


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

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
AS OF JULY 31, 2007 AND 2006

ASSETS

CASH AND CASH EQUIVALENTS:
Cash
Federal funds sold
Time deposits with other banks

Total cash and cash equivalents

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

Loans receivable held-for-investment - net
Held for sale

Total loans receivable - net

Mortgage-backed securities - available for sale at fair value (Note 3)
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)

Bank Owned Life Insurance

Premises and equipment - net (Note 7)

Deferred tax asset (Note 13)

Income taxes receivable

Other assets

TOTAL ASSETS

LIABILITIES AND 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

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; 8,198,816 and 8,036,025 shares issued

Additional paid-in capital

Treasury Stock; 610,681 shares at cost

Retained earnings - substantially restricted

Accumulated other comprehensive (loss)

Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See notes to consolidated financial statements.
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$

2007

1,347,305
5,880,806

7,228,111

208,046,492
(4,044,781)

204,001,711

4,377,945

208,379,656

70,349,428
120,590,915
4,823,900
1,422,483
1,362,871
1,028,683
10,286,092
6,055,013
3,599,907
737,757

1,161,076
437,025,892

6,583,054

276,315,665

282,898,719

89,000,000
714,986

1,605,521

374,219,226

8,198,816

2,661,393
(645,124)

53,230,759

(639,178)
62,806,666

437,025,892

2006

$ 3,706,470
1,064,000
9,000,000

13,770,470

247,792,458
(5,346,525)

242,445,933
8,638,971
251,084,904

46,489,371
110,835,295
3,398,000
1,730,544
1,274,671
1,583,540
6,090,425
4,161,415
1,867,803
1,836,948

$ 444,123,386

$ 8,046,873
315,687,043

323,733,916
58,000,000

793,941
1,648,749

384,176,606

8,036,025
2,143,567

(645,124)
51,282,613

(870,301)

59,946,780

$ 444,123,386



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

CONSOLIDATED STATEMENTS OF EARNINGS
FOR THE YEARS ENDED JULY 31, 2007, 2006 AND 2005

2007 2006 2005
INTEREST INCOME:
Interest and fees on loans $ 17,602,296 $ 26,430,409 $ 40,345,273
Interest on mortgage-backed securities 2,815,047 1,384,748 101,881
Interest and dividends on investments 7,764,536 5,844,211 1,046,410
Total interest income 28,181,879 33,659,368 41,493,564
INTEREST EXPENSE:
Interest on deposits (Note 8) 10,801,586 12,360,767 12,280,822
Interest on other borrowings 3,818,271 3,002,844 3,433,740
Total interest expense 14,619,857 15,363,611 15,714,562
NET INTEREST INCOME 13,562,022 18,295,757 25,779,002
(Reversal) provision for loan losses (300,000) 200,000 5,410,000
NET INTEREST INCOME AFTER (REVERSAL) PROVISION 13,862,022 18,095,757 20,369,002
FOR LOAN LOSSES
NON-INTEREST INCOME:
Loan-related fees 770,167 1,043,624 1,540,042
Gain on sale of loans 1,036,450 1,223,424 3,307,947
Gain on sale of mortgage-backed securities - available-for-sale - - 39,904
(Loss) gain on sale of investments - available-for-sale (182,767) - 327,167
Loss on disposal of premises and equipment (15,594) (70,827) -
Rental income 532,236 581,118 662,425
Gain on sale of real estate acquired in settlement of loans 507,625 412,478 610,067
Service charges on deposits 74,315 86,577 135,622
Net gain on sale of building lots and homes (Note 5) 23,482 153,914 138,410
Other income 548,993 320,964 222,509
Total non-interest income 3,294,906 3,751,272 6,984,093
NON-INTEREST EXPENSES:
Salaries and benefits 6,994,433 6,672,220 8,103,879
Occupancy expense 849,732 861,830 767,727
Deposit insurance premiums and assessments 390,448 953,369 236,721
Depreciation 730,674 669,714 664,145
Advertising 165,263 126,387 146,247
Service bureau charges 553,148 558,626 462,866
Service charges from banks 95,240 105,874 130,610
Stationery, printing & supplies 200,296 253,629 269,625
Professional services 725,606 997,218 1,091,277
Other taxes 149,855 147,763 139,167
Provisions for losses on real estate acquired in settlement of loans - 146,374 20,000
Other expenses 2,124,658 2,394,881 2,291,169
Total non-interest expenses 12,979,353 13,887,885 14,323,433
EARNINGS BEFORE PROVISION FOR INCOME TAXES 4,177,575 7,959,144 13,029,662
PROVISION FOR INCOME TAXES (Note 13) 1,324,500 2,896,700 5,028,200
NET EARNINGS $ 2,853,075 $ 5,062,444 $ 8,001,462
BASIC EARNINGS PER COMMON SHARE $0.38 $0.68 $1.09
DILUTED EARNINGS PER COMMON SHARE $0.35 $0.62 $0.98
AVERAGE COMMON SHARES OUTSTANDING 7,509,790 7,412,405 7,369,218
AVERAGE DILUTED COMMON SHARES 8,123,351 8,106,224 8,195,586
CASH DIVIDENDS PAID PER COMMON SHARE $ 012 % - 8 0.21

See notes to consolidated financial statements.
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THE WASHINGTON SAVINGS BANK, F.S.B. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED JULY 31, 2007, 2006 AND 2005

BALANCES, August 1, 2004

Exercise of Stock Options
Tax effect of Stock Options Exercised

Comprehensive Income:

Net earnings

Other comprehensive income
Reclassification adjustment for
gains, net of taxes of ($126,352)

Net changes in unrealized appreciation
on available for sale securities

Total comprehensive income
Cash dividend (0.21 per common share)

BALANCES, JULY 31, 2005

Exercise of Stock Options
Stock-based compensation
Tax effect of Stock Options Exercised

Comprehensive Income:

Net earnings

Net changes in unrealized appreciation
on available for sale securities

Total comprehensive income

BALANCES, JULY 31, 2006

Exercise of Stock Options
Stock-based Compensation
Tax effect of Stock Options Exercised

Comprehensive Income:

Net earnings

Other comprehensive income
Reclassification adjustment for
losses, net of taxes of ($70,585)

Net changes in unrealized appreciation
on available for sale securities

Total comprehensive income

Cash dividend (0.12 per common share)

BALANCES, JULY 31, 2007

See notes to consolidated financial statements.

