bonds.

(2) Adjusted for three-for-two stock split effective April 23, 2003.
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Item 7. Management's Discussion and Analysisof Financial Condition and Results of
Operations

Generd

WSB's 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, borrowings 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. The principal expense to WSB
is the interest it pays on deposits. 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.
WSB's net income is also affected by the level of its other income, including loan related fees,
gain on sale of loans, deposit-based fees, rental income, operations of its service corporation
subsidiary, gains on sales of REO, gains on sales of loans and investment securities as well as
its operating and tax expenses.

Both basic and diluted earnings per share amounts are shown on the Consolidated
Statements of Earnings. However, “basic earnings per share” is utilized in the report’s
narrative when per share amounts are listed, unless otherwise stated. The information provided
for basic and diluted earnings per share reflect the three-for-two stock split that was declared in
fiscal 2003.

Forward Looking Statements

This annual report on Form 10-K contains statements that are forward-looking statements
within the meaning of and pursuant to the safe harbor provisions of the Private Securities
Litigation Reform Act of 1995. A forward-looking statement encompasses any estimate,
prediction, opinion or statement of belief contained in this release and the underlying
management assumptions, including those identified by terminology such as “may,” “will,”
“believe,” “expect,” “estimate,” “anticipate,” “continue,” or similar expressions. Forward-
looking statements are based on current expectations and assessments of potential
developments affecting market conditions, interest rates and other economic conditions, and
results may ultimately vary from the statements made in this report. In addition to expectations,
assessments, and risks described by the Bank in its annual and quarterly reports filed pursuant
to Section 12(b) of the Securities Exchange Act of 1934, WSB’s future results and prospects
may be dependent upon a number of factors that could cause the Bank’s performance to
compare unfavorably to prior periods. Among these factors are: (a) the Bank’s plans to reduce
its concentration in residential construction lending; (b) ongoing review of the Bank’s business
and operations; (c) implementation of changes in lending practices and lending operations; (d)
the Bank’s compliance with the 2004 supervisory agreement with the OTS and any regulatory
actions taken in response thereto; (e) the Board's review of the Bank’s capital management
plan; (f) changes in accounting principles; (g) government legislation and regulation; (h)
changes in interests rates; (i) changes in the economy; (j) credit or other risks of lending
activity; (k) the impact of any legal or regulatory proceedings;, and () other expectations,
assessments and risks that are specifically mentioned in this report, and in such other reports
filed with the OTS.
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Critical Accounting Policies

WSB’s financial statements are prepared in accordance with United States generally
accepted accounting principles (“GAAP’). The preparation of such financial statements
requires management to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses and related disclosure of contingent assets and
liabilities. The financial information contained within WSB’s statements is, to a significant
extent, financial information that is based on measures of the financial effects of transactions
and events that have already occurred. A variety of factors could affect the ultimate value that
is obtained either when earning income, recognizing an expense, recovering an asset or
relieving a liability. Certain policies inherently have a greater reliance on the use of estimates,
assumptions and judgments and as such have a greater possibility of producing results that
could be materially different than originally reported. WSB uses historical loss factors as one
factor in determining an inherent loss that may be present in WSB'’s loan portfolio. Actual
losses could differ significantly from the historical factors that WSB uses. In addition, GAAP
itself may change from one previously acceptable method to another. Although the economics
of WSB’s transactions would be the same, the timing of events that would impact WSB’s
transactions could change.

Management views the allowance for loan losses as a critical accounting policy. The
allowance for loan losses is an estimate of the losses that may be sustained in WSB’s loan
portfolio. The alowance is based on two basic principles of accounting: (i) Statement of
Financial Accounting Standards (“SFAS’) No. 5 “Accounting for Contingencies’, which
requires that losses be accrued when they are probable of occurring and estimable and (ii)
SFAS No. 114 “Accounting by Creditors for Impairment of a Loan”, which requires that losses
be accrued based on the difference between the value of collateral, present value of future cash
flows or values that are observable in the secondary market and the loan balance.

WSB’s alowance for loan losses has three basic components: the specific alowance, the
formula allowance and the non-specific allowance. Each of these components is determined
based upon estimates that can and do change when the actual events occur. The specific
allowance is used to individually allocate an alowance for loans identified for impairment
testing. Impairment testing includes consideration of the borrower's overal financial
condition, resources and payment record, support available from financial guarantors and the
fair market value of collateral. These factors are combined to estimate the probability and
severity of inherent losses. When impairment is identified, then a specific reserve is
established based on WSB'’s calculation of the loss embedded in the individual loan. Large
groups of smaller balance homogeneous loans are collectively evaluated for impairment.
Accordingly, WSB does not separately identify individual consumer and residential loans for
impairment. The formula allowance is used for estimating the loss on those loans internally
classified as high risk exclusive of those identified for impairment testing. The loans meeting
the criteria for special mention, substandard, doubtful and loss, as well as, impaired loans are
segregated from performing loans within the portfolio. Internally classified loans are then
grouped by loan type (commercial, commercial real estate, commercial construction, residential
real estate, residential construction or installment). Each loan type is assigned an allowance
factor based on management’s estimate of the associated risk, complexity and size of the
individual loans within the particular loan category. Classified loans are assigned a higher
allowance factor than non-rated loans due to management’ s concerns regarding collectibility or
management’ s knowledge of particular elements surrounding the borrower. Allowance factors
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grow with the worsening of the internal risk rating. The non-specific formula is used to
estimate the loss of non-classified loans and loans identified for impairment testing for which
no impairment was identified. These loans are also segregated by loan type and allowance
factors are assigned by management based on delinquencies, loss history, trends in volume and
terms of loans, effects of changes in lending policy, the experience and depth of management,
national and local economic trends, concentrations of credit, quality of loan review system and
the effect of external factors (i.e. competition and regulatory requirements). The factors
assigned differ by loan type. The unallocated allowance captures losses whose impact on the
portfolio have occurred but have yet to be recognized in either the formula allowance or the
specific allowance.

Management has significant discretion in making the judgments inherent in the
determination of the provision and allowance for loan losses, including in connection with the
valuation of collateral, a borrower’s prospects of repayment, and in establishing allowance
factors on the formula allowance and nonspecific allowance components. The establishment of
allowance factors is a continuing exercise, based on management’s continuing assessment of
the global factors discussed above and their impact on the portfolio, and allowance factors may
change from period to period, resulting in an increase or decrease in the amount of the
provision or allowance, based upon the same volume and classification of loans. Changes in
allowance factors will have a direct impact on the amount of the provision, and a corresponding
effect on net earnings. Errors in management’ s perception and assessment of the global factors
and their impact on the portfolio could result in the allowance not being adequate to cover
losses in the portfolio, and may result in additional provisions or charge-offs. For additional
information regarding the allowance for loan losses, refer to the discussion under the caption
“Allowance for Loan and REO Losses’ below.

Results of Operations

General. Net earnings for the fiscal year ended July 31, 2005 were $8,001,000, or $1.09
per basic share, compared to $8,888,000, or $1.25 per basic share, for the fiscal year ended July
31, 2004, and $7,537,000, or $1.09 per basic share, for the fiscal year ended July 31, 2003.

WSB's net earnings for the fiscal year ending July 31, 2005, included a $367,000 gain from
the sale of mortgage-backed and investment securities compared to pre-tax gains of $0, and
$879,700 for fiscal years ending July 31, 2004 and 2003, respectively. These gains, net of
taxes, were approximately $242,000, or $0.03 per basic share, for fiscal 2005, compared to
$581,000, or $0.08 per basic share, for fiscal 2003.

WSB’s net earnings for fiscal 2003 was also positively affected by granting to the
Maryland Environmental Trust, a deed of conservation easement on the real estate held for
investment property with an appraised value of $2,145,000 and a carrying value of $506,000,
which resulted in reducing income tax expense by approximately $745,000. The positive net
effect on net earnings was approximately $239,000, or $0.03 per basic share. As noted
previously, in this filing, WSB’s 2002 and 2003 Federal Income tax returns which include the
grant deduction are under review. While, the valuation basis of the grant is being challenged,
management does not anticipate any material changes or adjustments.
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Without giving effect to the above-mentioned after tax securities gains and grant of
conservation easement for fiscal 2003, net earnings would have been $7,800,000, $8,888,000,
and $6,717,000 for fiscal years ending July 31, 2005, 2004 and 2003, respectively.

The decrease in net earnings for fiscal 2005, as compared to fiscal 2004, was primarily the
result of a $4.0 million increase in the provision for loan losses. Refer to “MD&A- Results of
Operations- Allowance for Loan and REO Losses’ below for further discussion of loan loss
provision. Net interest income increased $5.4 million, or 27% which partialy offset the 29%
increase in non-interest expense. The increase in net interest income is primarily due to
increases in the average volume of WSB’ s interest earnings assets. The increase in non-interest
expenses is the result of an increase in salaries and benefits as well as professional services.

The $6.9 million increase in net interest income for fisca 2004 as compared to fiscal
2003, was primarily due to a higher volume of interest earning assets and a lower cost of funds
on WSB’s interest bearing liabilities, which resulted in an increased interest rate spread. Non-
interest income, excluding the MBS and investment security gains, decreased $2.6 million
during fiscal 2004 primarily due to a decrease in gain on sale of loans. Non-interest expenses
remained stable for fiscal year 2004, compared to fiscal year 2003.

Another significant factor affecting earnings during the past three years has been in the
gain on sale of loans. Gain on sale of loans was $3.3 million for the year ended July 31, 2005,
compared to $3.0 million for 2004, a $300,000 or 11% increase. The increase in realized gains
for fiscal 2005 is primarily the result of the current interest rate environment on mortgage
loans, which resulted in a dlight increase in the amount of gain on sales of loans sold in the
secondary market. The decrease on the gain on sale of loans for fiscal 2004 was $2.6 million,
or 46%, over the gain on sale of loans for fiscal 2003. The decrease in realized gains for fiscal
2004 was primarily attributable to the decrease of loans originated for sale in the secondary
market compared to fiscal 2003.

During the past three fiscal years, WSB increased its loan origination volume in response
to the level of mortgage financings. Because the mortgage banking activity is very sensitive to
mortgage interest rates, there can be no assurance that these levels of gains will be achieved in
future periods.

Regulatory Actions. In March 2004, WSB entered into a supervisory agreement with the
OTS that addressed a number of supervisory issues (2004 Supervisory Agreement”). Also on
June 14, 2005, the Board of Directors of WSB adopted resolutions at the request of OTS
relating to WSB’s compliance with the 2004 Supervisory Agreement and federal laws and
regulations (the “Resolution”). See “Business, Item 1, Supervision and Regulation” for more
detail information.

As the result of the foregoing regulatory development and continued review by the Board
and management of WSB’s loan portfolio and lending programs, WSB is in the process of
making significant changes to its loan portfolio, including reducing volumes of certain
categories of constructions loans and certain other loans that may have more “speculative’
characteristics in addition to enhancing credit standards. These changes are anticipated to
result in near-term reductions in loan volumes. As described in the discussion of the alowance
for loan losses, (Refer to “MD&A- Results of Operations- Allowance for Loan and REO
Losses’ for further discussion of loan loss provision), WSB has made significant increases in
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its provision for loan losses compared to prior periods. Thus, as the result of one or more of
these factors, management expects that WSB’s operating performance in subsequent quarters
may compare unfavorably to operating performance in previous quarters.

Average Balances. The following table sets forth, for the periods indicated, information
regarding: (i) the total dollar amounts of interest income from interest-earning assets and the
resulting average yields; (ii) the total dollar amounts of interest expense on interest-bearing
liabilities and the resulting average costs; (iii) net interest income; (v) interest rate spread; (v)
average interest-earning assets and the total yield earned on average interest-earning assets,
(vi) average interest-bearing liabilities and the total percentage cost of average interest-bearing
liabilities; and (vii) the ratio of total interest-earning assets to total interest-bearing liabilities.
Average balances, yields, and costs are calculated on the basis of month-end averages (except
deposits, which are on the basis of daily averages) for al periods through July 31, 2005.

Weighted average yields and costs at July 31, 2005 are aso indicated. Non-accrual loans
are included in total loan balances, lowering the effective yield for the loan portfolio in the

aggregate.

Y ear Ended July 31,

2005 2004 2003

Average Yield/ Average Yield/ Average Yield/
Baance Interest Cost Balance Interest Cost Balance Interest Cost
(dollars in thousands)
Interest-earning assets:

LOBNS ...evreerreeeerressreereee e $497,999  $40,345 8.10% $407,332 $31,554 7.75%  $290,537  $22,577 7.77%
Mortgage-backed securities......... 1,690 102 6.03 2,092 122 5.83 17,717 928 5.24
Investment securities (excluding

MBS) ..ot 11,110 645 5.80 9,705 624 6.44 14,445 1,024 7.09
Other interest-earning assets........ 14,460 402 2.78 11,190 111 .99 11,424 146 1.28
Total interest-earning assets (1).. $525,259 41,494 7.90 $430,319 32,411 7.52 $334,123 24,675 7.39

Interest-bearing liabilities:

DEPOSITS. ... $401,828 12,281 3.06 $320,331 9,360 292 $228,211 8,363 3.66
Other borrowings ..........ccovuevenene. 60,739 3434 4.14 67,572 2,689 3.98 74,482 2,862 3.84
Total interest-bearing

Liabilities (1) .o $462,567 15,715 3.60 $387,903 12,049 3.49 $302,693 11,225 3.75

Net interest income/interest

rate spread (2)......covveerrerieerrennns $25,779 4.30% $20,362 4.03% $13,450 3.64%
Net yield on interest-earning
BSSELS (3) v 4.91% 4.73% 4.03%

Ratio of interest-earning
assetsto interest-bearing
[18DIItIES. ..o 113.55% 110.93% 110.38%

(1) Thisisaweighted averageyield.

(2) Interest-rate spread is the arithmetic difference between the average yield on interest-earning assets
(expressed as a percentage) and the average cost of interest-bearing liabilities (expressed as a percentage).

(3) Netyield oninterest-earning assetsis the ratio of net interest income to average interest-earning assets.
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Rate/Volume Analysis. The following table shows, for the periods indicated, the changes
in interest income and interest expense attributable to: (i) changes in volume (change in volume
multiplied by prior period rate); and (ii) changes in rate (change in rate multiplied by current
period volume).

