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CORPORATE
PROFILE

Dime Community Bancshares, Inc. (the “Company”) is a Delaware corporation organize'd
in December, 1995 at the direction of the Board of Directors of The Dime Savings Bank of
Williamsburgh (the “Bank™) for the purpose of acquiring all of the capital stock of the Bank
issued in the conversion of the Bank from a federal mutual savings bank to a federal stock
savings bank (the “Conversion”). The Company had no operations prior to June 26, 1996.
The Bank has been operating as a savings bank within the New York metropolitan
area since 1864, and currently has eighteen branches located throughout Nassau County

and the New York City boroughs of Brooklyn, Queens and the Bronx.

BRANCH LOCATIONS

209 Havemeyer Street, Brooklyn
1600 Avenue M, Brooklyn

61-38 Springfield Blvd., Bayside
2412 Jerusalem Avenue, Bellmore
1545 86th Street, Brooklyn

1931 Turnbull Avenue, Bronx

59-23 Main Street, Flushing

814 Manhattan Avenue, Brooklyn
176-47 Union Turnpike, Flushing
75-23 37th Avenue, Jackson Heights
1902-1904 Kings Highway, Brooklyn

g T v

45-14 46th Street, Long Island City ® Corporate @ Branch
2172 Coyle Street, Brooklyn Headquarters and Locations
Main Office Branch

1775 Merrick Avenue, Merrick

1000 Port Washington Blvd., Port Washington 4
42-25 Queens Blvd., Sunnyside

622 Old Country Road, Westbury

24-44 Francis Lewis Blvd., Whitestone

DSBWDIRECT 1-800-321-3463 (24-Hour Call Center)
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FINANCIAL HIGHLIGHTS
AT A GLANCE

AT OR FOR THE FISCAL YEARS ENDED
JUNE 30,

(IN THOUSANDS EXCEPT PER SHARE AMOUNTS) 2000 1999 1998
Selected Financial Condition Data:

Total assets $2,502,139 $2,247,615 $1,623,926
Loans, net 1,706,515 1,368,260 938,046
Deposits 1,219,148 1,238,933 1,034,085
Stockholders’ equity 207,169 211,695 186,349
Tangible stockholders’ equity 149,464 145,562 159,558
Selected Operating Data:

Net interest income 66,803 58,171 50,192
Provision for losses 240 240 1,635
Non-interest income 5,043 6,438 6,344
Non-interest expense 34,015 30,493 29,937
Net income 22,374 19,861 13,098
Cash earnings 31,911 28,124 20,944
Diluted earnings per share 1.90 _ 1.68 1.09
Diluted cash earnings per share 2.7 2.37 1.75
Financial and Performance Ratios:

Return on average assets 0.93% 1.02% 0.90%
Cash return on average assets 1.33 1.45 1.44
Return on average stockholders’ equity 10.65 10.34 7.06
Cash return on average stockholders’ equity 15.19 14.65 11.29
Stockholders’ equity to total assets at end of period 8.28 9.42 11.48
Tangible equity to tangible assets at end of perjod 6.11 6.67 9.99
Loans to deposits at end of period 141.18 111.66 91.88
Book value per share $ 17.76 $ 1657 $ 1530
Tangible book value per share 12.81 11.39 13.10
Cash dividends per share 0.66 0.51 0.23

See pages 10 and 11 for full financial highlights.
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A MESSAGE TO OUR

SHAREHOLDERS
June 26, 2000 marked the fourth anniversary of Dime Community Bancshares, Inc.’s initial
public offering, and a four-year period of remarkable growth for our company. June, 2000
also marked the 135th anniversary of the acceptance of the very first deposit at the Dime
EARNINGS PER SHARE AND Savings Bank of Williamsburgh. The visible commercial and social landscape of Brooklyn
CASH EARI\(IIiI;ISaS'S)PER SHARE in 1864 shares little with the world of the New York metropolitan area at the start of the
§3.0~ third millennium. Nevertheless, as we continue to develop our franchise, the fundamental
2.5~ values that encouraged our first depositor to bank with us, persist. Despite the passage of
207 time, the technological revolution underway, and the seemingly forgotten distant past, we
157 continue to build upon those values.
Lo~ We are confident that this foundation will support further growth and will well serve
o.s"ﬂ all of our constituents, particularly our shareholders.
o
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For the Year

Ended June 30 Our primary lines of business showed
[Jers M cashEPS ' o
strong performance as loans originated exceeded

$495 million and core deposits reached nearly 50%
RETURN ON EQUITY AND of total account balances.