Accumulated

Additional Other Total
Common Paid-In Treasury Retained Comprehensive Stockholders'

Stock Capital Stock Earnings Income(Loss) Equity
7,956,850 $ 1,704,955 $ (645,124) $ 39,764,172 $ 27,448 $ 48,808,301
52,925 111,438 - - - 164,363
- 194,229 - - - 194,229
- - - 8,001,462 - 8,001,462
- - - - 200,815 200,815
- - - - (236,409) (236,409)
7,965,868
- - - (1,545,465) - (1,545,465)
8,009,775 2,010,622 (645,124) 46,220,169 (8,146) 55,587,296
26,250 72,129 - - - 98,379
- 11,314 - - - 11,314
- 49,502 - - - 49,502
- - - 5,062,444 - 5,062,444
- - - - (862,155) (862,155)
4,200,289
8,036,025 2,143,567 (645,124) 51,282,613 (870,301) 59,946,780
162,791 33,361 - - - 196,152
2,344 2,344
- 482,121 - - - 482,121
- - - 2,853,075 - 2,853,075
- - - - (112,182) (112,182)
- - - - 343,305 343,305
3,084,198
- - - (904,929) - (904,929)
8,198,816 $ 2,661,393 $ (645124) $ 53,230,759 $ (639,178) $ 62,806,666
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THE WASHINGTON SAVINGS BANK, F.S.B., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JULY 31, 2007, 2006 AND 2005

CASH FLOWS FROM OPERATING ACTIVITIES:

Net earnings

Adjustments to reconcile net earnings to net cash provided (used) by operating activities:

(Reversal) provision for loan losses

Stock-based compensation

Provision for losses on real estate acquired in settlement of loans
Depreciation

Loss on disposal on premises and equipment
(Accretion)/amortization of (discounts)/premiums on investment securities
Loss (Gain) on sale of investment securities

Gain on sale of mortgage-backed securities

Gain on sale of other real estate owned

Gain on sale of loans

Gain on sale of building lots and homes

Loans originated for sale

Proceeds from sale of loans originated for sale

Increase in cash surrender value of bank owned life insurance
Decrease (increase) in other assets

Decrease(increase) in accrued interest receivable

Decrease (increase) in deferred income taxes

Change in federal income taxes payable/receivable

Excess tax benefits from share-based payment

Decrease in accounts payable, accrued expenses and other liabilities
(Decrease) increase in accrued interest payable

Decrease in net deferred loan fees

Net cash provided by operating activities
INVESTING ACTIVITIES:

Net decrease in loans receivable- held for investment

Purchase of mortgage-backed securities - available for sale

Purchase of investment securities - available for sale

Proceeds from sales, calls, and maturities of mortgage-backed securities
Proceeds from sales, calls and maturities of investment securities-available for sale
(Purchase) redemption of Federal Home Loan Bank Stock

Proceeds from maturity of investment securities - held to maturity
Purchase of bank owned life insurance

Purchase of premises and equipment

Land development costs incurred

Sale of land held for development

Development of real estate acquired in settlement of loans

Proceeds from sale of real estate acquired in settlement of loans

Net cash (used in) provided by investing activities

FINANCING ACTIVITIES:

Net decrease in demand deposits, NOW
accounts and savings accounts
Proceeds from issuance of certificates of deposit
Payments for maturing certificates of deposit
Net decrease in advance payments by borrowers for taxes and insurance
Cash dividend paid
Decrease (increase) in FHLB Advances
Decrease (increase) in short term borrowings
Proceeds from exercise of stock options
Excess tax benefits from stock-based compensation

Net cash used in financing activities
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD

CASH PAID DURING THE PERIOD FOR:
Income taxes
Interest

Non-cash transactions:
Real estate acquired in settlement of loans

See notes to consolidated financial statements.
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2007 2006 2005
$ 2853075 $ 5062444 $ 8,001,462
(300,000) 200,000 5,410,000
2,344 11,314 -
- 146,374 20,000
730,674 740,543 664,145
15,594 70,827 -
(395,109) (259,336) 94,773
182,767 - (327,167)
- - (39,904)
(507,625) (412,478) (610,067)
(1,036,450) (1,223,424) (3,307,947)
(23,482) (153,914) (138,410)
(105,568,674)  (190,839,531)  (320,558,922)
110,866,150 202,988,164 318,999,519
(286,092) - -
675,874 (369,565) 78,701
219,862 (71,999) 59,487
427,263 1,380,211 (1,417,241)
1,612,167 (1,705,423) 134,497
(482,121) (49,502) (194,229)
(43,228) (890,743) (527,238)
(69,982) (109,931) 232,755
(214,404) (608,371) (248,478)
8,658,603 13,905,660 6,325,736
37,540,025 176,555,235 38,461,788

(31,482,555)
(95,522,856)

(46,813,432)
(101,180,603)

(10,500,000)

8,023,935 - 2,153,497
85,943,507 - 1,866,027
(1,425,900) 244,100 852,900

- - 4,000,000

(10,000,000) - -

(710,856) (616,327) (572,957)

- (188,591) (341,926)

23,482 455,683 455,055
(266,935) (98,580) (569,443)
2,748,017 2,707,994 1,727,359
(5,130,136) 31,065,479 37,532,300

(10,954,124)

(13,488,315)

(21,108,624)

3,899,900 3,144,622 113,166,356
(33,710,991) (79,091,072) (57,296,819)
(78,955) (606,718) (11,905)
(904,929) - (1,545,465)
36,000,000 (2,900,000) (34,000,000)
(5,000,000) 5,000,000 -
196,152 08,379 358,502
482,121 49,502 194,229
(10,070,826) (87,793,602) (243,636)
(6,542,359) (42,822,463) 43,614,400
13,770,470 56,592,933 12,978,533

$ 7228111 $ 13,770,470 $ 56,592,933
$ 695980 $ 3,201,569 $ 6,394,433
$ 14,556,748 $_ 15483,648 $ 15,459,416
$ 1418600 $ 2630619 $ 1,174,110




THE WASHINGTON SAVINGS BANK, F.S.B., AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED July 31, 2007, 2006, and 2005

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation - The consolidated financial 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 real 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, Northern 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. Actual 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
financial institutions, interest bearing deposits at other financial 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 a level 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 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.
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Restricted Stock 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 quoted 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, commercial and consumer loans for portfolio
investment and mortgage loans for 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, 2007 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 a loan’s value reflected as a write-down of the
recorded investment resulting in a new cost basis with a corresponding charge to the allowance for
loan losses.

Income Recognition on Loans Receivable - Interest on loans receivable is credited to income as
earned on the principal amount outstanding. For those loans that are carried on non-accrual status,
interest income is recognized on the cash basis or cost recovery method. Loans are generally placed
on non-accrual status when the collection of principal 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 loan losses consists of an
allocated 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 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 several key elements, which include the formula allowance, specific

-52 -



allowances and the non-specific allowance. The amount of the allowance 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 allowance. For other problem-graded credits, allowances 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 allowance 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 allowance
may be necessary based on changes in the credits comprising the loan 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 WSB’s loan portfolio and allowance for loan losses. Such review may result in recognition of
additions to the allowance for loan 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 all 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 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 evaluated for impairment. The impairment of a loan 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
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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. Subsequent
write downs are included in non-interest expense. Costs relating to the development and improvement
of a property are capitalized, whereas those relating to holding the property are charged to expense
when incurred. The real estate is carried at the lower of acquisition or fair value net of estimated costs
to sell subsequent to acquisition. Operating expenses of real estate owned are reflected in other non-
interest expenses.

The amounts WSB could ultimately recover from real 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 as follows:

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

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, 2007 and 2006.