Y ear Ended July 31,

2005 v. 2004 2004 v. 2003
Increase (Decrease) Increase (Decrease)
Dueto Dueto Dueto Dueto
Volume Rate Net Volume Rate Net

(dollars in thousands)
Interest |ncome:

LOBNS(L)... v e e $ 7027 $ 1764 $ 8791 $ 9074 $ (97) $ 8,977
Mortgage-backed securities............... (23) 3 (20) (819) 13 (806)
Investment securities ..................... 90 (69) 21 (336) (64) (400)
Other interest-earning assets............... 32 259 291 (3) (32) (35
Total interest income...................... 7,126 1,957 9,083 7,916 (180) __ 7,736
Interest Expense:

DEPOSITS. .. ..ot e 2,380 541 2,921 3,372 (2,375) 997
Other borrowings...........ccco e (272) 1,017 745 (265) 92 (173)
Total interest expense..................... 2,108 1,558 3,666 3,107 (2,283) 824
Increasein net interest income.......... $ 5018 $ 399 $ 5417 $ 4809 $ 2103 $ 6912

(1) Includes approximately $2,883,000, $1,802,000 and $1,305,000 of loan fees earned for fiscal 2005, 2004 and
2003, respectively.

Net Interest Income. During fiscal 2005, net interest income increased $5.4 million, or
26.60%, to $25.8 million from $20.4 million in fiscal 2004. This increase is primarily due to
increases in the average volume of interest earnings assets. For the year ended July 31, 2005,
the average balance of WSB’s total interest-earning assets increased to $525.3 million from
$430.3 million for the year ended July 31, 2004. The average balance increase in interest-
earning assets was primarily due to an increase in the average loan held-for-investment
portfolio, primarily in construction loans. The average yield on WSB’s interest-earning assets
for the year ended July 31, 2005 increased to 7.91% from 7.52% for the year ended July 31,
2004. Theincrease in the average yield is the result of higher average balances of high yielding
loans, which included construction loans.

The average balance of interest-bearing liabilities increased to $462.6 million for the year
ended July 31, 2005 as compared to $387.9 million for the year ended July 31, 2004, due to an
increase in WSB'’s deposits. Much of this increase is due to increased time deposits. These
funds were used primarily to fund WSB loan originations. As aresult of dlightly higher interest
rates on deposits and borrowings, the average cost of interest-bearing liabilities increased to
3.60% in fiscal 2005 from 3.49% in fiscal 2004. At July 31, 2005, 2004 and 2003, WSB'’stime
deposits were $338.3 million, $282.1 million and $207.7 million, respectively, and the
corresponding interest expense on these deposits was approximately $11.5 million, $8.5 million
and $7.5 million, respectively. This total at July 31, 2005, included 36 accounts totaling
approximately $123.1 million of deposits received through brokers. These funds were primarily
used to fund loan originations. These brokered accounts consist of individual accounts issued
under master certificates in the broker's name. These types of accounts meet the FDIC
requirements and are federally insured. The interest rates on these brokered deposits are similar
to WSB'’ s posted rates or |ess than the borrowed fund rates for similar terms.
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During fiscal 2004, net interest income increased $6.9 million, or 51.38%, to $20.4 million
from $13.5 million in fiscal 2003. The increase was primarily due to an increase in the average
volume of interest earning assets. The average balance increase in interest earning assets was
primarily due to an increase in construction loans, which offset the decrease in MBS and
investment securities.

Allowance for Loan and REO Losses. WSB'’s loan portfolio is subject to varying degrees
of credit risk. WSB seeks to mitigate through portfolio diversification, limiting exposure to any
single customer, or industry. WSB maintains an allowance for loan losses (the “allowance”) to
absorb losses inherent in the loan portfolio. The allowance is based on periodic review and
evaluation of the loan portfolio. The methodology for assessing the appropriateness of the
allowance includes. (1) aformula allowance reflecting historical losses by credit category, (2)
the specific allowance for risk rated credits on an individual or portfolio basis, and (3) a non-
specific alowance which considers risk factors not evaluated by the other two components of
the methodology. The amount of the allowance is reviewed monthly by the Loan Committee,
and reviewed and approved monthly by the Board of Directors.

The allowance is increased by provisions for loan losses, which are charged to 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. WSB makes provisions for loan losses in amounts necessary to maintain the
allowance at an appropriate level, as established by use of the allowance methodology. Under
the methodology, WSB considers trends in credit risk against broad categories of homogenous
loans, as well as loan by loan review of loans criticized or classified by management. The
provision for loan losses was $5,410,000 in 2005 compared to $1,395,000 in 2004. This
significant increase in the provision was the result of the following reasons identified and
occurring during the fiscal year:

e WSB’s loan loss experience increased, primarily in the construction loan
portfolio. Delays in the permitting process and construction delays are
impacting construction budgets causing significant cost overruns. WSB believes
that recent increases in construction material costs are straining our construction
loan customers, many of which are depleting personal liquidity to carry and
finish construction with budget overruns.

e WSB is experiencing increased construction defaults by contractors which have
left borrowers involved in protracted legal cases seeking recovery against their
contractors, with inadequate financial means to complete the construction due to
additional costs associated with the contractors default, and rising construction
costs. WSB believes that many contractors are experiencing liquidity problems
due to rising construction costs exceeding budgeted levels with the greatest
impact being felt by small contractors who do not have the buying power to lock
in material costs during construction. Because many of WSB’s portfolio
construction loans are susceptible to price increases during construction and
construction overruns, WSB is experiencing greater loan | oss.

e WSB experienced a construction residential loan default of a unique, limited
marketability house during the fourth quarter of fiscal 2005. This loan resulted
in an increase of approximately $744,000 in provisions for the fourth quarter of
2005. WSB isworking with the customer to resolve the outstanding issues.
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e WSB discovered environmental issues involving a $297,000 loan in its
construction portfolio during the third quarter of fiscal year 2005. WSB is
working with the borrower to identify, and mitigate the environmental issues;
however, WSB has recognized the impairment based on the underlying
collateral value of the loan, and the fact that liability may convey to WSB if it
were to foreclose on the loan.

e WSB’sloss experience in the last two quarters of the fiscal 2005 is significantly
affecting the historical loss factors utilized in providing for losses within its
homogenous loan poolsin its portfolio.

e Asaresult of an analysis of its current portfolio, WSB identified the following
factors which have resulted in increasing the loss allocation percentages to
internally classified loans. a) increased delinquencies, b) rising interest rates, c)
increased defaults, and d) concerns over its construction loan portfolio
especialy in the non-owner occupied residential construction segment.

Management is intent on maintaining a strong credit review system and risk rating process.
Management believes its evaluation as to the adequacy of the allowance as of July 31, 2005 is
appropriate, however, provisions for this past quarter and fiscal year are not necessarily
indicative of future provisioning. Subjective judgment is significant in the determination of the
provision and allowance for loan losses, manifested in the valuation of collateral, a borrower’s
prospects of repayment, and in establishing allowance factors and components for the formula
allowance for homogeneous loans. The establishment of allowance factors is a continuing
exercise, based on management's assessment of the factors and their impact on the portfolio,
and that alowance factors may change from period to period, resulting in an increase or
decrease in the amount of the provision or alowance, based upon the same volume and
classification of loans. A time lag between the recognition of 1oss exposure in the evaluation of
the adequacy of the allowance and aloan’s ultimate resolution and or charge-off is normal and
to be expected. Future additions to the allowance may be necessary based on changes in the
credits comprising the portfolio and changes in the financial condition of borrowers, such as
may result from changes in economic conditions. 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.

Management has developed a comprehensive review process to monitor the adequacy of
the allowance for loan losses. The review process and guideline were developed utilizing
guidance from federal banking regulatory agencies and relies on relevant observable data. The
observable data considered in the determination of the allowance is modified if other more
relevant data becomes available. The results of this review process support management’s
view as to the adequacy of the alowance as of the balance sheet date. Please refer to the
discussion under the caption, “Critical Accounting Policies’ in this section for an overview of
the underlying methodology management employs on a monthly basis to maintain the
allowance.

Changes in estimation methods may take place based upon the status of the economy, and
as such the estimate of the value of the property securing loans and as a result, the alowance
may increase or decrease. Future adjustments could substantially affect the amount of the
allowance.
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Management believes that the allowance reflects its best estimate of the losses existing
within the $428.6 million loans held-for-investment portfolio as of the balance sheet date. The
$19.6 million loans held-for-sale portfolio has already been committed to be purchased by
investors and is normally settled within 30 days. Anaysis of WSB’s history of sold loans
indicates that no credit |osses have been realized after the sale of loans.

As of July 31, 2005, the alowance increased by $3,822,000, or 109.1%, to $7,326,000
from $3,503,000 at July 31, 2004. Most of this change was attributable to unfavorable trends
within the loan portfolio including an increase in internally criticized loans, increased
delinquency levels and net charge-offs, particularly in the construction loan portfolio. During
fisca 2005, approximately $1.6 million was charged-off. Of this total, $869,000 was
construction loans, $332,000 was mortgage residential loans and $399,000 was land and
consumer loans. The risks associated with construction lending are considered to be greater
than traditional residential mortgage lending.

At July 31, 2004, the allowance increased by $1,269,000, or 56.8%, to $3,503,000 from
$2,234,000 at July 31, 2003. This increase was attributable to a higher volume of construction
loans. The construction loan portfolio grew by 59% over the period to $226.4 million from
$142.1 million. During fiscal 2004, WSB charged-off $164,000 of which $96,000 was
construction loans, $65,000 was mortgage residential loans and $3,000 in consumer |oans.

Provision for REO loan losses were $20,000 for fiscal year 2005, compared to $7,000 and
$16,000 for fiscal 2004 and 2003. The $40,000 balance and an additional $7,000 was expensed
during fiscal 2004 and a $20,000 expense was recorded in fiscal 2005 for REO property with a
fair value less than the original estimate. The value of REO property held due to foreclosures
at July 31, 2005, 2004 and 2003, were $1.3 million, $690,000 and $487,000, respectively,
which was net of reserves for REO losses of $0, $0 and $40,000. The REO properties consist
of $1.2 million in residential construction loans and $127,000 in residential single-family loans.
Management is actively seeking buyers for these properties.

During fiscal 2003, WSB granted a deed of conservation easement on undevel oped
property that had been previoudy classified as “Red-estate held for investment”, to the
Maryland Environmental Trust. At the time of the grant, the investment property had an
appraised value of $2.1 million. Prior to the granting of the easement, the property had a
carrying balance of $506,000.

The following table sets forth information as to non-accrual loans. WSB generally
discontinues the accrual of interest on loans after the delinquency of more than four monthly
payments, or when in the opinion of management, that the complete recovery of principal and
interest is unlikely, at which time all previously accrued but uncollected interest is reversed
from income.
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At duly 31,
2005 2004 2003 2002 2001
(dollarsin thousands)

Loans accounted for on a non-accrual basis:
Mortgage loans:

Single family $ 1482 $ 1586 $ 1,412 $ 727 $ 408

Land 1 1 - 133 -

Construction 4,001 424 520 62
Non-mortgage loans:

Consumer 12 - 21

Non-residential 199 - - - -
Total non-accrual loans 5,695 2,011 1,953 922 408

Accruing loans which are contractually
past due more than four months but with current payments:
Mortgage loans:

Single family 575 - -

Construction 522 1,592 -
Non-mortgage loans:

Consumer - - -

Non-residential 292 - -
Total accruing loans more than four months past due 1,389 1,592 -
Total non-performing loans 7,084 3,603 1,953 922 408
Foreclosed real estate 1,296 690 487 437 475
Total non-performing assets $ 8380 $ 4293 $2440 $ 1359 $ 883

Total non-accrual and accrual loans to total
|oans held-for-investment 1.96% 0.77% 0.66% 0.49% 0.28%

Allowance for loan losses to total non-performing loans
(including loans contractually past due more than four months)  103.42% 97.22% 114.43% 159.44% 290.07%

Total non-accrual and accruing loans more than
four months due to total assets 1.34% 0.69% 0.45% 0.31% 0.15%

Total non-performing assets to total assets 1.59% 0.82% 0.56% 0.46% 0.32%

Total non-accrual loans increased by 183.19% to $5,695,000 at July 31, 2005, compared
to $2,011,000 at July 31, 2004. This increase is largely the result of multiple residentia
construction loans to an individual borrower of approximately $2.0 million that defaulted
during the fourth quarter of fiscal 2005 with the borrower seeking bankruptcy protection.

Total accruing loans more than three months past due decreased $200,000 to $1.4 million
in fiscal 2005, compared to $1.6 million and were comprised of approximately $522,000 in
construction loans that are not contractually current. Although these loans have current
payments, the maturity dates have expired and a request for an extension needs to be formally
filed on their current contract to extend the maturity date to make the loan current.
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The following table sets forth information as to loans defined as delinquent (three
payments past due) on which WSB continued to accrue interest.
At July 31,
2005 2004 2003 2002 2001
(dollars in thousands)

L oans past due (three payments past due):
Mortgage loans:

Single family $ 3303 $1841 $1065 $ 515 $ 548
Land - 27 115 143 125
Construction 2,253 3,678 387 187 456
Non-mortgage |oans:

Commercia - - 60 - -
Consumer 24 - - 10 1
Total past due loans $ 5580 $5546 $1627 $ 855 $ 1,130

Of the $2.3 million in past due construction loans, $1.8 million, or 32% of total past due
loans, are loans that have current payments but are administratively past due. The maturity
dates on these loans have expired and a request for an extension needs to be formally filed on
their current contract to extend the maturity date to make the loan current.

The following table set forth information as to the allowance for loan losses:

Y ear Ended July 31,
2005 2004 2003 2002 2001
(dollars in thousands)

Average loans held for investment $478,677 $382575 $254,916 $156,504 $140,349

Total gross loans outstanding-
held for investment at year end  $428,549 $469,524 $297,404 $188,840 $ 144,873

Allowance, beginning of year $ 3503 $ 2234 $ 1469 $ 1,184 $ 1,077
Provision for loan losses 5,410 1,395 1,265 310 255
Charge-offs
single family (332) (65) (61) (€] (55)
construction (869) (96) (402) (42) (80)
other (399) ©) (44) (7 (16)
(1,600) (164) (507) (50) (151)
Recoveries:
single family 11 32 - - -
construction - - - 25 -
other 2 6 7 - 3
Net charge-offs (1,587) (126) (500) (25) (148)
Allowance, end of year $ 7326 $ 3503 $ 2234 $ 1469 $ 1,184
Allowance as a percentage of total
gross loans-held for investment 1.71% 0.75% 0.75% 0.78% 0.82%
Net charge-offs as a percentage of
average loans 0.33% 0.03% 0.20% 0.01% 0.11%
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Although WSB'’s loan held-for-investment portfolio decreased $41 million, or 8.7% as of
July 31, 2005, WSB'’s average loans increased by 25.1% for fiscal year 2005, compared to
fiscal year 2004. WSB'’s past due loans on which WSB continues to accrue interest remained
stable, compared to the prior year.