CASH RETURN ON EQUITY
(Percent)

20% Strong Financial Performance and Sharebolder Value Several fundamental measures

15 reflect the strong financial performance of Dime Community during the fiscal year ended

June 30, 2000. Core earnings per share of $1.83 increased 18.1% over 1999. Core cash

10
earnings per share were $2.64 or 44% greater than reported earnings. In fact, the compound
5 —H annual growth rate of earnings per share since the initial public offering has been 19%.
p — - MLWLE As we’ve discussed in prior communications, the true earning power of Dime Community
g § & g
- N

- -

For the Year can best be measured by reference to cash earnings data. Cash earnings reflect actual

Ended June 30

0 n additions to shareholder book value. They are real additions to tangible capital available
ROE Cash ROE

for any corporate purpose, including dividends and share repurchases. By this measure,
our already strong financial performance is outstanding. Specifically, for the year, net

cash earnings after taxes was $31.9 million or 1.33% of average assets and 15.2% of

CASH DIVIDENDS average stockholder equity. These returns enabled us to pay total dividends of 66 cents
_(I" Millions of Dollars) per share during the year, and to increase the quarterly cash dividend to 19 cents in
8 July, 2000.
—
Aggressive Share Repurchases As you are well aware, despite our successful financial
—

performance, our shares, like those of many others in the financial services sector, have
been confronted with an inhospitable stock market. Since the global monetary crisis in 1998,

financial stocks have been burdened by rising interest rates and dampened interest in merger
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g g and acquisition activity. These factors have had a negative effect on the prices of these
For the Year ., . . . vepe .
Ended June 30 companies’ shares and the earnings multiple the marketplace is willing to attribute to them.

Continued Execution of Our
(s s




During the year we took proactive measures to increase earnings per share by repur- —
chasing 1,111,779 shares. These repurchases were made while our stock was trading at

historically low multiples of earnings. Repurchasing our own shares is an appropriate use

Additions to Stockholders” Equity from

Net Cash Earnings exceeded 15%.

of capital when traditional loan markets are yielding narrowed spreads. As an alternative to Vincent E. Palagiano

aggressive balance sheet growth, these share repurchases are prudent and increase per share

earnings immediately and in the future.

Dime Community’s Franchise Ultimately, a company’s share value is a reflection of its
earnings power and its prospects. Our future, when viewed in the context of our industry
and our local markets, presents both challenges and opportunities.

Traditional thrift companies such as Dime Community, are part of a mature industry,
morphing into modern, community based financial services providers. Effectively meeting
the rapidly expanding demands of our customers, while continuing to serve traditional
banking needs, is the central challenge to our Company.

Our approach during our first four years as a public company has been business build- Michael P. Devine
ing through two bank acquisitions and expansion of our core lending volume. Our growth
during this period is evidenced by an expanded geographic footprint in our deposit markets
and a loan portfolio in excess of $1.7 billion. These traditional businesses continued to
provide solid results during fiscal 2000.

Loan originations in excess of $495 million were a new record high; deposits, although
decreasing by 1.6%, were structurally more profitable as the component of core accounts
increased to nearly 50%. Our overhead control, a continuing theme at our Company as
measured by the cash efficiency ratio of 35.2%, was outstanding. ‘

We will continue to apply our strategy as we seek to enhance our traditional lines of Sincerely,
business. Simultaneously, we will pursue new outlets for investment and new sources of
cost-efficient deposits. d

S A=
Vincent E. Palagiano

Chairman of the Board
& Chief Executive Officer

We are excited at the prospect of continuing to participate in developing our Company
in the vibrant metropolitan area. We extend our thanks to all of you who have contributed
to our success.