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 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
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options to issue common stock were exercised. Options to purchase 10,000, 0 and 0 shares of common
stock were outstanding at July 31, 2007, 2006, and 2005, respectively, but were not included in the
computation of diluted EPS because the options’ exercise price was greater than the average market
price of the common stock for the respective twelve month period. All other options were included in
the computation of diluted EPS because the options’ exercise prices were lower than the average
market price of the common stock for the respective twelve month period. Average common and
common equivalent shares used in the determination of earnings per share were:

2007 2006 2005
Weighted average common shares 7,509,790 7,412,405 7,369,218
Dilutive effect of stock options 613,561 693,819 826,368
Diluted common shares 8,123,351 8,106,224 8,195,586

Reclassifications - Certain reclassifications have been made to the prior years’ consolidated
financial statements to conform to the 2007 presentation.

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

In December 2004, the Financial Accounting Standards Board (“FASB”) issued Statement No.
123R, which requires stock-based compensation to be measured based on the grant-date fair value of
the awards and the cost to be recognized over the period during which an employee is required to
provide service in exchange for the award. WSB adopted the provisions of SFAS No. 123R as of
August 1, 2005.

Prior to August 1, 2005, WSB accounted for stock-based compensation in accordance with
Accounting Principles Board Opinion (APB) No. 25 “Accounting for Stock Issued to Employees” and
related Interpretations. Accordingly, no compensation expense had been recognized for stock options
since all options granted had an exercise price equal to the market value of the underlying stock on the
grant date. SFAS No. 123R was adopted using the modified prospective transition method. Under
this method, the provisions of SFAS No. 123R apply to all awards granted or modified after the date
of adoption. In addition, compensation expense must be recognized for any unvested stock option
awards outstanding as of the date of adoption. Prior periods have not been restated. Total pre-tax
stock-based compensation of $2,344 and $11,314 and tax related benefits of $905 and $4,400 were
recognized in the Statements of Earnings for the year ended July 31, 2007 and 2006.

SFAS No. 123R requires disclosure of pro forma information for periods prior to the adoption.
The pro-forma information for fiscal 2005 was determined as if WSB had accounted for its employee
stock options under the fair value method of Statement 123. For purposes of pro forma disclosures,
the estimated fair value of the options is amortized to expense over the options’ vesting period.
WSB’s pro forma information is as follows:
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2005

Net income, as reported $ 8,001,462
Deduct: Total stock-based compensation expense
determined under the fair value method for all

awards, net of related tax effects (64,604)
Pro forma net income $ 7,936,858

Net income per common share:

Basic - as reported $ 1.09
Basic - pro forma $ 1.08
Diluted - as reported $ 0.98
Diluted - pro forma $ 0.97

The fair value of each option grant is estimated on the date of grant using the Black-Scholes
option pricing model. There were 5,000 options granted during fiscal year ended July 31, 2007, 5,000
options granted in fiscal 2006 and no options granted for fiscal 2005. The 5,000 options granted in
fiscal 2007 will vest 50% on the first anniversary date of grant and the remaining 50% on the second
anniversary date of grant. The unrealized compensation cost related to non-vested share based
compensation arrangements for the options granted in fiscal 2007 is $11,721. The 5,000 options
granted in fiscal 2006 were fully vested at the time of grant. There were no unrealized compensation
cost related to non-vested share based compensation arrangements as of July 31, 2006. All other
grants in prior years fully vested during fiscal 2005.

The weighted average fair value of the option grant during 2007 was $14,065 on the date of the

grant. The fair value of options granted were calculated using the Black-Scholes option-pricing model
with the following weighted average assumptions:

2007 2006

Dividend yield 1.78% 3.07%
Expected volatility 35% 31%
Risk free rate 4.57% 4.20%
Expected lives (in years) 5 5

New Accounting Pronouncements — In July 2006, the FASB issued FASB Interpretation No. 48
(FIN 48), Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement 1009,
which provides guidance on the measurement, recognition, and disclosure of tax positions taken or
expected to be taken in a tax return. The interpretation also provides guidance on derecognition,
classification, interest and penalties, and disclosure. FIN 48 prescribes that a tax position should only
be recognized if it is more-likely-than-not that the position will be sustained upon examination by the
appropriate taxing authority. A tax position that meets this threshold is measured as the largest
amount of benefit that is greater than 50 percent likely of being realized upon ultimate settlement.
The cumulative effect of applying FIN 48 is to be reported as an adjustment to the beginning balance
of retained earnings in the period of adoption. FIN 48 is effective for fiscal years beginning after
December 15, 2006. WSB is adopting FIN 48 in the first quarter of fiscal year 2008 and will reflect a
cumulative adjustment reducing retained earnings by approximately $470,000, which management
does not believe is of a material impact on its financial statements.

- 56 -



In September 2006, the FASB issued Statement No. 157, “Fair Value Measurements.” This
statement defines fair value, establishes a framework for measuring fair value in generally accepted
accounting principles, and expands disclosures about fair value measurements. The statement is
effective for financial statements issued for fiscal years beginning after November 15, 2007. The
adoption of this interpretation is not anticipated to have a material impact on our financial condition,
results of operations or liquidity.

In September 2006, the FASB ratified the consensus reached by the Emerging Issues Task Force
(“EITF”) on Issue No. 06-4, Accounting for Deferred Compensation and Postretirement Benefit
Aspects of Endorsement Split-Dollar Life Insurance Arrangements. EITF 06-4 requires the
recognition of a liability and related compensation costs for endorsement split-dollar life insurance
policies that provide a benefit to an employee that extends to postretirement periods as defined in
SFAS No. 106, Employers” Accounting for Postretirement Benefits Other Than Pensions. The EITF
reached a consensus that Bank Owned Life Insurance policies purchased for this purpose do not
effectively settle the entity’s obligation to the employee in this regard and, thus, the entity must record
compensation costs and a related liability. Entities should recognize the effects of applying this issue
through either, (a) a change in accounting principle through a cumulative-effective adjustment to
retained earnings or to other components of equity or net assets in the balance sheet as of the
beginning of the year of adoption, or (b) a change in accounting principle through retrospective
application to all prior periods. This issue is effective for fiscal years beginning after December 15,
2007. Management is currently evaluating the impact of adopting this issue on WSB’s financial
statements.

In September 2006, the SEC’s Office of Chief Accountant and Divisions of Corporation Finance
and Investment Management released Staff Accounting Bulletin (“SAB”) No. 108, Considering the
Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial
Statements (“SAB No. 108”), that provides interpretive guidance on how the effects of the carryover
or reversal of prior year misstatements should be considered in quantifying a current year
misstatement. The SEC staff believes that registrants should quantify errors using both a balance
sheet and an income statement approach and evaluate whether either approach results in quantifying a
misstatement that, when all relevant quantitative and qualitative factors are considered, is material.
The pronouncement is effective for fiscal years ending after November 15, 2006. The adoption of
SAB No. 108 did not have a material impact on WSB’s financial position, results of operations, or
cash flows.