Non-Interest Income. Total non-interest income for the years ended July 31, 2005, 2004,
and 2003 was $7.0 million, $6.4 million and $9.9 million, respectively. Prior to giving effect to
sales of MBS and investment securities during each of the respective periods, adjusted non-
interest income was $6.6 million, $6.4 million and $9.0 million for fiscal years 2005, 2004,
and 2003, respectively.

Loan related fees currently being recognized in non-interest income are primarily late fees,
document preparation fees, tax service fees and construction inspection fees. Gain on sale of
loans includes servicing release fees and discount points earned on loans sold. Other income
includes primarily fees from WSB's deposit-based operations.

The $194,000, or 3.0%, increase in adjusted non-interest income in fiscal 2005, compared
to fiscal 2004, was primarily due to an increase in the gain on sale of real estate acquired in
settlement of loans and the gain on sale of loans which offset the decrease in loan related fees
and rental income. Gain on sale of loans increased $326,000 due to the current interest rate
environment and premiums earned on mortgage loans sold in the secondary market. WSB
originated approximately 1,625 loans that were sold in the secondary market totaling $320.5
million during fiscal 2005, compared to 1,856 loans totaling $351.8 million during fiscal 2004.
Gain on sale of real estate acquired in settlement of loans increased $494,000, due primarily to
the sale of the lot that WSB retained from the real estate held-for-investment property donated
to the Maryland Environment Trust during fiscal 2003, as well as eight Other Real Estate
Owned (“OREQ”) properties. The gain of $138,000 on the sale of building lots and homes is
the result of the completion of ahouse built through WSB’s subsidiary, WSB, Inc.

The $2.6 million decrease in adjusted non-interest income in fiscal 2004 compared to
fiscal 2003 was primarily due to decreases in gain on sale of loans. Gain on sale of loans
decreased $2.6 million due to the decrease in the volume of loans originated for sale during
fiscal 2004 as compared to fiscal 2003. WSB originated approximately 1,856 loans that were
sold in the secondary market in fiscal 2004, compared to 2,839 loans in fiscal 2003.

Non-Interest Expenses. Non-interest expenses were $14.3 million, $11.0 million, and
$11.1 million for the years ended July 31, 2005, 2004, and 2003, respectively.

The $3.3 million increase in non-interest expenses during fiscal 2005 as compared to fiscal
2004 was primarily due to increases of $1.8 million in salaries and benefits and $937,000 in
professional services and $280,000 increase in other expenses, such as courier service,
telephone, repairs and installation, and other operating expenses. The increase in salaries and
benefits is associated with loan production commissions and staffing increases for loan
operation support. The increase in professional services is the result of additional expenses
associated with preparation for the required Sarbanes-Oxley Act Section 404 certifications,
FDICIA controls and reporting, as well as compliance under the Supervisory Agreement
between WSB and the OTS.
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During the first quarter of fiscal 2003, WSB granted a deed of conservation easement on
the real estate held for investment property with an appraised vaue of $2.1 million and a
carrying balance of $506,000 to the Maryland Environmental Trust. The $506,000 was
included in donation expense in fiscal year 2003.

The $57,000 decrease in non-interest expenses during fiscal 2004 as compared to fiscal
2003 was primarily due to decreases of $78,000 in salaries and benefits, $497,000 in donations,
offsetting the $104,000 increase in occupancy expense and $226,000 increase in other expenses
such as, courier services, telephone, and repairs and instalations. Most of these fiscal 2004
increases related to costs associated with the openings of new loan origination offices.

Income Taxes. Although WSB has generally provided for income taxes at substantially
equivalent statutory rates, the tax effects of certain operations have caused variances in WSB's
overall effective tax rates from year to year. As aresult, WSB's effective tax rates for fiscal
2005, 2004, and 2003 were 38.6%, 38.0%, and 31.1%, respectively. The reduction in the
effective tax rate for 2003, compared to 2005 and 2004, was primarily the result of the deed of
conservation easement granted to the Maryland Environmental Trust on the real estate held for
investment.

Financial Condition and Liquidity.

General. WSB has generally sought to lengthen its deposit maturities and decrease the
effect of short-term interest rate swings through its pricing of its CDs. WSB advertises its
lower-cost NOW accounts and offers fee-free checking incentives, an overdraft protection
program, a variable money market savings account priced to current interest rates and the
advantages of customer access to ATM networks. See "Quantitative and Qualitative
Disclosures About Market Risk—Asset and Liability Management.”

Total assets were $528.7 million at July 31, 2005 as compared to $521.5 million at July
31, 2004. The $7.2 million, or 1.4%, increase in assets during fiscal 2005 was principally
attributable to an increase in Federal Funds offset by decreases in the loan portfolio balances.
Liabilities increased dlightly by $454,000, or .09%, to $473.1 million at July 31, 2005 as
compared to $472.7 million at July 31, 2004, as aresult of an increase of $35 millionin WSB’s
total deposits, offset by the $34 million decrease in other borrowings.

Liquidity. WSB must meet requirements for liquid assets and for liquidity described in
"Part I, Item 1, Business—Supervision and Regulation—Liquidity Requirements.” As of June
30, 2005, WSB's long-term average daily balance of liquid assets was $42.1 million, exceeding
the $16.3 million balance required. WSB maintains funding facilities with correspondent banks
and the Federal Home Loan Bank of Atlanta. Management anticipates further increases in its
liquidity position as further runoff in the construction loan portfolio outpace loan originations.
Management has begun investing excess cash liquidity in investment grade securities which
offer aready source of collateral for secured borrowings under existing credit facilities.

Contractual Obligations. The following table lists WSB’s contractual obligations as of
July 31, 2005. Off-balance sheet financia instruments include commitments to extend credit,
standby letters of credit, long-term borrowings, time deposits, operating lease obligations and
financia guarantees. See Footnote 14 in our notes to consolidated financial statements
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contained elsewhere in this report for a complete description of off-balance sheet financial
instruments.
Payments due by period
(dollars in thousands)

Lessthan 1 More than 5
Tota year 1-3years  3-5years years

Commitments to extend credit $ 4019 $ 4019 % - % - $ -
Long-term debt 55,900 - 15,000 40,900
Stand by letters of credit 1,890 1,890 - - -
L ease commitments 994 - 374 588 32
Deposits 338,251 88,976 119,222 130,053 -
Service contracts 370 370 - -

Total $ 401424 $ 95255 $ 119596 $ 145641 $ 40932

Capital. Current statutory provisions and OTS regulations establish standards for capital,
require subsidiaries of a federally-chartered thrift institution to be separately capitalized, and
require investments in and extension of credit to any subsidiary engaged in activities not
permissible for a national bank to be deducted in the computation of an institution's regulatory
capital. These regulations have affected WSB and its service corporation subsidiary, which is
engaged in real estate development and construction activities. Therefore, for regulatory
capital calculations, WSB was required to deduct $542,500 from its assets and the $414,700
investment in its subsidiary from capital due to the subsidiary's real estate development and
construction activities. In addition, WSB's regulatory risk-based capital reflects an increase of
$8,100, while its regulatory assets reflect an increase of $12,300; both of which represent
unrealized gains (after-tax for capital deductions and pre-tax for asset deductions, respectively)
on MBS classified as available-for-sale. See "Part I, Item 1, Business- Supervision and
Regulation”, "Part I, Item 1, Business—Subsidiaries’ and Note 12 of Notes to Consolidated
Financial Statements contained in “Part I, Item 8" of this report. The minimum regulatory
capital and ratios required, WSB's actual regulatory capital and ratios, and the amount by which
WSB's ratios exceed the minimum regulatory requirements, as of July 31, 2005, are as follows:

Regulatory WSB's Excess of
Capital Category Ratios Required WSB's Ratios — Requirements Calculations Based Upon
Leverage $21,127,321 $ 55,180,738 $34,053,417 $ 55,180,738 Regulatory Capital
4.00% 10.45% 6.45% $ 528,183,028 Regulatory Assets
Tangible $7,922,745 $ 55,180,738 $47,257,993 $ 55,180,738 Regulatory Capital
1.50% 10.45% 8.95% $ 528,183,028 Regulatory Assets
Risk-Based $33,461,638 $ 60,409,119 $26,947,481 $ 60,409,119 Regulatory Capital
8.00% 14.44% 6.44% $ 418,270,475 Risk-Weighted Assets

WSB's management believes that under current regulations, WSB will continue to meet its
minimum capital requirements for the foreseeable future. However, events beyond the control
of WSB, such as changes to market interest rates or a downturn in the economy in areas where
WSB has most of itsloans, could adversely affect future earnings and, consequently, the ability
of WSB to meet its future minimum capital requirements. See “Part I, Item 1, Business —
Restrictions on Capital Distributions’ for more detail on cash dividends.
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Impact of Inflation and Changing Prices

The Consolidated Financial Statements of WSB and related notes presented elsewhere
herein have been prepared in accordance with accounting principles generally accepted in the
United States of America ("GAAP"), which require the measurement of financial position and
operating results in terms of historical dollars without considering changes in the relative
purchasing power of money over time due to inflation.

Unlike those of many industries, most of the assets and liabilities of financial institutions
such as WSB are monetary in nature. Monetary items, which are those assets and liabilities
that are convertible into a fixed number of dollars regardless of changes in prices, include cash,
investments, loans and other receivables, savings accounts, short-term and long-term debt and,
in WSB's case, most of its other liabilities. Virtually all of WSB's assets and liabilities are
monetary in nature. Inflation has had an immaterial effect on WSB's operations in the three
most recent fiscal years.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Market Risks

Management of WSB considers interest rate risk (“IRR”) and credit risk as the two most
significant factors impacting WSB’s financial performance. WSB currently utilizes no
derivatives to mitigate its credit risk, relying instead on loan review and an adequate loan loss
reserve. WSB’s exposure to IRR is reviewed on at least a quarterly basis by the Board of
Directors and management, and is measured in accordance with OTS Thrift Bulletin No. 13a
using interest rate sensitivity analysis, including NPV and net interest income under various
interest rate scenarios.

The OTS provides al ingtitutions that file the Consolidated Maturity Rate Schedule
(“CMR") as part of their quarterly thrift financial reports with a quarterly interest rate
sensitivity report of NPV. The NPV is defined as the present value ("PV") of expected cash
flows from existing assets, less the PV of expected cash flows from existing liabilities, plus the
PV from existing off-balance sheet contracts. In addition to the discounted cash flow analysis,
the OTS simulator model also employs an option-based pricing approach to measuring the
interest rate sensitivity of the NPV. Per the OTS interest rate risk exposure report, WSB’s
sensitivity measure, or decline in the NPV ratio, at June 30, 2005 was 248 basis points,
compared to 59 basis points at June 30, 2004. While a significant change in the sensitivity
measure has been experienced in the past year, 189 basis points, we remain within the minimal
risk category due to our high concentration in short term construction loans. The construction
loan portfolio growth is limited by the effect of the OTS agreement and this may have an
impact on WSB’s NPV ratio in the future. WSB relies on the OTS model and does not prepare
its own model.

WSB management uses an internally-prepared net interest income model to measure the

effect on net interest income of different interest rate scenarios applied to anticipated levels and
mixes of assets and liabilities.
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The following table compares the calculated estimates of change in NPV and net interest
income as of June 30, 2005 to current limits established by management and approved by the
Board of Directors. All changes are measured as percentage changes from the values of
projected NPV and net interest income at current interest rates.

Percentage Change In

Net Portfolio Value
Net Interest Income asa% of PV of Assets
Basis Point Change Minimum oTS
In Market Rates Board Limits Projected Change | Board Limits Projected Change

+300 -40% +28% 5% 15%
+200 -30% +19% 6% 15%
+100 -20% + 9% 7% 14%
Current 0% - 8% 13%
-100 -20% - 9% 9% 12%
-200 -30% -19% 10% 11%
-300 -40% -28% 11% N/A

The models utilized to produce the table presented above employ numerous assumptions,
including relative levels of market interest rates, asset prepayments and the decay rate of
deposits. The actual affects of real interest rate changes may differ from the forecasted affects
of hypothetical interest rate changes and should not be relied upon as indicative of actual future
results. Further, the computations do not contemplate actions that management and the Board
of Directors may undertake in response to changesin interest rates.

Asset and Liability Management

Management recognizes that WSB’s profitability is dependent to a large extent upon its
net interest income, which in turn is dependent upon the achievement of a positive interest rate
spread that can be sustained during fluctuations in prevailing interest rates. Interest rate
sensitivity is a measure of the difference between amounts of interest-earning assets and
interest-bearing liabilities which either reprice or mature within a given period of time. The
difference, or the interest rate repricing “gap”, provides an indication of the extent to which an
ingtitution’s interest rate spread will be affected by changes in interest rates. A gap is
considered positive when the amount of interest rate sensitive assets exceeds the amount of
interest rate sensitive liabilities, and is considered negative when the amount of interest rate
sensitive liabilities exceeds the amount of interest rate sensitive assets. Generally, during a
period of rising interest rates, a negative gap would adversely affect net interest income, while
a positive gap would result in an increase in net interest income. Conversely, during a period
of falling interest rates, a negative gap would result in an increase in net interest income, while
a positive gap would negatively affect net interest income.

The following table sets forth the amounts of WSB'’s interest rate sensitive assets and

liabilities at July 31, 2005 which are anticipated, based upon certain assumptions, to reprice or
mature in each of the time periods shown:
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1Year

orLess

Total interest rate sensitive assets............. $302,447

Total interest rate sensitive liabilities....... 81,179

Positive (negative) gap........ccoevereeerveen $221,268
Ratio of positive (negative) gap to total

BSSELS. ...t 41.9%

Cumulative positive (negative) gap .........
Ratio of cumulative positive (negative)
gap to total assetS......cveveeeceveeierene,

Maturing or Repricingin

1-3 35 More than
Years Years 5Years Total
(dollars in thousands)
$ 95,440 $ 48,020 $ 69,242 $515,149
137,574 148,645 102,422 469,820
$(42,134) $(100,625) $(33,180) $ 45,329
(8.0)% (19.00% (6.3)% 8.6%
$179,134 $ 78,509 $ 45,329
33.9% 14.8% 8.6%

As indicated in the table above, WSB'’s baance sheet reflects a positive gap of $221.3
million in the one year or less time period, and a negative gap of $42.1 million in the one to
three year time period, resulting in a cumulative positive gap of $179.2 million for the

combined interval of three years or less.