To our shareholders, we restate our commitment to honor your interests as we pursue

our business plan. We invite you all to read the balance of this report, which reviews our

core business lines, highlights of the year just past, and some plans for the future. W / m I

Michael P. Devine

President and
Chief Operating Officer

- — —

Solid Business Plan Fundamentals
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Multi-Family Lending...Continuing to

§ -

CAPITALIZING ON
NEW YORK’S
HOUSING STOCK

ORIGINATIONS
(In Millions of Dollars)
$500—
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" FortheYear
Ended June 30

[Cother W Muiti-family

LOAN PORTFOLIO
COMPOSITION
Total Loans = $1.723 billion at June 30, 2000

Multi-family
78.3%

Other
7.8%

One- to four-
family and
cooperative
apartments
13.9%

DEDICATED
TO OUR
COMMUNITIES

é—*

trong economic conditions in the New York City metropolitan
area continued to provide a rich source of loans for Dime of Williamsburgh in our latest
fiscal year. We offer a wide array of loan products to individuals and businesses, but our
staple remains mortgage lending with an emphasis on multi-family dwellings. Frequently,
the properties that collateralize these loans have some type of commercial activity incorpo-
rated into the building. This activity ranges from “mom and pop” grocery stores to well
known retailers and eateries. This commercial component of our loan portfolio, though not
the predominant source of cash flow for most individual loans, adds monetary value and is
indicative of lifestyles in the New York metropolitan region.

In fiscal 2000, we were an active lender. In fact, total loan originations of $495.4 million
were 36.2% of the beginning loan portfolio. Multi-family mortgages, which constituted 90%
of fiscal 2000 originations and 78% of the total loan portfolio at June 30, 2000, provide
distinct benefits, particularly compared to traditional single family home loans. Premium
adjustable interest rates, low servicing costs due to larger average loan balances and built-in
prepayment penalties to borrowers, make these loans higher yielding, cost-effective and
more resistant to price depreciation during various phases of interest rate cycles.

A related benefit of this business is the deposit relationships developed with property
owners who find our services convenient and efficient.

This type of lending is truly supportive of our local communities. The vast majority
of people in New York City, and significarit numbers in surrounding counties, live in multi-
family dwellings. Our market leadership adds liquidity to the market that contributes to the
value and stability of this housing sector.

We have distinguished ourselves from many other mortgage lenders through our spe-
cialization in this market. We view our continued investment as an opportunity, subject to
periodic analysis that focuses on profitability in the face of tough competition.

In this connection, our underwriting standards, which are the foundation of our port-
folio, are reviewed frequently and take into account current conditions, trends and the
possible near-term direction of real estate values. We continue to maintain strict discipline
in our underwriting practices, particularly in our property valuation methodology. Recently,
real estate prices have “skyrocketed” in our local market. We believe that our strict prop-
erty valuation methodologies serve as a counterweight to overextensions of credit.

We feel confident, based on our underwriting, the basic nature of these properties
and our experience over an extended period originating and servicing multi-family loans,
that our portfolio will perform admirably in the event of a market downturn.

Over 250,000 people live in buildings financed by the loans in our portfolio. We remain
committed to this line of business and hope to exploit our market leadership position as we
execute our business plan.

Consumer Lending Through the activities of our consumer loan department, we make
available a full array of mortgage products to individuals. We recognize the importance of
home ownership as an integral part of both our social fabric and personal financial plan-
ning. In addition to traditional single family home loans and home equity credit lines, we
participate in various programs sponsored by quasi-government agencies. SONYMA, FNMA
and the Federal Home Loan Bank of New York, among others, offer programs through
Dime of Williamsburgh that permit smaller down payments, particularly for first time
homebuyers, and still provide adequate security for us. Periodically, we sponsor home own-
ership workshops designed to ease the way for homebuyers through education and under-
standing of various loan products available.