In February 2007, the FASB issued Statement of Financial Accounting Standards (‘SFAS”) No.
159, “The Fair Value Option for Financial Assets and Financial Liabilities” (SFAS 159). SFAS 159
allows entities the option to measure eligible financial instruments at fair value as of specified dates.
Such election, which may be applied on an instrument by instrument basis, is typically irrevocable
once elected. Statement 159 is effective for fiscal years beginning after November 15, 2007, and early
application is allowed under certain circumstances. WSB is evaluating the impact of this new
standard, but currently believes that adoption will not have a material impact on its financial positions,
results of operations, or cash flows.
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2. LOANS RECEIVABLE

Loans receivable held-for-investment consist of the following:

July 31,
2007 2006
FIRST MORTGAGE LOANS:
Secured by single-family residences $ 75,189,328 $ 100,005,743
Secured by 5 or more- residential 3,711,950 6,026,632
Secured by other properties 10,789,588 14,644,079
Construction loans 34,349,396 75,914,615
Land and land development loans 25,309,524 34,923,056
Land acquisition loans 7,617,783 8,558,597
156,967,569 240,072,722
SECOND MORTGAGE LOANS 1,831,651 2,545,180
COMMERCIAL AND OTHER LOANS:
Commercial 49,154,588 5,216,431
Loans secured by savings accounts 338,729 429,165
Consumer installment loans 130,982 120,392
208,423,519 248,383,890
LESS:
Allowance for loan losses (4,044,781) (5,346,525)
Deferred loan fees (377,027) (591,432)

TOTAL LOANS RECEIVABLE HELD-FOR-INVESTMENT  $ 204,001,711

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

$ 242,445,933

loans at July 31, 2007 and 2006 were $2,059,904, and $1,109,087, respectively.

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

Years Ended July 31,

2007 2005
BALANCE, BEGINNING OF YEAR $ 5,346,525 $ 7,325,682 $ 3,503,329
(Reversal) provision charged to operations (300,000) 200,000 5,410,000
Charge-offs (1,054,612) (2,455,239) (1,600,149)
Recoveries of previously charged-off amounts 52,868 276,082 12,502
BALANCE, END OF YEAR $ 4,044,781 $ 5,346,525 $ 7,325,682

Loans on which the recognition of interest has been discontinued that were not included within
the scope of SFAS No. 114 amounted to approximately $7.4 million, $9.7 million and $5.7 million at
July 31, 2007, 2006 and 2005, respectively. If interest income had been recognized on those loans at
their stated rates during the fiscal years 2007, 2006 and 2005, interest income would have been
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increased by approximately $448,000, $353,000 and $238,000, respectively. The total allowance for
loan losses on these impaired loans was approximately $2.3 million, $2.1 million and $1.4 million for
fiscal years 2007, 2006 and 2005, respectively.

WSB originated nonresidential real estate loans that had an outstanding balance of $10.8 million,
$14.6 million and $16.1 million at July 31, 2007, 2006 and 2005, 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, real estate construction
loans and commercial real estate, 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, 2007, 2006 and 2005, the undisbursed portion of such
loans totaled $35.8 million, $30.2 million and $83.3 million, respectively.

Loans Serviced for Others - Loans serviced for others and not reflected in the consolidated
statements of financial condition are $472,000, $558,000 and $756,000 at July 31, 2007, 2006 and
2005, respectively. Servicing loans for others generally consists of collecting mortgage payments,
maintaining escrow accounts, disbursing payments to investors, and foreclosure processing. As of
July 31, 2007 and 2006, WSB did not have any mortgage servicing rights. 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 $11,645, $16,253, and $15,253 at July 31, 2007, 2006 and 2005,
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 collateral 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.

The following schedule summarizes changes in amounts of loans outstanding to executive
officers and directors for the years ended July 31.:

007 2006 2005
Balance at beginning of year $ - $ - $ -
Additions 2,820,166 - -
Repayments - - -
Balance at end of year $ 2,820,166 $ - $ -

-59 -



3. MORTGAGE-BACKED SECURITIES

Mortgage-backed securities consisted of the following:

July 31, 2007
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
AVAILABLE FOR SALE:
FHLMC pass-through certificates $ 3,731,461 $ - $ 10981 $ 3,720,480
FNMA pass-through certificates 12,284,491 - 288,879 11,995,612
Other pass-through certificates 54,556,848 217,650 141,162 54,633,336

$ 70572,800 $ 217,650 $ 441,022 $ 70,349,428

Weighted average interest rate 5.70%
July 31, 2006
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

AVAILABLE FOR SALE:

FHLMC pass-through certificates $ 14,420,817 $ - $ 104,795 $ 14,316,022
FNMA pass-through certificates 14,577,701 - 244,125 14,333,576
Other pass-through certificates 17,931,048 - 91,275 17,839,773

$ 46,929,566 $

$ 440,195 $ 46,489,371

Weighted average interest rate 5.40%

Gross unrealized losses and fair value by length of time that the individual available-for-sale
MBS have been in a continuous unrealized loss position at July 31, 2007 are as follows:

July 31,
2007 2006
Continuous Continuous
Fair Unrealized Fair Unrealized
Value Losses Value Losses

Less than 12 months $ 22,341,748 $ 132,624 $ 46,929566 $ 440,195
More than 12 months 15,274,321 308,398 - -

Total $ 37,616,069 $ 441,022 $ 46929566 $ 440,195
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All of our temporarily impaired MBS are defined as impaired due to declines in fair values
resulting from increases in interest rates compared to the time they were purchased. None of these
MBS have exhibited a decline in value due to changes in credit risk. Furthermore, we have the ability
to hold these MBS for a period of time sufficient to allow for any anticipated recovery of fair value
and do not expect to realize losses on any of these holdings. As such, management does not consider
the impairments to be other than temporary.

4. INVESTMENT SECURITIES

Investment securities consist of the following:

July 31, 2007
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
AVAILABLE FOR SALE:
FHLB Agencies $ 121,402,568 $ 3,642 $ 815,295 $ 120,590,915
July 31, 2006
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
AVAILABLE FOR SALE:
FHLB Agencies $ 111,777,731 $ - $ 942,436 $ 110,835,295

The portfolio classified as “Available for Sale” is consistent with management’s assessment and
intention as to the portfolio. While WSB has the ability to hold the securities until maturity, from
time to time or with changing conditions, it may be advantageous to sell certain securities either to
take advantage of favorable interest rate changes or to increase liquidity. Securities classified as
“Held to Maturity” are not subject to fair value adjustment due to temporary changes in value due to
interest rate; 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.