WSB has historically funded long term mortgage loans and MBS investments with long
term CD’s. Management of WSB believes that the effective maturity of its mortgage loan
would be substantially less than the contractual maturities of the underlying loans, thus
approximately matching the maturity intervals of both the interest rate sensitive assets and

liabilities.
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STEGT

& C OMPANY

CERTIFIED PUBLIC ACCOUNTANTS AND
MANAGEMENT CONSULTANTS SINCE 1815

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Audit Committee of the

Board of Directors and Stockholders of
The Washington Savings Bank, F.S.B.
Bowie, Maryland

We have audited the accompanying consolidated statements of financial condition of
The Washington Savings Bank, F.S.B. and Subsidiaries (the “Company”) as of July 31, 2005 and
2004, and the related consolidated statements of earnings, stockholders’ equity, and cash flows for
the three years in the period ended July 31, 2005. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of the Company as of July 31, 2005 and 2004 and the results

of their operations and their cash flows for the three years in the period ended July 31, 2005 in
conformity with accounting principles generally accepted in the United States of America.

5’(722::&&-» ! C"fﬁ/

Baltimore, Maryland
September 29, 2005
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THE WASHINGTON SAVINGS BANK, F.S.B., AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
ASOF JULY 31, 2005 AND 2004

ASSETS

CASH AND CASH EQUIVALENTS:
Cash $
Federal funds sold

Total cash and cash equivalents

LOANS RECEIVABLE - (Note 2):
Held for investment
less: allowance for loan losses

Tota - Held-for-investment
Held for sale

Total loans receivable - net

Mortgage-backed securities - available for sale at fair value (Note 3)
Investment Securities - held to maturity at amortized cost, (fair value of $0
and $5,662,684 at July 31, 2005 and 2004, respectively) (Note 4)
Investment securities - available for sale at fair value (Note 4)
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 (Note 6)

Real estate held for devel opment

Premises and equipment - net (Note 7)

Deferred tax asset (Note 13)

Other assets

TOTAL ASSETS $

LIABILITIESAND STOCKHOLDERS EQUITY

LIABILITIES:
Deposits (Note 8):
Non-interest bearing $
Interest-bearing

Total Deposits

Other Borrowings (Note 9)
Advances from borrowers for taxes and insurance
Accounts payable, accrued expenses and other liabilities

Total Liabilities
COMMITMENTS AND CONTINGENCIES (Notes 11 and 14)

STOCKHOLDERS EQUITY (Note 12):

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

Common stock, $1 par value; 20,000,000 shares
authorized; 8,009,775 and 7,956,850 shares issued

Additional paid-in capital

Treasury Stock; 610,681 and 610,681 shares at cost

Retained earnings - substantially restricted

Accumulated other comprehensive (loss) income

Total stockholders' equity

TOTAL LIABILITIESAND STOCKHOLDERS EQUITY $

See notes to consolidated financial statements.
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2005

2,787,933

53,805,000

56,592,933

428,549,008
(7,325,682)

421,223,416
19,564,180
440,787,596

10,441,585
3,642,100
2,880,935

52,282
1,296,230
113,178
6,214,642
5,012,420
1,679,265

528,713,166

9,024,262

404,254,350

413,278,612

55,900,000
1,400,659

2,546,599

473,125,870

8,009,775
2,010,622
(645,124)
46,220,169
(8,146)

55,587,296

528,713,166

2004

$ 3,004,533
9,974,000

12,978,533

469,524,162
(3,503,329)

466,020,833
14,696,830
480,717,663

2,155,182

5,587,560
4,495,000
2,963,284
29,420
689,971
87,897
6,305,829
3,616,006
1,853,301

$_521479,646

$ 10,345,534
367,939,410

378,284,944
89,900,000

1,412,564
3,073,837

472,671,345

7,956,850
1,704,955

(645,124)
30,764,172
27,448

48,808,301

$ 521,479,646



THE WASHINGTON SAVINGS BANK, F.S.B. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS
FOR THE YEARSENDED JULY 31, 2005, 2004 AND 2003

INTEREST INCOME:
Interest and fees on loans
Interest on mortgage-backed securities
Interest and dividends on investments

Total interest income

INTEREST EXPENSE:
Interest on deposits
Interest on other borrowings

Total interest expense

NET INTEREST INCOME
Provision for loan losses

NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES

NON-INTEREST INCOME:
Loan-related fees
Gain on sde of loans
Gain on sale of mortgage-backed securities - available-for-sale
Gain on sde of investments - held-to-maturity
Rental Income
Gain on sde of real estate acquired in settlement of loans
Service charges on deposits
Net gain on sale of building lots and homes
Other income

Total non-interest income

NON-INTEREST EXPENSES:
Salaries and benefits
Occupancy expense
Deposit insurance premiums and assessments
Depreciation
Advertising
Service bureau charges
Service charges from banks
Stationery, printing & supplies
Professional services
Donations
Other taxes
Provisions for losses on real estate acquired in settlement of loans
Other expenses

Total non-interest expenses

EARNINGS BEFORE PROVISION FOR INCOME TAXES
PROVISION FOR INCOME TAXES (Note 13)

NET EARNINGS
BASIC EARNINGS PER COMMON SHARE
DILUTED EARNINGS PER COMMON SHARE

AVERAGE COMMON SHARES OUTSTANDING
AVERAGE DILUTED COMMON SHARES

See notes to consolidated financia statements.
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2005 2004 2003
$ 40345273 $ 31554005 $ 22,576,677
101,881 121,912 928,384
1,046,410 735,217 1,169,867
41,493,564 32,411,134 24,674,928
12,280,822 9,360,125 8,362,564
3,433,740 2,688,782 2,861,700
15,714,562 12,048,907 11,224,264
25,779,002 20,362,227 13,450,664
5,410,000 1,395,000 1,265,000
20,369,002 18,967,227 12,185,664
1,540,042 2,104,752 2,000,980
3,307,947 2,981,869 5,546,912
39,904 - 879,691
327,167 - -
662,425 778,507 755,979
610,067 115,814 109,381
135,622 172,177 192,567
138,410 - 62,076
222,509 269,559 323,849
6,984,093 6,422,678 9,871,435
8,103,879 6,328,446 6,406,282
767,727 738,550 634,395
236,721 130,808 109,300
664,145 578,800 559,384
146,247 110,756 96,054
462,866 425,689 399,631
130,610 144,332 120,492
269,625 253,875 250,463
1,091,277 154,144 33,300
10,946 41,683 538,975
139,167 139,763 108,467
20,000 7,450 16,059
2,280,223 1,999,917 1,838,460
14,323,433 11,054,213 11,111,262
13,029,662 14,335,692 10,945,837
5,028,200 5,447,900 3,408,800
$ 8001462 $ 8887792 $ 7,537,037
$1.09 $1.25 $1.09
$0.98 $1.11 $0.98
7,369,218 7,131,363 6,894,651
8,195,586 8,040,246 7,726,909




THE WASHINGTON SAVINGSBANK, F.S.B. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGESIN STOCKHOLDERS EQUITY
YEARSENDED JULY 31, 2005, 2004 AND 2003

Accumulated
Additional Other Total
Common Paid-In Treasury Retained Comprehensive Stockholders'
Stock Capital Stock Earnings (Loss)|ncome Equity
BALANCES, JULY 31, 2002 $ 5035649 $ 1513933 $ (737,145) $ 26,649,785 $ 62,187 $ 32,524,409
Exercise of Stock Options 14,250 20,000 - - - 34,250
Issuance of Stock to Profit Sharing Plan-at market - 169,030 36,866 - - 205,896
Stock Issued - 92,502 22,498 - - 115,000
Comprehensive Income:
Net earnings - - - 7,537,037 - 7,537,037
Net changes in unrealized gain(loss)
on investment securities and mortgage
backed securities (net of tax of $274,804) - - - - 533,444 533,444
Reclassification adjustments for gains included
in net earnings on available for sale securities
(net of tax of $299,095) - - - - (580,596) (580,596)
Total comprehensive income 7,489,885
Adjustments (3-for-2 stock split) 2,517,751 (1,702,963) - (814,788) -
Cash dividend ($0.134 per common share) - - - (922,265) - (922,265)
BALANCES, JULY 31, 2003 7,567,650 92,502 (677,781) 32,449,769 15,035 39,447,175
Exercise of Stock Options 389,200 695,515 - - - 1,084,715
Tax effect of Stock Options Exercised - 639,400 - - - 639,400
Issuance of Stock to Profit Sharing Plan-at market - 277,538 32,657 - - 310,195
Comprehensive Income:
Net earnings - - - 8,887,792 - 8,887,792
Net changes in unrealized gain(loss)
on investment securities and mortgage
backed securities (net of tax of $6,395) - - - - 12,413 12,413
Total comprehensive income 8,900,205
Cash dividend ($0.22 per common share) - - - (1,573,389) - (1,573,389)
BALANCES, JULY 31, 2004 7,956,850 1,704,955 (645,124) 39,764,172 27,448 48,808,301
Exercise of Stock Options 52,925 111,438 - - - 164,363
Tax effect of Stock Options Exercised - 194,229 - - - 194,229
Comprehensive Income:
Net earnings - - - 8,001,462 - 8,001,462
Net changes in unrealized gain(loss)
on investment securities and mortgage
backed securities (net of tax of $4,769) - - - - (9,257) (9,257)
Reclassification adjustments for gains included
in net earnings on available for sale securities
(net of tax of $13,567) - - - - (26,337) (26,337)
Total comprehensive income 7,965,868
Cash dividend ($0.21 per common share) - - - (1,545,465) - (1,545,465)
BALANCES, JULY 31, 2005 $ 8009775 $ 2,010,622 $ (645124) $ 46,220,169 $ (8,146) $ 55,587,296

See notes to consolidated financial statements
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THE WASHINGTON SAVINGS BANK, F.S.B., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED JULY 31, 2005, 2004 AND 2003

2005 2004 2003
CASH FLOWS FROM OPERATING ACTIVITIES:
Net earnings $ 8,001,462 $ 8,887,792 $ 7,537,037
Adjustments to reconcile net earnings to net cash provided (used) by operating activities:
Provision for loan losses 5,410,000 1,395,000 1,265,000
Provision for losses on real estate acquired in settlement of loans 20,000 7,450 16,058
Depreciation 664,145 578,800 559,383
Donation of Land - - 506,000
Amortization 94,773 3,480 605,681
Gain on sale of investment securities (327,167) - -
Gain on sale of mortgage-backed securities (39,904) - (879,691)
Gain on sale of other real estate owned (610,067) (115,814) (109,381)
Gain on sale of loans (3,307,947) (2,981,869) (5,546,912)
Gain on sale of building lots and homes (138,410) - (62,076)
Loans originated held for sale (320,558,922) (351,828,747) (562,651,832)
Proceeds from sale of loans held for sale 318,999,519 438,015,543 485,205,969
Decrease (increase) in other assets 78,701 1,008,586 (1,520,116)
Decrease (increase) in accrued interest receivable 59,487 (990,223) (280,193)
(Increase) decrease in deferred income taxes (1,417,241) (948,023) (1,532,800)
Change in federal and income taxes payable/receivable 134,497 (1,555,876) 1,209,496
(Decrease) increase in accounts payable, accrued expenses and other liabilities (527,238) 437,593 971,258
Increase (decrease) in accrued interest payable 232,755 20,713 (67,433)
Increase (decrease) in net deferred loan fees (248,478) 754,685 (49,537)
Net cash provided (used) by operating activities 6,519,965 92,689,090 (74,824,089)
INVESTING ACTIVITIES:
Net decrease (increase) in loans receivable- held for investment 38,461,788 (173,001,349) (109,645,036)
Purchase of mortgage-backed securities - available for sale - (1,914,623) (31,094,947)
Purchase of investment securities - available for sale (10,500,000) - -
Repayment of mortgage-backed securities 2,153,497 620,483 37,721,947
Sale of investment securities 1,866,027 - -
Sale of mortgage backed securities - - 32,875,541
Redemption (purchase) of Federal Home Loan Bank Stock 852,900 (400,000) (1,100,000)
Recall of investment securities - held to maturity 4,000,000 778,377 12,872,908
Purchase of premises and equipment (572,957) (356,220) (674,426)
Land development costs incurred (341,926) (87,897) (45,006)
Sale of land held for development 455,055 - 115,082
Development of real estate acquired in settlement of loans (569,443) (1,001,588) (28,242)
Sale of real estate acquired in settlement of loans 1,727,359 906,507 702,994
Net cash provided (used) by investing activities 37,532,300 (174,456,310) (58,299,184)
FINANCING ACTIVITIES:
Net (decrease) increase in demand deposits, NOW
accounts and savings accounts (21,108,624) 12,216,600 15,272,787
Proceeds from issuance of certificates of deposit 113,166,356 137,945,264 102,781,382
Payments for maturing certificates of deposit (57,296,819) (63,524,739) (35,368,993)
Net (decrease) increase in advance payments by borrowers for taxes and insurance (11,905) (58,671) 302,633
Cash dividend (1,545,465) (1,573,389) (922,266)
Increase in FHLB Advances (34,000,000) 8,000,000 34,000,000
(Decrease) increase in other borrowings - (14,430,757) 14,430,757
Proceeds from exercise of stock options and reduction of treasury stock 358,592 1,724,115 34,250
Net cash (used) provided by financing activities (437,865) 80,298,423 130,530,550
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 43,614,400 (1,468,797) (2,592,723)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 12,978,533 14,447,330 17,040,053
CASH AND CASH EQUIVALENTS, END OF PERIOD
$ 56,592,933 $ 12,978,533 $ 14,447,330
CASH PAID DURING THE PERIOD FOR:
Income taxes $ 6,394,433 $ 8,274,595 $ 3,856,375
Interest $ 15,459,416 $ 12,025,269 $ 11,739,797
Non-cash transactions:
Issuance of treasury stock $ - 3% 310,196 $ 320,896
Reduction in accrued expenses - (310,196) (320,896)
Transfer MBS held-to-maturity to available-for-sale - - 27,094,717
Donation of land held for investment - - 506,000
Real estate acquired in settlement of loans 1,174,110 888,988 630,622



THE WASHINGTON SAVINGS BANK, F.S.B., AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED July 31, 2005, 2004, and 2003

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation - The consolidated financia statements include The
Washington Savings Bank, F.S.B. (WSB) and its wholly owned subsidiaries, WSB, Inc. and
WSB Investments, Inc. (collectively referred to herein, as the “Company”). All significant
intercompany balances and transactions between entities have been eliminated.

Nature of Operations - WSB is primarily engaged in the business of obtaining funds in
the form of savings deposits and investing such funds in mortgage loans on residential,
construction, and commercial rea estate, and various types of consumer and other loans,
mortgage-backed securities, and investment and money market securities. WSB grants loans
throughout the Washington DC, Baltimore, Southern Pennsylvania, Northern Virginia, West
Virginia and surrounding metropolitan areas. Its borrowers ability to repay is, therefore,
dependent upon the economy of that area. WSB, Inc. is primarily engaged in the business of
developing single family residential lots. WSB Investments, Inc. is primarily engaged in
maintaining and managing an investment portfolio.