There were no investment sales in fiscal 2006. However, investment proceeds were as
follows as of July 31, 2007 and July 31, 2005:

July 31, 2007
Gross Realized
Carrying Gain (losses)
Value Proceeds on sales
FHLB Agencies- called $ 14999500 $ 15,000,000 $ 500
FHLB Agencies -sales 51,481,202 51,297,935 (183,267)
$ 66,480,702 $ 66,297,935 % (182,767)
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July 31, 2005

Carrying Gross Realized

Value Proceeds Gain on sales
Merrill Lynch Zero Coupon Bond $ 1640002 $ 167799 $ 37,967
Preferred Trusts 4,045,800 4,335,000 289,200
$ 5685802 $ 601299 @ $ 327,167

During fiscal year 2007, FHLB Agencies were sold and reinvested in higher yielding assets in an
effort to minimize reinvestment risk while improving portfolio yield.

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

Gross unrealized losses and fair value by length of time that the individual available-for-sale
FHLB agency securities have been in a continuous unrealized loss position at July 31, 2007 are as
follows:

July 31,
2007 2006

Continuous Continuous
Fair Unrealized Fair Unrealized

Value Losses Value Losses
Less than 12 months $ 96835458 $ 723,251 $ 100,500,755 $ 802,859
More than 12 months 21,482,446 92,044 10,334,540 139,577
Total $ 118,317,904 $ 815295 $ 110,835295 $ 942,436

All of our temporarily impaired securities are defined as impaired due to declines in fair values
resulting from increases in interest rates compared to the time they were purchased. None of these
securities have exhibited a decline in value due to changes in credit risk. Furthermore, we have the
ability to hold these securities for a period of time sufficient to allow for any anticipated recovery in
fair value and do not expect to realize losses on any of these holdings. As such, management does not
consider the impairments to be other than temporary.

Maturities for the investment securities are as follows:

2007

Amortized Estimated

Cost Fair Value
Due in one year or less $ 14483942 $ 14,427,252
Due after one year through five years 35,024,299 34,871,777
Due after five years through ten years 60,895,975 60,465,983
Due atter ten years 10,998,352 10,825,903
Total debt securities $ 121,402,568 $ 120,590,915
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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. No new development occurred during fiscal 2007. During fiscal
2006, WSB, Inc. constructed and sold a house on an undeveloped lot that was purchased in fiscal
2005 for a gross profit of $144,008. During fiscal 2005, WSB, Inc. constructed and sold a house on an
undeveloped lot that was purchased in fiscal 2004, for a gross profit of $135,606. Adjustments to
accruals for estimated completion costs from lots previously sold in prior fiscal years resulted in
additional gains of $23,482, $9,906 and $2,804 recognized during fiscal 2007, 2006 and 2005,
respectively.

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 sales is subject to market conditions.

Gross proceeds from the sale of lots were $0, $455,683 and $455,055, for fiscal years ended July
31, 2007, 2006 and 2005, respectively. Gains of $23,482 in fiscal 2007 were for unused reserves from
sales in fiscal 2006, $153,914 and $138,410 were related gains for fiscal year 2006, and 2005,
respectively.

6. REAL ESTATE ACQUIRED IN SETTLEMENT OF LOANS
Real estate acquired in settlement of loans consists of the following:

July 31,
2007 2006 2005
Single family properties $ 911357 $ 1,650514 $ 1,296,230
Land 169,600 - -
Less: valuation allowance (52,274) (66,974) -

$ 1028683 $ 1583540 $ 1,296,230

Noncash transfers from loans receivable to real estate acquired in settlement of loans were
$1,418,600, $2,630,619 and $1,174,110 for the years ended July 31, 2007, 2006 and 2005,
respectively.
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7. PREMISES AND EQUIPMENT

Premises and equipment consist of the following:

July 31,
2007 2006
Buildings $ 6,664,036 $ 6,522,121
Land 1,038,294 1,038,294
Furniture and fixtures 2,987,483 2,930,243
Leasehold improvements 350,972 220,344
Automobiles 209,716 219,352
11,250,501 10,930,354
Less accumulated depreciation and amortization (5,195,488) (4,839,929)

$ 6,055,013 $ 6,090,425

Depreciation expense totaled $731,000, $741,000 and $664,000 for years ending July 31, 2007,
2006 and 2005, respectively. Loss on disposal of assets totaled $15,914, $70,827 and $0 for the fiscal
years ending July 31, 2007, 2006 and 2005.

8. DEPOSITS

Deposits consist of the following:

July 31,
2007 2006
Weighted Weighted
Average Average
Amount Interest Rate Amount Interest Rate
Non-interest-bearing:
Checking accounts $ 6,583,054 - % $ 8,046,873 - %
Interest-bearing:
NOW accounts 13,188,989 1.10 14,898,479 0.19
Savings deposits 30,805,973 2.12 38,588,151 1.25
Time Deposits 232,320,703 4.16 262,200,413 3.86
276,315,665 315,687,043
$ 282,898,719 3.70 % $ 323,733,916 3.29 %
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Time deposits at July 31, 2007 mature as follows:

Average
Amount Interest Rate

Under 6 months $ 48,169,435 4.43 %
6 to 12 months 39,669,283 3.85
12 to 24 months 68,092,984 3.96
24 to 36 months 70,103,621 431
36 to 48 months 3,153,850 4.15
48 to 60 months 3,131,530 4.69

$ 232,320,703 4,16 %

WSB has approximately 258 time deposits with a balance in excess of $100,000 for a total of
$117,648,443, compared to approximately 260 for a total of $132,065,198 at fiscal years ending July
31, 2007 and 2006, respectively. These funds were primarily used to fund WSB loan originations.
Deposit amounts exceeding $100,000 are not federally insured. Of this total, approximately 25 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.

The following is a summary of interest expense on deposits:

Year Ended July 31,

2007 2006 2005
NOW accounts $ 316,437 $ 152,004 $ 265,668
Savings deposits 237,086 378,724 489,879
Time deposits 10,248,063 11,830,039 11,525,275

$ 10,801,586 $ 12,360,767 $ 12,280,822

9. OTHER BORROWINGS

Other Borrowings are as follows:

Year Ended July 31, 2007
Balance Rate Average balance  Weighted
at year end atyear end  for the year average rate

FHLB-advances-fixed $ 89,000,000 5.08% $ 72,423,000 5.32%
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Year Ended July 31, 2006
Balance Rate Average balance  Weighted

at year end atyearend  for the year average rate

FHLB-advances-fixed $ 53,000,000 5.38% $ 55,591,000 5.38%
First Tennessee Federal Funds Purchased 5,000,000 5.56% 13,700 5.56%
Total $ 58,000,000 $ 55,604,700

The fixed rate advances mature as follows:

Year ending July 31, Total

2008 $ 15,000,000
2009 5,000,000
2010 33,000,000
2011 10,000,000
2012 -
and thereafter 26,000,000

Total $ 89,000,000

During fiscal 2007, WSB purchased advances of $5.0 million with a fixed rate of 5.27%, $8.5
million with a fixed rate at 5.24%, $6.0 million with a fixed rate of 5.215%, $5.0 million with a fixed
rate 5.207%, $4.0 million with a fixed rate of 5.410%, $20.0 million with a 10 year/1 year with a rate of
4.467% and $6.0 million with a 10 year/l year rate of 4.14%. WSB repaid $18.5 million of FHLB
advances during the fiscal year as well as the $5.0 million at 5.56% from First Tennessee Bank in the
form of federal funds purchased, leaving a balance of $89.0 million in FHLB advances. WSB is
required 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 $54,239,314, $63,370,997 and
$99,684,775 at July 31, 2007, 2006 and 2005, respectively.

During the years ended July 31, 2007 and 2006, the maximum month end balance of other
borrowings was $89,000,000 and $58,000,000, 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 with M & T Bank.

10. BENEFIT PLANS

Profit Sharing/401(k) Retirement Plan - Effective July 31, 2006, WSB’s Board of Directors
merged the Profit Sharing Plan ("PSP") into the Washington Savings Bank, FSB 401(k) Retirement
Plan (“401(k)”), amending the 401(k) Plan to have a corporate match program of 100% of the first 3%
of employee directed contributions and a 50% match up to an additional 2% of employee directed
contributions. The corporate match is effective for employee contributions after September 1, 2006.
The Board of Directors also resolved to do a discretionary contribution of 2% of salary up to a salary
limit of $100,000 for the 401(k) Plan year end December 31, 2006. During fiscal year ending July 31,
2007 and 2006, WSB recognized expenses of $184,000 and $67,000.

- 66 -



Prior to the merger of PSP into the Washington Savings Bank, FSB 401(k) Retirement Plan,
WSB maintained a profit-sharing plan for the benefit of substantially all of its employees. The plan
provided 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. Due to the merger of the profit-sharing plan with an
employer matched 401(k) plan there were no contributions to the profit-sharing plan fiscal year 2006
and approximately $368,997 and $399,009 for the years ended July 31, 2005 and 2004, respectively.

Stock 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 1,880,125 options have been granted and 429,875
options remain available for grant. Options granted expire ten years after grant date with the exception
of options granted under the Non-Employee Directors’ Plan and the 5,000 options granted to Mr.
Bowman in 2005 pursuant to the terms of his employment agreement, each of which expire 5 years
after the 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. The options issued under the Non-Employee Directors’ Plan
are exercisable at 25% on the first and second anniversary dates and the remaining 50% three years
after the date of grant. The options issued to Mr. Bowman fully vested at grant date of September 30,
2005 and expire five years after the grant date. The exercise price of the options granted pursuant to
these plans are the fair market value of the shares on the date of grant.

Information with respect to stock options is as follows:

2007 2006 2005
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price

Outstanding at
beginning of year 1,032,425 $2.91 1,058,550 $291 1,143,725 $2.92

Exercised (207,600) 2.84 (26,250) 3.75 (52,925) 311
Granted 5,000 8.65 5,000 9.11 - -
Forfeited (2,250) 4.04 (4,875) 4.42 (32,250) 2.97
Outstanding at

end of year 827,575 $2.96 1,032,425 $2.91 1,058,550 $2.91

A summary of options outstanding and exercisable at July 31, 2007 is as follows:
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Options Outstanding
Weighted Average Options

Exercise Remaining Currently
Price Shares Life (Years.months Exercisable
$2.2083 9,000 2.05 9,000
$2.2083 119,000 3.03 119,000
$2.2500 205,500 2.08 205,500
$2.2917 12,000 3.04 12,000
$2.5800 52,500 3.08 52,500
$2.6667 69,000 1.09 69,000
$3.0000 9,000 1.05 9,000
$3.1667 9,000 4.03 9,000
$3.2667 119,000 4.04 119,000
$3.4667 168,000 4.06 168,000
$5.2000 33,375 5.08 33,375
$5.2920 3,200 0.08 3,200
$5.4167 9,000 0.05 9,000

$8.6500 5,000 9.09 -
$9.1100 5,000 3.10 5,000
827,575 3.04 822,575

The weighted-average grant-date fair value of options granted during the fiscal years ending
2007 and 2006, was $2.81 per share and $2.26 per share, respectively. There were no options granted
during fiscal year 2005. The total intrinsic value of options exercised during the years ended July 31,
2007, 2006 and 2005, was $1,248,369, $128,176 and $502,923, respectively. The aggregate intrinsic
value of all options outstanding and exercisable was $3,842,902 at July 31, 2007.

11. COMMITMENTS AND 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, 2007, 2006, and 2005, was
$376,984, $376,666 and $414,563, respectively.

At July 31, 2007, the minimum rental commitment for the noncancelable leases is as follows:

Year ending
July 31, Total
2008 $ 341,957
2009 298,956
2010 211,595
2011 61,348
2012 -

B 913856
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As of July 31, 2007, commitments totaled $45.2 million which consisted of $1.3 million in
standby letter of credits, $35.8 million in unfunded commitments to extend credit under existing
construction equity line and commercial lines of credit, $4.4 million in forward contracts to sell
mortgage loans and $3.7 million in commitments to grant mortgage and commercial loans with
interest rates ranging from 6.63% to 9.25%.

As previously disclosed, on July 29, 2005, WSB was notified of suit in John Sullivan v. The
Washington Savings Bank, F.S.B., 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
arose out of the termination of Mr. Sullivan’s employment by WSB, alleges a range of federal and
state statutory and common law claims, and purported to claim compensatory damages in the amount
of $1 million and, in connection with certain tort claims, $5 million in punitive damages, plus all
costs, interests, and attorney's fees.

On January 24, 2007, The Washington Savings Bank, F.S.B (the “Company”), along with Randy
Robey, an officer of the Company, and Stephen J. Troese, a director of the Company, entered into a
Settlement Agreement with John Sullivan, in full and final settlement of pending litigation and
arbitration between the parties. The parties also agreed to mutually release each other against all
claims. Under the terms of the monetary settlement, a payment to the plaintiff was made, which after
payment from insurance on the settlement and defense cost resulted in a one time increase in expenses
of $81,000. On February 4, 2007, the parties filed a stipulation of dismissal with prejudice with the
U.S. District Court for the District of Maryland and a notice of settlement and dismissal with
prejudice with the Judicial Arbitration and Mediation Services (JAMS). On February 6, 2007, the
U.S. District Court for the District of Maryland entered an order dismissing the federal litigation
with prejudice.

On April 6, 2006, the Internal Revenue Service issued a notice attributable to the disallowance of
a conservation easement charitable donation. On May 8, 2006, WSB filed a timely Protest appealing
an Internal Revenue Service proposed adjustment on the valuation of the conservation easement
donated to the Maryland Environmental Trust. WSB maintains that it complied with the statutory
requirements of 26 U.S.C. §170(h). Based the relevant statutory provisions, regulations and case law
on point, WSB believes it will be successful in establishing that it complied with and satisfied the
applicable rules and regulations and therefore, is entitled to a charitable conservation easement
donation. The courts have traditionally resolved valuation disputes by reaching a middle ground
between the competing values as proposed by the Internal Revenue Service and the taxpayer.
Therefore, at this time, we are unable to determine whether or to what extent WSB’s valuation of the
conservation easement will be sustained.