Management Estimates - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the reporting period. Actua results could
differ from those estimates. Material estimates that are particularly susceptible to significant
changes in the near-term relate to the determination of the allowance for loan losses and the
valuation of real estate held for development, real estate acquired in settlement of loans and real
estate held for investment.

Cash and Cash Equivalents - Cash and cash equivalents include demand deposits at other
financia institutions and federal funds sold. All cash equivalents have original maturities of
three months or less.

Investment Securities and Mortgage-Backed Securities - Investment Securities and
Mortgage-Backed Securities are required to be segregated into the following three categories:
trading, held-to-maturity, and available-for-sale. Trading securities are purchased and held
principally for the purpose of reselling them within a short period of time with unrealized gains
and losses included in earnings. Debt securities classified as held-to-maturity are accounted for
at amortized cost and require the Company to have both the positive intent and ability to hold
those securities to maturity. Securities not classified as either trading or held-to-maturity are
considered to be available-for-sale. The premium or discount associated with these securities
are amortized on alevel yield to the full term of the securities. Unrealized gains and losses for
available-for-sale securities are excluded from earnings and reported, net of income taxes, as
other comprehensive income, a separate component of stockholders equity, until realized. If it
is determined that any unrealized losses are other than temporary, a charge to earnings is made
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and a new cost basis is established. Realized gains or losses on the sale of investment and
mortgage-backed securities are reported in earnings and determined using the amortized cost of
the specific security sold.

Restricted Sock Investments — WSB, as a member of the Federal Home Loan Bank
System, is required to maintain an investment in capital stock of the Federal Home Loan Bank
of Atlanta (“FHLB") in varying amounts based on balances of outstanding home loans and on
amounts borrowed from the FHLB. Because no ready market exists for this stock and it has no
guoted market value, WSB’s investment in this stock is carried at cost.

Loan Origination Fees, Discounts, and Premiums on Loans - Loan origination fees and
direct loan origination costs are deferred and recognized as an adjustment to yield over the lives
of the related loans utilizing the interest method. The amortization of such deferred fees and
costs is adjusted for the prepayment experience on a loan-by-loan basis. Commitment fees to
originate or purchase loans are deferred, and if the commitment is exercised, they are
recognized over the life of the loan as an adjustment of yield. If the commitment expires
unexercised, commitment fees are recognized in income upon expiration of the commitment.

Loans Receivable - WSB originates mortgage loans for portfolio investment or sale in the
secondary market. During the period of origination, mortgage loans are designated as either
held-for-sale or held-for-investment purposes. Mortgage loans held-for-sale are carried at the
lower of cost or fair value, determined on an individual loan basis. There was no valuation
allowance required during the three years ended July 31, 2005 on loans held-for-sale. The basis
of loans sold include any deferred loan fees and costs. Loans held-for-investment are stated at
their principal balance outstanding net of related deferred fees and cost. Transfers of loans held
for investment to the held-for-sale portfolio are recorded at the lower of cost or market value on
the transfer date with any reduction in aloan’s value reflected as a write-down of the recorded
investment resulting in a new cost basis with a corresponding charge to the alowance for loan
losses.

Income Recognition on Loans Receivable - Interest on loans receivable is credited to
income as earned on the principal amount outstanding using the interest method. For those
loans that are carried on non-accrua status, interest income is recognized on the cash basis.
Loans are generally placed on non-accrual status when the collection of principa or interest is
four payments or more past due, or earlier, if collection is deemed uncertain. Previously
accrued but uncollected interest on these loans is charged against interest income. Loans may
be reinstated to accrual status when such loans have been brought current, as to both principal
and interest, and the borrower demonstrates the ability to pay and remain current.

Allowance for Loan Losses — The allowance for loan losses represents an amount which,
in management’s judgment, reflects probable losses on existing loans and other extensions of
credit that may become uncollectible as of the balance sheet date. The allowance for |oan losses
consists of an alocated component and a non-specific component. The components of the
allowance for loan losses represent an estimation done pursuant to either Statement of Financial
Accounting Standards (“SFAS’) No. 5, “Accounting for Contingencies,” or SFAS No. 114,
“Accounting by Creditors for Impairment of a Loan.” The adequacy of the allowance for loan
losses is determined through review and evaluation of the loan portfolio along with ongoing
monthly assessments of the probable losses inherent in that portfolio, and, to a lesser extent, in
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unused commitments to provide financing. Loans deemed uncollectible are charged against,
while recoveries are credited to, the allowance. Management adjusts the level of the allowance
through the provision for loan losses, which is recorded as a current period operating expense.
WSB' s methodology for assessing the appropriateness of the allowance consists of severa key
elements, which include the formula allowance, specific allowances and the non-specific
allowance. The amount of the alowance is reviewed monthly by the Loan Committee, and
reviewed and approved by the Board of Directors.

The formula allowance is calculated by applying loss factors to corresponding categories
of outstanding loans. Loss factors consider WSB'’s historical loss experience in the various
portfolio categories over the prior twelve quarters. The use of these loss factors is intended to
reduce the differences between estimated losses inherent in the portfolio and observed losses.

Specific allowances are established in cases where management has identified significant
conditions or circumstances related to a loan that management believes indicate the probability
that a loss has been be incurred in an amount different from the amount determined by
application of the formula alowance. For other problem-graded credits, alowances are
established according to the application of loan risk factors. These factors are set by
management to reflect its assessment of the relative level of risk inherent in each grade.

The non-specific allowance is based upon management’s evaluation of various conditions
that are not directly measured in the determination of the formula and specific allowances.
Such conditions include general economic and business conditions affecting key lending areas,
loan quality trends (including trends in delinquencies and nonperforming loans expected to
result from existing conditions), loan volumes and concentrations, specific industry conditions
within portfolio categories, recent loss experience in particular loan categories, duration of the
current business cycle, bank regulatory examinations results and management’s judgment with
respect to various other conditions including credit administration and management and the
quality of risk identification systems. Executive management reviews these conditions monthly.

Management believes that the allowance for loan losses reflects its best estimate of the
probable losses in the held-for-investment loan portfolio as of the balance sheet date. However,
the determination of the alowance requires significant judgment, and estimates of probable
losses inherent in the loan portfolio can vary significantly from the amounts actually observed.
While management uses available information to recognize probable losses, future additions to
the alowance may be necessary based on changes in the credits comprising the loan portfolio
and changes in the financia condition of borrowers, such as may result from changes in
economic conditions. In addition, various regulatory agencies, as an integral part of their
examination process, periodically review WSB’s loan portfolio and allowance for loan losses.
Such review may result in recognition of additions to the allowance for |oan losses based on the
examiners' judgments of information available to them at the time of their examination.

Impairment of Loans - WSB considers a loan impaired when it is probable that WSB will
be unable to collect al interest and principal payments as scheduled in the loan agreement in
accordance with SFAS No. 114. A loan is tested for impairment once it becomes four
payments past due. A loan is not considered impaired during a period of “insignificant delay”
in payment if the ultimate collectibility of all amounts due is expected. WSB defines an
“insignificant delay” in payment as past due less than four payments. A valuation allowance is
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maintained to the extent that the measure of the impaired loan is less than the recorded
investment. WSB’s residential mortgage and consumer loan portfolios are collectively
evauated for impairment. The impairment of aloan is measured based on the present value of
expected future cash flows discounted at the loan's effective interest rate, or the fair value of the
collateral if repayment is expected to be provided by the collateral. Generally, WSB’s
impairment on such loans is measured by reference to the fair value of the collateral. Interest
income on impaired loans is recognized on the cash basis.

Real Estate Acquired in Settlement of Loans - Real estate acquired in settlement of loans
is carried at the lower of WSB’s 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.
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 amounts WSB could ultimately recover from rea estate acquired in settlement of
loans could differ materially from the amounts used in arriving at the net carrying value of the
assets because of future market factors beyond WSB’s control or changes in WSB’s strategy
for recovering its investment.

Premises and Equipment - Depreciation on buildings, furniture, and equipment is
computed using the straight-line method over each asset’s estimated useful life. Leasehold
improvements are amortized using the straight-line method over the lesser of the estimated
useful life or the lease term. Such estimated useful lives are asfollows:

Buildings 39 years
Improvement to buildings 5-10 years
L easehold improvements 5-10 years
Furniture, equipment 7 years
Computer equipment 4 years
Software 3years
Automobiles 3years

Mortgage Banking Activities — It is the current practice of WSB to sell mortgage loans
without retaining loan servicing rights (commonly referred to as “servicing released”). WSB
has not purchased mortgage loans with servicing rights subsequent to 1994. Prior to 1995,
WSB originated and sold some mortgage loans with servicing retained. The accounting
treatment in effect at that time prohibited the capitalization of mortgage rights on internally
originated loans that were subsequently sold. Accordingly, there are no capitalized mortgage
servicing assets at July 31, 2005 and 2004.

Advertising Costs — WSB expenses advertising costs as they are incurred.
Income Taxes — WSB files a consolidated federal income tax return with its subsidiaries.
Deferred income tax assets and liabilities are recognized for the future income tax

consequences attributed to differences between the financial statement carrying amounts of
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existing assets and liabilities and their respective tax bases. Any deferred tax asset is reduced
by the amount of any tax benefit that more likely than not will not be realized.

Earnings Per Share - Basic earnings per share (EPS) excludes dilution and is computed by
dividing income available to common stockholders by the weighted average number of common
shares outstanding for the period. Diluted EPS reflects the potential dilution that could occur if
options to issue common stock were exercised. The fiscal year 2003 has been adjusted to reflect
the April 10, 2003 three-for-two stock split. No shares of common stock equivalents were
excluded from the diluted EPS computation for the three fiscal years ended July 31, 2005.
Average common and common equivalent shares used in the determination of earnings per share
were:

2005 2004 2003
Weighted average common shares 7,369,218 7,131,363 6,894,651
Effect of diluted stock options 826,368 908,883 832,258
Diluted common shares 8,195,586 8,040,246 7,726,909

Reclassifications - Certain reclassifications have been made to the prior years
consolidated financial statements to conform to the 2005 presentation.

Stock-Based Compensation - WSB has adopted the disclosure-only provisions of SFAS
No. 123, "Accounting for Stock-Based Compensation” and SFAS No. 148 "Accounting for
Stock-Based Compensation-Transition and Disclosure”, but applies Accounting Principles
Board Opinion No. 25 and related interpretations in accounting for its Stock Option Plans (“the
Plans’). No compensation expense related to the Plans was recorded during the three years
ended July 31, 2005. If WSB had elected to recognize compensation cost based on fair value at
the grant dates for awards under the Plan consistent with the method prescribed by SFAS No.
123, net income and earnings per share would have been changed to the pro forma amounts as
follows for the three years ended July 31, 2005.

2005 2004 2003
Net income, as reported $ 8001462 $ 8,887,792 $ 7,537,037
Less pro forma stock-based compensation expense
Determined under the fair value method, net of
related tax effects (64,604) (370,464) (503,204)
Pro forma net income $ 70936858 $ 8517328 $ 7.033833
Net income per share:
Basic - as reported $ 109 % 125 3 1.09
Basic - pro forma $ 108 $ 119 $ 1.07
Diluted - as reported $ 098 $ 111 3 0.98
Diluted - pro forma $ 097 $ 106 $ 0.96
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The fair value of each option grant is estimated on the date of grant using the Black-
Scholes option pricing model with the following assumptions used for grants during the year
ended July 31, 2003. There were no option grants during fiscal year ended July 31, 2005 or
2004, and all grantsin prior years fully vested during fiscal 2005.

2003
Dividend yield 0.64%
Expected volatility 33%
Risk freerate 4.64%
Expected lives (in years) 10

New Accounting Pronouncements - The Emerging Issues Task Force has reached a
consensus on Issue 03-1, “Meaning of Other Than Temporary Impairment” (Issue 03-1). The
Task Force reached a consensus on an other-than-temporary impairment model for debt and
equity securities accounted for under Statement of Financial Accounting Standards No. 115.
“Accounting for Certain Investments in Debt and Equity Securities’ and cost method
investments. The basic model developed by the Task Force in evaluating whether an
investment within the scope of Issue 03-1 is other-than-temporarily impaired is as follows:
Step 1: Determine whether the investment is impaired. An investment is impaired if its fair
value is less than its cost. Step 2: Evaluate whether the impairment is other-than-temporary.
Step 3: If the impairment is other-than-temporary, recognize an impairment loss equal to the
difference between the investment’s cost and its fair value. The three-step model used to
determine other-than-temporary impairments shall be applied prospectively to all current and
future investments in interim or annual reporting periods beginning after June 15, 2004. The
adoption of Issue 03-1 did not have a material impact on WSB'’s financial condition or results
of operations.

December 2004, the Financial Accounting Standards Board (“FASB”) issued Statement
No. 123 (R), Share-Based Payment. This statement replaces Statement of Financial
Accounting Standards No. 123 (“SFAS 123"), Accounting for Stock-Based Compensation, and
supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees. SFAS 123(R)
will require compensation costs related to share-based payment transactions to be recognized in
the financial statements (with limited exceptions). The amount of compensation cost will be
measured based on the grant-date fair value of the equity or liability instruments issued.
Compensation cost will be recognized over the period that an employee provides service in
exchange for the award. SFAS 123(R) must be adopted as of the first interim or annual
reporting period that begins after June 15, 2005. As of July 31, 2005, al stock based
compensation awards are fully vested. Future levels of compensation expense related to stock
based compensation may be impacted by new awards, or modifications, repurchases, or
cancellations of existing awards.

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary
Assets’, an amendment of APB No. 29, “Accounting for Nonmonetary Transactions’. This
statement amends the principle that exchanges of nonmonetary assets should be measured
based on the fair value of the assets exchanged and more broadly provides for exceptions
regarding exchanges occurring in fiscal periods beginning after June 15, 2005. The adoption of
this standard is not expected to have a material impact on WSB’s financial condition, results of
operations, or liquidity.
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2. LOANSRECEIVABLE

L oans receivable held-for-investment consist of the following:

July 31,
2005 2004
FIRST MORTGAGE LOANS:
Secured by single-family residences $ 151,907,253 $ 161,689,584
Secured by 5 or more- residential 6,397,556 4,243,284
Secured by other properties 16,175,492 16,066,907
Construction loans 182,209,449 226,356,376
Land and land development loans 50,546,836 44,854,719
Land acquisition loans 11,580,305 9,113,846
418,816,891 462,324,716
SECOND MORTGAGE LOANS 4,331,371 5,071,443
CONSUMER AND OTHER LOANS:
Commercid 6,171,590 2,947,127
L oans secured by savings accounts 235,427 235,551
Consumer installment loans 193,621 393,605
429,748,900 470,972,442
LESS:
Allowance for loan losses (7,325,682) (3,503,329)
Deferred loan fees (1,199,802) (1,448,280)

TOTAL LOANS RECEIVABLE HELD-FOR-INVESTMENT  $ 421,223,416 $ 466,020,833

WSB originates adjustable and fixed interest rate loans. The adjustable rate loans have
interest rate adjustment limitations and are generally indexed to the 1- or 3-year U.S. Treasury
index. Future market factors may affect the correlation of the interest rate adjustment with the
rates WSB pays on the short-term deposits that have been primarily utilized to fund these loans.
Adjustable interest rate loans at July 31, 2005 and 2004, were $1,890,330 and $1,798,419,
respectively.