12. STOCKHOLDERS’ EQUITY AND REGULATORY MATTERS

WSB is insured by the Federal Deposit Insurance Corporation (FDIC) through its Deposit
Insurance Fund (DIF) and is regulated by the Office of Thrift Supervision (OTS). 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 quantitative measures of WSB’s assets, liabilities, and certain
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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, 2007, that WSB meets all capital
adequacy requirements to which it is subject.

As of July 31, 2007, 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 2007 and 2006 are presented in the following tables:

To Be Considered Well
Required for Capital Capitalized Under Prompt
Actual Adequacy Purposes Corrective Action
Amount Ratio Amount Ratio Amount Ratio
At July 31, 2007:
Tangible $ 62,918,658 1436 % $ 6,570,914 1.50 % N/A N/A
(to Tangible
Assets)
Core (leverage) 62,918,658 14.36 % 17,522,437 4.00 % $ 21,903,046 5.00 %
(to Adjusted
Tangible Assets)
Tier 1 capital 62,918,658 24.67 % N/A N/A 15,303,940 6.00 %
(to Risk
Weighted Assets)
Total capital 65,581,439 2571 % 20,405,253 8.00 % 25,506,566 10.00 %
(to Risk
Weighted Assets)
At July 31, 2006:
Tangible $ 60,306,878 1354 % $ 6,682,590 1.50 % N/A N/A
(to Tangible
Assets)
Core (leverage) 60,306,878 13.54 % 17,820,241 4.00 % $ 22,275,326 5.00 %
(to Adjusted
Tangible Assets)
Tier 1 capital 60,306,878 21.68 % N/A N/A 16,689,388 6.00 %
(to Risk
Weighted Assets)
Total capital 63,783,834 22.93 % 22,252,517 8.00 % 27,815,646 10.00 %
(to Risk
Weighted Assets)
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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

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

At July 31, 2007 and 2006, tangible assets used in computing regulatory capital were
$438,060,918 and $445,506,517, respectively, and total risk-weighted assets used in the computation

July 31, 2007
Tangible Core Total
Capital Capital Capital
62,806,666 $ 62,806,666 $ 62,806,666
(527,186) (527,186) (527,186)
639,178 639,178 639,178
- - 2,662,781
62,918,658 $ 62,918,658 $ 65,581,439
July 31, 2006
Tangible Core Total
Capital Capital Capital
59,946,780 $ 59,946,780 $ 59,946,780
(510,203) (510,203) (510,203)
870,301 870,301 870,301
- - 3,476,956
60,306,878 $ 60,306,878 $ 63,783,834

were $255,065,664 and $278,156,459, 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:
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Years Ended July 31,

2007 2006 2005
Current taxes:
Federal $ 895,306 $ 1,505,625 $ 5,342,433
State 1,931 10,864 1,103,008
897,237 1,516,489 6,445,441
Deferred taxes (credit):
Federal 349,820 1,130,043 (1,160,361)
State 77,443 250,168 (256,880)
427,263 1,380,211 (1,417,241)
$ 1,324,500 $ 2,896,700 $ 5,028,200

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

follows:

Years Ended July 31,

2007 2006 2005
Percent Percent Percent
of Pretax of Pretax of Pretax
Amount Income Amount Income Amount Income
Tax at statutory rate $ 1,420,376 340% $ 2,706,109 340% $ 4,560,382 35.0 %
Increases (decreases):
Effect of Federal - - - - (83,390) 0.7)
incremental tax rate
State income tax net
of federal income
tax benefit 1,274 - 180,934 2.3 555,398 43
Other (97,150) (2.3) 9,657 0.1 (4,190) -
$ 1,324,500 317% $ 2,896,700 36.4% $ 5,028,200 38.6 %

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, 2007 and 2006 are as follows:
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July 31,

2007 2006
Deferred tax assets:
Deferred loan fees $ 893,874 $ 1,129,935
Allowance for loan losses 1,562,094 2,064,828
Non accrual interest adjustment 184,602 132,891
Allowance for losses on real estate acquired
in settlement of loans 20,362 25,865
Deferred compensation 126,235 200,667
Unrealized loss on available for sale securities 399,727 533,972
Depreciation 437,572 139,275
3,624,466 4,227,433
Deferred tax liabilities:
Other 8,851 39,031
Deferred rental income 15,708 26,987
24,559 66,018
Net deferred tax assets $ 3,599,907 $ 4,161,415

WSB’s Federal income tax returns for fiscal years 2002 and 2003 were audited by the Internal
Revenue Service. On April 6, 2006, the Internal Revenue Service issued a notice attributable to the
disallowance of a conservation easement charitable donation. On May 8, 2006, WSB filed a timely
Protest appealing an Internal Revenue Service proposed adjustment on the valuation of the
conservation easement donated to the Maryland Environmental Trust. WSB maintains that it
complied with the statutory requirements of 26 U.S.C. §170(h). Based the relevant statutory
provisions, regulations and case law on point, WSB believes it will be successful in establishing that it
complied with and satisfied the applicable rules and regulations and therefore, is entitled to a
charitable conservation easement donation. The courts have traditionally resolved valuation disputes
by reaching a middle ground between the competing values as proposed by the Internal Revenue
Service and the taxpayer. Therefore, at this time, we are unable to determine whether or to what
extent WSB’s valuation of the conservation easement will be sustained.

14. FINANCIAL INSTRUMENTS WITH 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 financial 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 financial position. The contract or notional amounts of
those instruments reflect the extent of involvement WSB has in particular classes of financial
instruments.
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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.

July 31, 2007 July 31, 2006
Contract or Contract or
Notional Amount Notional Amount

Financial instruments whose contract amounts represent credit risk:

Commitments to grant mortgage and commercial loans $ 3,706,392 $ 1,574,662
Unfunded commitments to extend credit under existing construction

equity line and commercial lines of credit $ 35,841,521 $ 30,164,331
Standby letters of credit and financial guarantees written $ 1,336,694 $ 1,828,361

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

Forward contracts to sell mortgage loans $ 4,377,945 $ 8,638,971

Commitments to grant mortgage and commercial 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 a fee. 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 a third 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
movements in interest rates.
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15. FAIR VALUE OF FINANCIAL INSTRUMENTS

The following disclosures of the estimated fair value of financial instruments are made in
accordance with the requirements of SFAS No. 107, “Disclosures about Fair Value 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 methodologies may have a
material effect on the estimated fair value amounts.

July 31, 2007 July 31, 2006
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
(000's) (000's) (000's) (000's)
Assets:

Cash and cash equivalents $ 7,228 $ 7,228 $ 13,770 $ 13,770
Loans receivable, net 208,380 206,569 251,085 246,469
Mortgage-backed securities:

Available for sale 70,349 70,349 46,489 46,489
Investment securities:

Available for sale 120,591 120,591 110,835 110,835
Investment in Federal Home

Loan Bank stock 4824 4,824 3,398 3,398
Bank Owned Life Insurance 10,286 10,286 - -

Liabilities:

Deposits:

Non-interest-bearing 6,583 6,583 8,047 8,047

Interest bearing 276,316 275,247 315,687 317,051

Other borrowings 89,000 89,978 58,000 58,571

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

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

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

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

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.
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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.