Allowance for Loan Losses - Activity in the allowance for loan losses is summarized as
follows:

Years Ended July 31,

2005 2004 2003
BALANCE, BEGINNING OF YEAR $ 3,503,329 $ 2,234,348 $ 1,469,446
Provision charged to operations 5,410,000 1,395,000 1,265,000
Charge-offs (1,600,149) (163,584) (506,775)
Recoveries of previoudy charged-off amounts 12,502 37,565 6,677
BALANCE, END OF YEAR $ 7325682  $ 3503329 $ 2,234,348
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Loans on which the recognition of interest has been discontinued that were not included
within the scope of SFAS No. 114 amounted to approximately $5,695,125, $2,010,631, and
$1,953,000 at July 31, 2005, 2004 and 2003, respectively. If interest income had been
recognized on those loans at their stated rates during the fiscal years 2005, 2004 and 2003,
interest income would have been increased by approximately $238,138, $104,991, and $101,255,
respectively. The total allowance for loan losses on these impaired loans was approximately
$1,389,000, $128,000 and $234,000 for fiscal years 2005, 2004 and 2003, respectively.

WSB experienced a construction residential loan default of a unique, limited marketability
house during the fourth quarter of fiscal 2005. This loan resulted in an increase of
approximately $744,000 in provisions for the fourth quarter of 2005. WSB is working with the
customer to resolve the outstanding issues.

WSB discovered environmental issues involving a $297,000 loan in its construction
portfolio during the third quarter of fiscal year 2005. WSB is working with the borrower to
identify, and mitigate the environmental issues; however, WSB has recognized the impairment
based on the underlying collateral value of the loan, and the fact that liability may convey to
WSB if it were to foreclose on the [oan.

WSB originated nonresidential real estate loans that had an outstanding balance of
$16,175,492, $16,066,907 and $6,660,384 at July 31, 2005, 2004 and 2003, respectively.
These loans are considered by management to have somewhat greater risk of collectibility due
to the dependence on income production. Additionally, all of WSB’s non-residential real estate
loans were collateralized by real estate (primarily warehouse and office space) in the
Washington, D.C. metropolitan area.

WSB originates and participates in land and land development loans and rea estate
construction loans, the proceeds of which are used by the borrower for acquisition,
development, and construction purposes. Often the loan arrangements require WSB to provide,
from the loan proceeds, amounts sufficient for payment of loan fees and anticipated costs
during acquisition, development, or construction, including interest. This type of lending is
considered by management to have higher risks. At July 31, 2005, 2004 and 2003, the
undisbursed portion of such loans totaled $83,296,054, $130,795,360 and $92,379,213,
respectively.

Loans Serviced for Others - Loans serviced for others and not reflected in the consolidated
statements of financial condition are $755,738, $1,252,888 and $2,436,730 at July 31, 2005,
2004 and 2003, respectively. Servicing loans for others generally consists of collecting
mortgage payments, maintaining escrow accounts, disbursing payments to investors, and
foreclosure processing. Loan servicing income is recorded on the accrual basis and includes
servicing fees from investors and certain charges collected from borrowers, such as late
payment fees. In connection with the loans serviced for others, WSB held borrowers escrow
balances of $15,253, $14,661 and $27,657 at July 31, 2005, 2004 and 2003, respectively.

WSB has made loans to certain of its executive officers and directors. These loans were
made on substantially the same terms, including interest rate and collatera requirements, as
those prevailing at the time for comparable transactions with unrelated customers. The risk of
loss on these loans is considered to be no greater than for loans made to unrelated customers.
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The following schedule summarizes changes in amounts of 1oans outstanding to executive
officers and directors for the years ended July 31:

2005 2004 2003
Balance at beginning of year $ - $ 271,150 $ 68,150
Additions - - 283,000
Repayments - 271,150 80,000
Balance at end of year $ - $ - $ 271,150

3. MORTGAGE-BACKED SECURITIES

WSB sold $2.2 million, $0 and $32.9 million in MBS classified as available-for-sale for
fisca years ending July 31, 2005, 2004 and 2003, respectively, and experienced $39,900
pre-tax gains in fiscal 2005 compared to no gains and $879,700 in pre-tax gains in fiscal years
2004 and 2003, respectively, or approximately $26,300, $0, and $580,600 after tax gains, in
fiscal years 2005, 2004 and 2003, respectively.

Mortgage-backed securities for fiscal 2004 consisted of the following:

July 31, 2004
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
AVAILABLE FOR SALE:
FNMA pass-through certificates $ 1882934 $ 30774 $ - $ 1,913,708
FHLMC pass-through certificates 230,660 10,814 - 241,474
$ 2,113594 $ 41588 $ - $ 2,155,182

Weighted average interest rate 5.60%

4. INVESTMENT SECURITIES

During the fourth quarter of fiscal year 2005, the FHLB Zero Coupon Bond and Preferred
Trust were sold as a part of aplan to increase liquidity while maintaining a reduced interest rate
sensitivity position.
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Investment securities consist of the following:

July 31,2005
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
AVAILABLEFOR SALE:
FHLB Callable Paper $ 10454926 $ - $ 12,342 $ 10,442,584
July 31, 2004
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
HELD TO MATURITY:
Merrill Lynch Zero Coupon Bond $ 1538860 $ 28445 $ - $ 1,567,305
Preferred Trust Bonds 4,048,700 46,679 - 4,095,379
$ 5587560 $ 75124 $ - $ 5,662,684

The decision to sell securities previoudly classified as “Held to Maturity” will limit the
Bank’s ahility to use the classification in the near term. The current portfolio is classified as
“Available for Sale” which is consistent with management’ s assessment and intention as to the
portfolio. While management’s intention is 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 market value adjustment due to temporary changesin
value due to interest rate; 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 Statement of Financial Condition.

Investment sales were as follows as of July 31, 2005. There were no sales in
fiscal 2004 or 2003.

July 31, 2005
Carrying GrossRealized
Value Proceeds Gain on sales
HELD TOMATURITY:
Merrill Lynch Zero Coupon Bond $ 1640002 $ 1677969 $ 37,967
Preferred Trusts 4,045,800 4,335,000 289,200
$ 568802 $ 601299 $ 327,167




As of July 31, 2005, WSB had no investment securities that had continuous unrealized
losses for greater than 12 months.

M aturities for the investment securities are as follows:

2005
Amortized  Estimated
Cogt Fair Value
Duein one year or less $ - $
Due after one year through five years 10,454,927 10,441,585
Due after five years through ten years
Due atter ten years - -
Tota debt securities $ 10454927 $ 10,441,585

5. LAND HELD FOR DEVELOPMENT

WSB’ s wholly owned subsidiary, WSB, Inc., purchased land in Maryland to develop into
single family building lots that were offered for sale to third parties. The subsidiary also builds
homes on certain lots on a contract basis. During fiscal 2005, WSB, Inc. purchased one lot to
construct a house on. The lot is currently being developed and planned to be completed in the
next fiscal year. During fiscal 2004, WSB, Inc. purchased one lot, which development was
completed in fiscal 2005, for a gross profit of $135,606. Adjustments to accruals for estimated
completion costs from lots previously sold in prior fiscal years resulted in gains of $2,804
recognized during fiscal 2005.

Projects are carried at the lower of cost or net realizable value. The ability of the
subsidiary to recover the carrying value of real estate held for development is based upon future
sales. The ability to affect such salesis subject to market conditions.

Gross proceeds from the sale of lots were $460,000, $0 and $80,000, for fiscal years
ended July 31, 2005, 2004 and 2003, respectively. Related gains were $138,410, $0, and
$62,076 in each of those respective fiscal years.

6. REAL ESTATE ACQUIRED IN SETTLEMENT OF LOANSAND HELD FOR
INVESTMENT

Real estate acquired in settlement of loans consists of the following:

July 31,
2005 2004 2003
Single family properties $ 1,296,230 $ 689,971 $ 486,000
Land - - 40,526
Less: vauation allowance - - (40,000)

$ 1,296,230 $ 689,971 $ 486,526
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Noncash transfers from loans receivabl e to real estate acquired in settlement of loans were
$1,174,110, $888,988, and $630,622 for the years ended July 31, 2005, 2004 and 2003,
respectively.

Activity in the valuation allowance for estimated losses on real estate acquired in
settlement of loans for the years ended July 31, 2005, 2004 and 2003 was as follows:

2005 2004 2003
BALANCE, BEGINNING OF YEAR $ - $ 40000 $ 2391
Valuation allowance charged to operations 20,000 - 16,059
Charge-offs (20,000) (40,000) -
BALANCE, END OF YEAR $ - $ - $ 40,000

During fiscal 2005 and 2004, WSB had no real estate property held-for-investment. During
the first quarter of fiscal 2003, WSB granted a deed of conservation easement to the Maryland
Environmental Trust on the real estate held for investment property, formerly aland acquisition
loan, which had a carrying amount of $506,000.

7. PREMISESAND EQUIPMENT

Premises and equipment consist of the following:

July 31,
2005 2004
Buildings $ 6,404,467 $ 6,351,606
Land 1,038,294 1,038,294
Furniture and fixtures 2,648,627 2,625,251
Leasehold improvements 223,701 209,466
Automobiles 219,352 186,811

10,534,441 10,411,428

L ess accumulated depreciation and amortization (4,319,799) (4,105,599)

$ 6,214,642 $ 6,305,829

Depreciation expense totaled $664,000, $579,000 and $559,000 for years ending July 31, 2005,
2004 and 2003, respectively.
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8. DEPOSITS

Deposits consist of the following:

July 31,
2005 2004
Weighted Weighted
Average Average
Amount Interest Rate Amount Interest Rate
Non-interest-bearing:
Checking accounts $ 9,024,262 - % $ 10,345,534 - %
Interest-bearing:
NOW accounts 16,824,443 0.20 18,849,933 0.20
Savings deposits 49,178,982 1.15 66,953,547 1.20
Time Deposits 338,250,925 3.66 282,135,930 3.61
404,254,350 367,939,410
$ 413,278,612 3.14% $378,284,944 2.92%
Time deposits at July 31, 2005 mature as follows:
Average
Amount Interest Rate
Under 6 months $ 23,017,018 3.78 %
6 to 12 months 65,958,724 2.79
12 to 24 months 63,980,837 3.61
24 to 36 months 55,241,540 3.69
36 to 48 months 61,567,178 3.88
48 to 60 months 68,485,628 4.29
$ 338,250,925 3.66 %

WSB has approximately 317 time deposits with a balance of $100,000 or more for a total
of $185,254,437, compared to approximately 231 for a total of $144,128,445 at fiscal years
ending July 31, 2005 and 2004, respectively. These funds were primarily used to fund WSB
loan originations. Deposit amounts exceeding $100,000 are not federaly insured. Of this total,
approximately 36 accounts are funds received through brokers. These brokered accounts consist
of individual accounts issued under master certificates in the broker's name. These types of
accounts meet the FDIC requirements and are federally insured.
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The following is a summary of interest expense on deposits:

Year Ended July 31,

2005 2004 2003
NOW accounts $ 265,668 $ 300,387 $ 276,267
Savings deposits 489,879 512,887 541,116
Time deposits 11,525,275 8,546,851 7,545,181
$ 12,280,822 $ 9,360,125 $ 8,362,564

OTHER BORROWINGS

Other Borrowings are as follows:

FHL B-advances-fixed
Totd

FHLB-advances-fixed
FHL B-advances-adjustable
FHLB-advances-daily rate credit

Total

Year Ended July 31, 2005

The fixed rate advances mature as follows:

Balance Rate  Averagebalance Weighted
atyear end atyear end for theyear averagerate
$ 55,900,000 5.33% $ 54,100,000 5.33%
$ 55,900,000 $ 54,100,000
Year Ended July 31, 2004
Balance Rate  Averagebalance Weighted
atyear end atyear end for theyear averagerate
$ 45,900,000 545% $ 50,873,000 5.45%
5,000,000 1.70% 4,768,000 1.70%
39,000,000 1.55% 7,107,000 1.28%
$ 89,900,000 $ 62,748,000
Year ending July 31, Total
2006 $ -
2007 -
2008 5,000,000
2009 5,000,000
2010 33,000,000
and thereafter 12,900,000
Total $ 55,900,000
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During fiscal 2005, WSB purchased advances of $5.0 million with a fixed rate of 3.95%,
$5.0 million with a fixed rate of 4.19%, and $5.0 million with a fixed rate of 3.81%, which
replaced a $5.0 million advance that the FHLB called on the respective date. Also, WSB repaid
$5.0 million with an adjustabl e rate and repaid $39.0 million daily rate credit.

WSB isrequired to maintain collateral against FHLB advances. This collateral consisted
of a blanket lien on WSB'’s 1-to-4 family residential loan portfolio, which had a balance of
$99,684,775, $148,732,733 and $115,001,457 at July 31, 2005, 2004 and 2003, respectively.

During the years ended July 31, 2005 and 2004, the maximum month end balance of other
borrowings was $111,900,000 and $89,900,000, respectively. WSB currently has an unused
unsecured line of credit of $10.0 million with First Tennessee Bank, a $5.0 million unused
secured line of credit with M & T Bank as well as a $4.0 million unused unsecured line of
credit withM & T Bank.

10. BENEFIT PLANS

Profit-Sharing Plan - WSB has a profit-sharing plan for the benefit of substantially all of
its employees. The plan provides for the payment of benefits to eligible employees or their
beneficiaries upon retirement or, in some cases, upon earlier termination of employment.
Employer contributions to the plan are determined each year by the Board of Directors. The
contribution to the profit-sharing plan was approximately $368,997, $399,009, and $308,860
for the years ended July 31, 2005, 2004, and 2003, respectively.

Sock Option Plans - WSB has five stock option plans, which reserve shares of common
stock for issuance to certain key employees and non-employee directors. The combination of
these plans reserves 2,310,000 shares under option, of which 1,877,250 options have been
granted and 432,750 options remain available for grant. Options granted expire ten years after
grant date. Options are exercisable at 50% one year after the date of grant and the remaining
50% two years after the date of grant, with the exception of 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. The exercise price of the options granted
pursuant to these plans are the fair market value of the shares on the date of grant.
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Information with respect to stock optionsis as follows:

Outstanding at
beginning of year

Exercised

Granted

Forfeited

Outstanding at
end of year

2005 2004 2003

Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise

Shares Price Shares Price Shares Price
1,143,725 $2.92 1,545,675 $2.95 1,490,925 $2.83
(52,925) 311 (389,200) 2.63 (14,250) 2.40
- - - - 75,000 5.20
(32,250) 2.97 (12,750) 4.46 (6,000) 3.20
1,058,550 $2.91 1,143,725 $2.92 1,545,675 $2.95

A summary of options outstanding and exercisable at July 31, 2005 is as follows:

Options Outgtanding

Weighted
Average Options
Exercise Remaining Currently

Price Shares Life(Years) Exercisable
$2.2083 9,000 45 9,000
$2.2083 150,500 53 150,500
$2.2500 270,000 48 270,000
$2.2917 18,000 54 18,000
$2.5800 67,500 5.8 67,500
$2.6667 96,000 39 96,000
$3.0000 9,000 35 9,000
$3.1667 10,500 6.3 10,500
$3.2667 138,000 6.4 138,000
$3.3333 9,000 15 9,000
$3.4667 191,250 6.6 191,250
$3.5833 9,000 05 9,000
$3.9333 10,500 6.9 10,500
$5.2920 12,175 2.8 12,175
$5.4167 9,000 25 9,000
$5.2000 49,125 7.8 49,125

1,058,550 55 1,058,550
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11. COMMITMENTSAND CONTINGENCIES

WSB has entered into long-term operating leases for certain premises. Some of these
leases require payment of real estate taxes and other related expenses, and some contain
escalation clauses that provide for increased rental payments under certain circumstances.
Certain leases also contain renewal options. Rental expense under leases for the years ended
July 31, 2005, 2004, and 2003, was $414,563, $428,285 and $311,904, respectively.

At July 31, 2005, the minimum rental commitment for the noncancelable leases is as
follows:

Year ending
July 31, Total
2006 $ 374,281
2007 270,630
2008 216,373
2009 100,979
2010 32,119

$ 994,382

As of July 31, 2005, commitments to grant mortgage loans, standby letters of credits and
financial guarantees written aggregated to $110,441,910 of which $4,019,018 are fixed rate
loans with interest rates ranging from 5.50% to 7.925%, compared to $158,729,994 of which
$9,875,990 were fixed rate loans with interest rates ranging from 4.25% to 8.50%, $2,093,000
are adjustabl e rate loans that were loans held-for-sale as of July 31, 2004.

On July 29, 2005, WSB was notified of suit in John Sullivan v. The Washington Savings
Bank, F.SB., Stephen J. Troese, Randall Robey and the Office of Thrift Supervision (U.S.
District Court for the District of Maryland, Case No. L05-CV2083). The complaint arises out
of the termination of Mr. Sullivan’s employment by WSB, alleges a range of federa and state
statutory and common law claims, and purports to claim compensatory damages in the amount
of $1 million and, in connection with certain tort claims, $5 million in punitive damages, plus
al costs, interests, and attorney's fees. WSB has undertaken to indemnify, and advance
expenses for, its co-defendants, Stephen Troese, a director of the Company, and Randall
Robey, an officer of the Company. On September 19, 2005, WSB filed a motion with the court
to dismiss the complaint on the ground that al claims are subject to arbitration, and in the
aternative has sought to dismiss most claims against it and co-defendants Troese and Robey
for failure to state aclam. WSB believes that its actions to terminate Mr. Sullivan were legally
justified. WSB further believes that it has substantial defenses to each of the claims asserted by
Mr. Sullivan, and thus is vigorously defending the case. However, at this time the Company is
unable to predict the outcome of this matter or to estimate the amount or range of amounts for
which the Company may be liable in the event of an unfavorable outcome.

In addition, from time to time, WSB is a party to litigation or administrative proceedings

relating to claims arising from its operations in the normal course of business. Management
believes that the ultimate resolution of any such litigation or administrative proceedings
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currently pending against WSB is unlikely, either individually or in the aggregete, to have a
material adverse effect on WSB’ s results of operations or financial condition.

12. STOCKHOLDERS EQUITY AND REGULATORY MATTERS

WSB is insured by the Federa Deposit Insurance Corporation (FDIC) and Savings
Association Insurance Fund (SAIF) and is regulated by the Office of Thrift Supervision (OTYS).
As a condition of maintaining the insurance of accounts, WSB is required to maintain certain
minimum regulatory capital in accordance with a formula provided in the regulations. WSB
may not pay dividends on its stock unless all such capital requirements are met. Failure to meet
minimum capital requirements can initiate certain mandatory and possible additional
discretionary actions by regulators that, if undertaken, could have a direct material effect on
WSB'’s financial statements. Under capital adequacy guidelines and the regulatory framework
for prompt corrective action, WSB must meet specific capital guidelines that involve
guantitative measures of WSB’s assets, liabilities, and certain off-balance sheet items as
calculated under regulatory accounting practices. WSB'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 WSB
to maintain minimum amounts and ratios (set forth in the table below) of tangible and core
capital (as defined in the regulations) to total adjusted assets (as defined), and of total capital
(as defined) to risk-weighted assets (as defined). Management believes, as of July 31, 2005,
that WSB meets all capital adequacy requirementsto which it is subject.

As of July 31, 2005, WSB remains well capitalized under the regulatory framework for
prompt corrective action. To be categorized as “well-capitalized,” WSB must maintain
minimum core, tier 1 risk-based and total risk-based ratios as set forth in the table. There are
no conditions or events since that notification that management believes have changed WSB’s
category. WSB’s actual capital amounts and ratios for 2005 and 2004 are presented in the
tables below:
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Actual

Required for Capital
Adequacy Purposes

To Be Considered Well
Capitalized Under Prompt
Corrective Action

Amount

At July 31, 2005:
Tangible
(to Tangible
Asxts)
Core (leverage)
(to Adjusted
Tangible Assets)
Tier 1 capital
(to Risk
Weighted Assets)
Totd capita
(to Risk
Welghted Assets)

At July 31, 2004:
Tangible
(to Tangible
Assts)
Core (leverage)
(to Adjusted
Tangible Assets)
Tier 1 capita
(to Risk
Welghted Assets)
Totd capital
(toRisk
Welghted Assets)

$ 55,180,738

55,180,738

55,180,738

60,409,119

$ 48,748,699

48,748,699

48,748,699

52,252,028

Ratio

10.45 %

10.45 %

14.44 %

11.97 %

Amount Ratio

$ 7,922,745 1.50 %

21,127,321 4.00 %

1315 % N/A N/A

33,461,638 8.00 %

935% $ 7,820,176 1.50 %

9.35 % 20,853,803 4.00 %

11.16 % N/A N/A

34,936,383 8.00 %

Amount Ratio

N/A N/A
$ 26,409,151 5.00 %
25,096,229 6.00 %

41,827,048 10.00 %

N/A N/A
$ 26,067,254 5.00 %
26,202,287 6.00 %

43,670,479 10.00 %

The following table summarizes the reconciliation of stockholders equity to regulatory capital.

Total stockholders' equity

Nonallowable assets:
Investment in subsidiary

Unrealized depreciation on available for

sale securities, net of taxes
Additional item:

Allowance for loan losses

Total regulatory capital

July 31, 2005

Tangible Core Total

Capital Capital Capital
$ 55,587,296 $55,587,296 $55,587,296
(414,704) (414,704) (414,704)
8,146 8,146 8,146
- - 5,228,381
$ 55,180,738 $55,180,738 $60,409,119
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July 31, 2004

Tangible Core Total
Capital Capital Capital

Total stockholders' equity $ 48,808,301 $48,808,301 $48,808,301
Nonallowable assets:

Investment in subsidiary (32,154) (32,1%9) (32,1%4)

Unrealized appreciation on available for

sale securities, net of taxes (27,448) (27,448) (27,448)

Additional item:

Allowance for loan losses - - 3,503,329
Total regulatory capital $ 48,748,699 $48,748,699 $52,252,028

At July 31, 2005 and 2004, tangible assets used in computing regulatory capital were
$528,183,028 and $521,345,087, respectively, and total risk-weighted assets used in the

computation were $418,270,475 and $436,704,790, respectively.

Management believes that, under the current regulations, WSB will continue to meet its
minimum capital requirements in the coming year; however, events beyond the control of
WSB, such as an increase in interest rates or a downturn in the economy in areas where WSB
has many of its loans could adversely affect future earnings and, consequently, the ability of

WSB to meet its future minimum capital requirements.

13. INCOME TAXES

The provision for income taxes consists of the following:

Years Ended July 31,

2005 2004 2003
Current taxes:

Federal $ 5,342,433 $ 5,263,902 $ 4,368,993
State 1,103,008 1,132,021 572,299
6,445,441 6,395,923 4,941,292

Deferred taxes (credit):
Federal (1,160,361) (780,231) (1,254,723)
State (256,880) (167,792) (277,769)
(1,417,241) (948,023) (1,532,492)
$ 5,028,200 $ 5,447,900 $ 3,408,800




The provision for income taxes differs from that computed at the statutory corporate tax
rate asfollows:

Years Ended July 31,

Per cent of Percent of Per cent of
Pretax Pretax Pretax
2005 Income 2004 Income 2003 Income
Tax at statutory rate $4,560,382 35.0% $5,017,492 35.0% $3,721,585 34.0 %
Increases (decreases):
Effect of Federal (83,390) (0.7) (106,084) (0.7) - -
incremental tax rate
State income tax net
of federal income
tax benefit 555,398 4.3 536,492 3.7 198,575 1.8
Other (4,190) - - - - -
Excess fair market value
of donated property - - - - (511,360) 4.7)
$5,028,200 38.6 % $5,447,900 38.0 % $3,408,800 31.1%

Deferred income tax assets and liabilities reflect the net tax effects of temporary
differences between the financial reporting and the tax bases of assets and liabilities pursuant to
SFAS No. 109.

The components of net deferred tax assets as of July 31, 2005 and 2004 are as follows.

July 31,
2005 2004
Deferred tax assets:
Deferred loan fees $ 2,010,630 $ 2,165,691
Allowance for loan losses 2,829,179 1,352,986
Allowance for losses on real estate acquired
in settlement of loans 7,724 -
Deferred compensation 142,311 132,752
Depreciation 91,741 58,731
5,081,585 3,710,160
Deferred tax liabilities:
Other 37,116 37,117
Unrealized appreciation on available for sale securities (4,766) 16,061
Deferred rental income 36,815 40,976
69,165 94,154
Net deferred tax assets $ 5,012,420 $ 3,616,006
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For federal income tax purposes, WSB through fiscal year 1996 was allowed to compute a
bad debt deduction based on a percentage of taxable income before such deduction. The
deduction was 8% of taxable income subject to certain limitations based on aggregate loan and
savings accounts at the end of the year. If the amounts that qualify as deductions for federal
income tax purposes are later used for purposes other than to absorb loan losses, they will be
subject to federal income tax at the then-current corporate rate.

On August 20, 1996, federal legislation repealed the special bad debt reserve method for
thrift institutions previously provided for in Section 593 of the Internal Revenue Code. The
new law repeals the percentage of taxable income bad debt method that was previously
available to thrift institutions. Under the new law, thrift institutions that qualify as small banks
are alowed to utilize the experience method applicable to such institutions, while thrift
ingtitutions that are treated as large banks (generally, assets of over $500 million) are required
to use the specific charge-off method. The provision also required thrifts to recapture any
reserves accumulated after 1987 but forgave taxes owed on reserves accumulated prior to 1988.
Thrift institutions were given six years to account for any excess reserves that need to be
recaptured, beginning with the first taxable year after December 31, 1995. Implementation of
this law required WSB to recapture excess tax reserves arising after 1987. The final year of this
recapture was fiscal 2003.

14. FINANCIAL INSTRUMENTSWITH OFF-BALANCE-SHEET RISK

WSB is a party to financial instruments with off-balance-sheet risk in the normal course
of its business to meet the financing needs of its customers and to reduce its own exposure to
fluctuations in interest rates. These financia instruments include commitments to extend
credit, standby letters of credit, and financial guarantees.

These instruments involve, to varying degrees, elements of credit and interest rate risk in
excess of the amount recognized in the statement of financia position. The contract or notional
amounts of those instruments reflect the extent of involvement WSB has in particular classes of
financial instruments.

WSB'’s exposure to credit loss in the event of nonperformance by the other party to the
financial instrument for commitments to extend credit, standby letters of credit, and financial
guarantees written is represented by the contractual notional amount of those instruments.
WSB uses the same credit policies in making commitments and conditional obligations as it
does for on-balance-sheet instruments.

Unless noted otherwise, WSB does not require collateral or other security to support
financial instruments with credit risk.
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July 31, 2005 July 31, 2004
Contract or Contract or
Notional Amount Notional Amount

Financial instruments whaose contract amountsrepresent credit risk:

Commitments to grant mortgage loans $ 4,019,018 $ 11,968,990
Unfunded commitments to extend credit under existing construction

equity line and commercial lines of credit $ 84,968,976 $ 130,795,360
Standby letters of credit and financial guarantees written $ 1,889,736 $ 1268814

Financial instrumentswhose notional or contract amounts exceed the
amount of credit risk:

Forward contracts to sell mortgage loans $19,564,180 $ 14,696,830

Commitments to grant mortgage loans, which include pending applications, are agreements
to lend to a customer as long as there is no violation of any condition established in the contract.
Commitments generally have fixed expiration dates or other termination clauses and may require
payment of afee. Since many of the commitments are expected to expire without being drawn
upon or pending applications will be denied, the total commitment amounts do not necessarily
represent future cash requirements. Historically, approximately seventy-five percent of the
agreements and pending applications are drawn upon. WSB evaluates each customer’s credit-
worthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by
WSB upon extension of credit, is based on management’s credit evaluation of the counterparty.
Most equity line commitments for the unfunded portion of equity lines are for a term of 12
months and commercial lines of credit are generally renewable on an annual basis.

Standby letters of credit and financial guarantees written are conditional commitments
issued by WSB to guarantee the performance of a customer to athird party. Those guarantees
are primarily issued to support construction borrowing. The credit risk involved in issuing
letters of credit is essentially the same as that involved in extending loan facilities to customers.
WSB holds cash as collateral supporting those commitments for which collateral is deemed
necessary.

Forward contracts are for delayed delivery of loans in which the purchaser/seller agrees to
accept/make delivery at a future date of a specified instrument, at a specified price or yield.
Risks arise from the possible inability of counterparties to meet the terms of their contracts and
from movementsin interest rates.