Commitments to Grant Loans and Standby Letters of Credit and Financial Guarantees Written -
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, 2007 and 2006. 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, 2007: Quarter Quarter Quarter Quarter
Interest income $ 7,289 $ 7,031 $ 6,811 $ 7,051
Interest expense 3,533 3,727 3,564 3,796
Net interest income 3,756 3,304 3,247 3,255
(Reversal) Provision for loan losses (300) - - -
Net interest income after
provision for loan losses 4,055 3,304 3,247 3,256
Earnings before income taxes 1,661 604 1,038 876
Provision for income taxes 586 162 332 246
Net earnings 1,075 442 706 630
Basic earnings per common share 0.14 0.06 0.09 0.08
Diluted earnings per common share 0.13 0.05 0.09 0.08
First Second Third Fourth
Year Ended July 31, 2006: Quarter Quarter Quarter Quarter
Interest income $ 9,417 $ 8,675 $ 7,909 $ 7,659
Interest expense 4111 3,960 3,693 3,600
Net interest income 5,306 4715 4,216 4,059
Provision for loan losses 200 - - -
Net interest income after
provision for loan losses 5,106 4715 4,216 4,059
Earnings before income taxes 2,549 2,151 1,404 1,855
Provision for income taxes 968 786 491 652
Net earnings 1,581 1,365 913 1,203
Basic earnings per common share 0.21 0.18 0.12 0.16
Diluted earnings per common share 0.19 0.17 0.11 0.15



Item 9. Changes in and Disagreements with Accountants on Accounting
and Financial Disclosure.

None.
Item 9A. Controls and 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 Financial 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’s internal control over financial reporting.

Item 9B. Other Information
None.
PART I11
Item 10. Directors, Executive Officers and Corporate Governance

The text and tables under "Election of Directors", “Executive Officers of Washington Savings
Bank” and “Section 16(a) Beneficial Ownership Reporting Compliance” in WSB's 2007 Proxy
Statement are incorporated herein by reference.

WSB has adopted code(s) of ethics that covers the chief executive officer, the chief financial
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.twsb.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 a report on Form
8-K.

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

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 an appropriate director nominee who is
willing to serve as the audit committee financial expert. Each of the members of the Audit Committee
currently meets the independence and experience requirements of the NASDAQ listing standards and
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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 2007, 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
2007 Proxy Statement are incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

@) The stock ownership information contained in the text and tables under "Securities
Beneficially Owned” in WSB's 2007 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.

(©) 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.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The text under “Corporate Governance — Meetings of the Board of Directors; Independence of
the Board of Directors” and "Executive Compensation -- Certain Transactions with Related Parties”
and “-- Policies and Procedure Regarding Transactions with Related Persons” in WSB's 2007 Proxy
Statement is incorporated herein by reference.

Item 14. Principal Accounting Fees and 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 2007 Proxy Statement is incorporated herein by
reference.

PART IV

Item 15. Exhibits and Financial Statement Schedules

(@)(1) The following 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, 2007 and 2006

-78 -



@(2)
(@)(3)

Exhibit No.
2.1

3.1

3.2

3.3

10.1

10.2

10.3

10.4

10.5

10.6

Consolidated Statements of Earnings--Years ended July 31, 2007, 2006 and 2005

Consolidated Statements of Changes in Stockholders' Equity--Years ended July 31,
2007, 2006 and 2005

Consolidated Statements of Cash Flows--Years ended July 31, 2007, 2006 and 2005
Notes to Consolidated Financial Statements

Financial statements schedules--none applicable or required

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

Item

Plan of Merger and Reorganization by and among The Washington Savings Bank,
F.S.B., Washington Interim Savings Bank and WSB Holdings, Inc. (filed
herewith).

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 as filed 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, as filed 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, as filed on October 24, 1995) 1.

1997 Omnibus Stock Plan of WSB. (Incorporated by reference from WSB’s
Definitive Proxy Statement filing for the year ended July 31, 1997, as filed on
October 22, 1997) 1.

1999 Stock Option and Incentive Plan. (Incorporated by reference from WSB’s
Definitive Proxy Statement filing for the year ended July 31, 1999, as filed on
October 20, 1999) t.

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

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, as filed on March 25, 2005) f.

Employment Agreement dated March 21, 2005 by and among The Washington
Savings Bank, F.S.B. and Phillip C. Bowman. (Incorporated by reference from
WSB'’s Current Report on Form 8-K, as filed on March 25, 2005) f.
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10.7

21

23

31.1

31.2

321

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, as filed on March 25, 2005). t

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 22, 2007 By: /s/ 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 22, 2007 By: /s/ Phillip C. Bowman
Phillip C. Bowman
Chief Executive Officer

Principal Financial and Accounting Officer:

October 22, 2007 By: /s/Randall M. Robey
Randall M. Robey
Sr.Vice President/
Chief FinancialOfficer
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October 22, 2007

October 22, 2007

October 22, 2007

October 22, 2007

October 22, 2007

October 22, 2007

October 22, 2007
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/s/ Phillip C. Bowman

Phillip C. Bowman

/s/ George Q. Conover

George Q. Conover

/s/ William J. Harnett

William J. Harnett

/s/ Kevin P. Huffman

Kevin P. Huffman

/sl Eric S. Lodge

Eric S. Lodge

/s/ Michael J. Sullivan

Michael J. Sullivan

/sl Stephen J. Troese

Stephen J. Troese
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the inclusion of our report dated October 13, 2007 regarding the
consolidated statements of financial condition of The Washington Savings Bank, F.S.B. as of
July 31, 2007 and 2006, and the related consolidated statements of earnings, changes in
stockholders® equity, and cash flows for the three years ended July 31, 2007 in the Annual
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EXHIBIT 31.1
RULE 13a-14(a)/15d - 14(a)
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER

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

1.

2.

I 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 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(e)) 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

c) disclosed in this report any change in the registrant’s internal 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’s internal 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) all 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 role
in the registrant’s internal control over financial reporting.

Date: October 22, 2007 By: /s/ Phillip C. Bowman
Phillip C. Bowman
Chief Executive Officer




EXHIBIT 31.2
RULE 13a-14(a)/15d - 14(a)
CERTIFICATION OF CHIEF FINANCIAL OFFICER

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

1.

2.

I 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 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(e)) 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

c) disclosed in this report any change in the registrant’s internal 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’s internal 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) all 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 role
in the registrant’s internal control over financial reporting.

Date: October 22, 2007 By: /s/ Randall M. Robey
Randall M. Robey
Sr. Vice President and Chief Financial Officer




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 Annual Report on Form 10-K of the Company for the fiscal year ended July 31, 2007
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 all material respects, the financial
condition and results of operations of the Company.

By: /s/ Phillip C. Bowman
Phillip C. Bowman
Chief Executive Officer
October 22, 2007

By: /s/ Randall M. Robey
Randall M. Robey
Sr. Vice President/Chief Financial Officer
October 22, 2007

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.