15. FAIR VALUE OF FINANCIAL INSTRUMENTS

The following disclosures of the estimated fair value of financia instruments are made in
accordance with the requirements of SFAS No. 107, “Disclosures about Fair Vaue of Financial
Instruments.” The estimated fair value amounts have been determined by WSB 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 amounts WSB could realize in a
current market exchange. The use of different market assumptions and/or estimation
methodol ogies may have a material effect on the estimated fair value amounts.
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July 31, 2005 July 31, 2004

Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
(000's) (000's) (000's) (000's)
Assets:
Cash and cash equivalents $ 56,593 $ 56,593 $ 12,979 $ 12,979
Loans receivable, net 440,788 442 816 480,718 481,235
M ortgage-backed securities:
Availablefor sde - - 2,155 2,155
Held to maturity - - - -
Investment securities:
Availablefor sde 10,442 10,442 - -
Held to maturity - - 5,588 5,663
Investment in Federal Home
Loan Bank stock 3,642 3,642 4,495 4,495
Liabilities:
Deposits:
Noninterest-bearing 9,024 9,024 10,346 10,346
Interest bearing 404,254 404,151 367,939 368,110
Other borrowings 55,900 57,836 89,900 93,030

Cash and Cash Equivalents - For cash and cash equivalents, the carrying amount is a
reasonabl e 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
guotes. 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.

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.

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.
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Commitments to Grant Loans and Standby Letters of Credit and Financial Guarantees
Wrkitten - The majority of WSB’s 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 unassignable by either WSB or
the borrower, they only have value to WSB 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 July 31, 2005 and 2004. 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 that date and,
therefore, current estimates of fair value may differ significantly from the amounts presented
herein.

16. QUARTERLY DATA (Unaudited)

Summarized quarterly financial information is as follows (amounts in thousands except
per share information):

First Second Third Fourth
Year Ended July 31, 2005: Quarter Quarter Quarter Quarter
Interest income $ 9,949 $10,645 $ 10,877 $ 10,023
Interest expense 3,725 4,041 3,944 4,005
Net interest income 6,224 6,604 6,933 6,018
Provision for loan |osses 520 670 2,790 1,430
Net interest income after
provision for loan losses 5,704 5,934 4143 4,588
Earnings before income taxes 3,916 3,770 2,217 3,127
Provision for income taxes 1,505 1,449 849 1,225
Net earnings 2,411 2,321 1,368 1,902
Basic earnings per common share 0.33 0.32 0.19 0.25
Diluted earnings per common share 0.29 0.28 0.17 0.24
First Second Third Fourth
Year Ended July 31, 2004: Quarter Quarter Quarter Quarter
Interest income $ 7422 $ 7,508 $ 8154 $ 9,327
Interest expense 2,914 2,828 2,954 3,353
Net interest income 4,508 4,680 5,200 5,974
Provision for loan losses 60 120 180 1,035
Net interest income after
provision for loan losses 4,448 4,560 5,020 4,939
Earnings before income taxes 3,126 3,142 4311 3,757
Provision for income taxes 1,159 1,198 1,651 1,440
Net earnings 1,967 1,944 2,660 2,317
Basic earnings per common share 0.28 0.28 0.37 0.32
Diluted earnings per common share 0.25 0.24 0.33 0.29
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Item 9. Changesin and Disagreements with Accountants on Accounting
and Financial Disclosure.

None.
[tem 9A. Controlsand Procedures

@ WSB'’s Chief Executive Officer and Principal Financial Officer have evaluated
the effectiveness of the design and operation of WSB'’s disclosure controls and procedures (as
defined under Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as
amended “Exchange Act”) as of the end of the period covered by this report. Based upon that
evaluation, WSB’s Chief Executive Officer and Principal Financia Officer have concluded that
WSB'’ s disclosure controls and procedures are adequate and effective.

(b) There were no changes in WSB’s internal control over financial reporting in
connection with the evaluation required by paragraph (d) of Rules 13a-15 or 15d-15 under the
Exchange Act that occurred during the fourth quarter that have materially affected, or are
reasonably likely to materially affect, WSB’sinternal control over financial reporting.

Item 9B. Other Information
None.
PART Il
Item 10. Directorsand Executive Officers of the Registrant

The text and tables under "Election of Board of Directors' and Section 16(a) Beneficial
Ownership Reporting Compliance in WSB's 2005 Proxy Statement are incorporated herein by
reference.

WSB has adopted code(s) of ethics that covers the chief executive officer, the chief
financia officer, the chief accounting officer, controller, and any person serving in an
equivalent position regardless of whether or not they are designated as executive officer for
Regulation O purposes as well as codes of ethics for its directors and associates. WSB
maintains a copy of these codes on its internet web site. The address of WSB'’s internet website
is www.twsh.com. If WSB makes any substantive amendments to its codes of ethics or grants
any waiver from a provision of these codes, WSB will disclose the nature of such amendment
or waiver on WSB’ s website or in areport on Form 8-K.

WSB has a separately designated audit committee. The members of WSB’s audit
committee are Messrs. Sullivan (Chairman), Conover, Troese and L odge.

WSB is required to disclose whether it has an “audit committee financial expert,” as
defined in Item 401(h) of Regulation S-K of the Securities Exchange Act of 1934, serving on
its audit committee. WSB’s Board of Directors has not yet identified or nominated an
appropriate director nominee to serve as the audit committee financial expert. Each of the
members of the Audit Committee currently meets the independence and experience
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requirements of the American Stock Exchange listing standards and WSB’s Audit Committee
charter. To the extent that the Audit Committee determines its needs additional financial
expertise pending nomination of an audit committee financial expert, it intends to seek the
assistance of a consultant with appropriate experience. During fiscal 2005, WSB has elected to
utilize outside expertise of loan review contractors, compliance consultants and internal audit
contractors to advise and report to the Committee.

Item 11. Executive Compensation

The text and tables under "Executive Compensation” and “Compensation of Directors’ in
WSB's 2005 Proxy Statement are incorporated herein by reference.

ltem 12. Security Owner ship of Certain Beneficial Ownersand Management and
Related Stockholder Matters

@ The stock ownership information contained in the text and tables under " Securities
Beneficialy Owned" in WSB's 2005 Proxy Statement is incorporated herein by reference.

(b) WSB knows of no arrangements the operation of which may at a subsequent date
result in a change of control of WSB.

(c) See “Market for Registrant’s Common Equity, Related Stockholder Matters and
Issuer Purchase of Equity Securities -Equity Compensation Plan Information.” in Part Il Item 5
of this report.

ltem 13. Certain Relationships and Related Transactions

The text under "Executive Compensation -- Certain Transactions with Management and
Others' in WSB's 2005 Proxy Statement is incorporated herein by reference.

Item 14. Principal Accounting Feesand Services

The text under “Independent Registered Public Accounting Firm” and the Policy on
Audit Committee Pre-Approval of Audit Services and Permissible Non-Audit Services of
Independent Registered Public Accounting Firm in WSB's 2005 Proxy Statement is
incorporated herein by reference.

PART IV

[tem 15. Exhibits and Financial Statement Schedules

(a(1) Thefollowing consolidated financial statements of WSB and its subsidiaries are
included in Item 8:

Report of Independent Registered Public Accounting Firm
Consolidated Statements of Financial Condition—as of July 31, 2005 and 2004
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@2
@(3)

Exhibit No.

Consolidated Statements of Earnings-Years ended July 31, 2005, 2004 and
2003

Consolidated Statements of Changes in Stockholders Equity--Y ears ended July
31, 2005, 2004 and 2003

Consolidated Statements of Cash Flows--Years ended July 31, 2005, 2004
and 2003

Notes to Consolidated Financial Statements
Financial statements schedul es--none applicable or required

The following is an index of the exhibits included in this report:

[tem

31

3.2

3.3

10.1

10.2

10.3

104

10.5

10.6

10.7

Amended and Restated Federal Stock Charter of WSB. (Incorporated by
reference from WSB's Quarterly Report on Form 10-Q for the quarter
ended January 31, 1997).

Amended and Restated By-Laws of WSB. (Incorporated by reference from
WSB's Form 8-K asfiled on February 22, 2005).

Certificate of Amendment to Federal Stock Charter of WSB. (Incorporated
by reference from WSB’s Definitive Proxy Statement filing for the year
ended July 31, 2001, asfiled on October 22, 2001).

Stock Option Plan for Non-Employee Directors of WSB. (Incorporated by
reference from WSB's Definitive Proxy Statement filing for the year ended
July 31, 1995, asfiled on October 24, 1995) .

1997 Omnibus Stock Plan of WSB. (Incorporated by reference from
WSB'’s Definitive Proxy Statement filing for the year ended July 31, 1997,
asfiled on October 22, 1997) T.

1999 Stock Option and Incentive Plan. (Incorporated by reference from
WSB' s Definitive Proxy Statement filing for the year ended July 31, 1999,
asfiled on October 20, 1999) .

2001 Stock Option and Incentive Plan. (Incorporated by reference from
WSB'’s Definitive Proxy Statement filing for the year ended July 31, 2001,
asfiled on October 29, 2001).

Supervisory Agreement dated March 19, 2004 by and between The
Washington Savings Bank, F.S.B. and The Office of Thrift Supervision
(Incorporated by reference from WSB’s Report on Form 8-K filed on
March 19, 2004).

Form of Stock Award Agreement for executive officers pursuant to 2001
Stock Option and Incentive Plan. (Incorporated by reference from WSB’s
Current Report on Form 8-K, asfiled on March 25, 2005) .

Employment Agreement dated March 21, 2005 by and among The
Washington Savings Bank, F.S.B. and Phillip C. Bowman. (Incorporated
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10.8

10.9

21

23

311

31.2

321

by reference from WSB’s Current Report on Form 8-K, as filed on March
25, 2005) .

Letter Agreement dated March 25, 2005 by and between The Washington
Savings Bank, F.S.B. and Mr. John F. Motzer. (Incorporated by reference
from WSB’s Current Report on Form 8-K, asfiled on March 25, 2005). t

Stipulation and Consent to the Issuance of an Order of Assessment of Civil
Money Penalty dated June 14, 2005, attaching Order of Assessment of
Civil Money Penalty. (Incorporated by reference from WSB’s Quarterly
Report on Form 10-Q for the quarter ended April 30, 2005).

Subsidiaries of WSB. (Incorporated by reference from Form OC of WSB,
dated April 21, 1988 and FDIC letter dated December 17, 1999).

Consent of Independent Registered Public Accounting Firm (filed
herewith).

Rule 13a-14(a)/15d — 14(a) Certifications of CEO (filed herewith).

Rule 13a-14(a)/15d —14(a) Certifications of Principal Financial Officer
(filed herewith).

Section 1350 Certifications (furnished herewith).

*The registrant will furnish to each beneficial holder requesting the same a copy of each exhibit
referred to above upon the payment of a reasonable fee limited to WSB' s reasonable expenses
in furnishing such exhibits. Such request should be directed to the Assistant Secretary at
WSB'’ s principal executive offices.

tManagement compensatory arrangement required to be filed as an exhibit to this report.

(b)
(©

See exhibits under (a)(2) above.

None applicable.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

THE WASHINGTON SAVINGS BANK, F.S.B.
(Registrant)

October 21, 2005 By: /¢ Phillip C. Bowman
Phillip C. Bowman
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the following persons on behalf of the
registrant and in the capacity and on the dates indicated.

Principal Executive Officer:
October 21, 2005 By: /¢ Phillip C. Bowman

Phillip C. Bowman
Chief Executive Officer

Principal Financial and Accounting Officer:

October 21, 2005 /s Randall M. Robey
Randall M. Robey
Sr.Vice President/
Chief Financial Officer
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A Magority of the Board of Directors:

October 21, 2005 /s/ Phillip C. Bowman

Phillip C. Bowman

October 21, 2005 /5! George Q. Conover

George Q. Conover

October 21, 2005 /s William J. Harnett

William J. Harnett

October 21, 2005 /s Kevin P. Huffman

Kevin P. Huffman

October 21, 2005 /s/ Eric S. Lodge
Eric S. Lodge
October 21, 2005 /s Michad J. Sullivan

Michael J. Sullivan

October 21, 2005 /5] Stephen J. Troese
Stephen J. Troese
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EXHIBIT 31.1
RUL E 13a-14(a)/15d — 14(a)
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER

[, Phillip C. Bowman, the Chief Executive Officer of The Washington Savings Bank, F.S.B.,
certify that:

1

2.

| have reviewed this annual report on Form 10-K of The Washington Savings Bank, F.S.B.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all materia respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(€) and 15d-15(€)) for
the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures, as
of the end of the period covered by this report based on such evaluation; and

¢) disclosed in this report any change in the registrant’s internal control over financia reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter
in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’ sinternal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of
the registrant’ s board of directors (or persons performing the equivalent functions):

a) al significant deficiencies and material weaknesses in the design or operation of internal
control over financia reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant rolein the registrant’ s internal control over financial reporting.

Date: October 21, 2005 By: /4 Phillip C. Bowman
Phillip C. Bowman
Chief Executive Officer
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EXHIBIT 31.2
RUL E 13a-14(a)/15d — 14(a)
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Randall M. Robey, the Sr. Vice President and Chief Financia Officer of The Washington Savings Bank,
F.S.B., certify that:

1

2.

| have reviewed this annual report on Form 10-K of The Washington Savings Bank, F.S.B.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financia information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) for
the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

¢) disclosed in this report any change in the registrant’s interna control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’sinternal control over financial reporting; and

The registrant’ s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’ s board of directors (or persons performing the equivalent functions):

a) al significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant rolein the registrant’ s internal control over financial reporting.

Date: October 21, 2005 By: /s/ Randall M. Robey
Randall M. Robey
Sr. Vice President and Chief Financia Officer
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EXHIBIT 32.1

Written Statement of Chief Executive Officer and Chief Financial Officer
Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002
(18 U.S.C. Section 1350)

The undersigned, the Chief Executive Officer and the Principal Financial Officer of
The Washington Savings Bank, F.S.B. (the “Company”), each hereby certifies that, to his
knowledge, on the date hereof:

@ the Annua Report on Form 10-K of the Company for the fiscal year ended
July 31, 2005 filed on the date hereof with the Office of Thrift Supervision
(the “Report™) fully complies with the requirements of Section 13(a) or 15(d)
of the Securities Exchange Act of 1934; and

(b) information contained in the Report fairly presents, in al material respects,
the financia condition and results of operations of the Company.

By: /¢/ Phillip C. Bowman
Phillip C. Bowman
Chief Executive Officer
October 21, 2005

By: /s/ Randall M. Robey
Randall M. Robey
Sr. Vice President/Chief Financial Officer
October 21, 2005

This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002 and shall not, except to the extent required by the Sarbanes-Oxley Act of 2002,
be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act
of 1934, as amended.

A signed original of this written statement required by Section 906 has been provided to the
Company and will be retained by the Company and furnished to the Office of Thrift
Supervision or its staff upon request.
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