“Lend for the Way New Yorkers Live”

R TR

Community Activities The most substantive community activity we engage

in is our direct lending program. All of our mortgage originations in fiscal 2000

were generated internally. Since the 1980's we have not purchased any loans
from brokers, otheribanks or any other source. The great majority of our originations
are in our local mérke:ts. Not surprisingly, in our latest CRA examination, we
were awarded an “Outstanding” CRA performance rating in recognition of our
community reinvesftment through our mortgage programs and related activities.
These related%act vities are exemplified by our Affordable Housing Grant
Fund, which providjes payments of up to $5,000 to fund civic projects managed by
local community bése | organizations. Other such activities during the last year

included the ]donatfion of a former branch office building to the Neighborhood

Housing Services of New York. These initiatives are indicative of our viewpoint

that to assist our r.fjeighbors reaps benefits for us all.




FOCUSED ON
COMMUNITY
BANKING

e Better than checks
o Safer than cash
* Smarter than ever

Our Dime Check Card is scheduled

for introduction in 2000. This checking

account feature will clearly improve the
banking experience for our customers.

anaging change in today’s banking environment is
the key challenge for a community bank. Our ability to understand our customers’ needs
and provide products and services to meet those needs is critical to our success. As the
Company grows, and the financial services marketplace changes, the need to continually
stay in touch with our customers requires us to make use of appropriate customer service
products and technology. Through these means we can efficiently and effectively promote
old and new products to customers within our defined trade area.

In the past year, we have identified a number of marketing strategies that require an
enterprise wide use of information and customer data, and have aggressively launched a
series of marketing programs within our defined trade area. By making use of our existing
customer database, along with a 200,000 plus prospect database, we can now accurately
deliver our marketing and product message in a highly targeted manner within our trade area.

We have also set a number of objectives that are intended to enhance our franchise
value through the growth of our core customer base. Along with growing our core customer
base we are intent on gaining a larger “share of wallet” from each household we serve.
The strategies to accomplish this are now in place and are showing favorable results.

Another one of our goals was to increase the number of bank services and accounts
utilized per household, known as the “cross-sell ratio.” This is the key to customer retention
and profitability. We now average 2.34 services per household and 3.25 accounts per
household. This compares very favorably to our 1999 service per household of 1.88 and
accounts per household of 2.63. In one year, core deposit balances have also increased to
nearly 50% from 44%. These increases in services and accounts per household have had
a positive effect on our cost of funds as we capture the total customer relationship and
increase customer loyalty, an important long-term goal and one that we are successfully
accomplishing.

Customer retention is also a key to building franchise value and we have instituted a
customer service survey to monitor our performance. Over 90% of our customers surveyed
rated our service excellent or very good. When asked how they came to bank with us,

22% said they were referred to us by a friend or relative. This is certainly a validation of
our community service focus, for there is no better measurement of your service level than
having your customer refer someone to your bank.

A number of analytical programs have been put in place this past year, and there are
an additional number being researched for implementation for the coming year. A key
application is the installation and use of a Customer Relationship Management (‘CRM’)
application. CRM allows for the constant management of a customer’s relationship with
the Bank at every touch point: branch, telephone and Internet. This application also provides
research on customer accounts and allows for targeted direct marketing efforts across all
channels, along with the tools for measuring marketing campaign effectiveness.

We have also entered the second stage of our sales process with the implementation of
ongoing sales training and sales management practices. We now measure our cross-sales
effort bankwide. Every customer contact, either sales or service initiated, is measured. We
seek to identify all opportunities to gain additional services from, or to deepen the relation-
ship with, each customer household. The soon-to-be implemented CRM technology will
also allow us, at every contact point, to offer the appropriate product to the customer,
determined through customer account analysis.

Other important events taking place in the coming year include the introduction of
a MasterCard debit card program, an important additional checking account feature. As
we move, albeit slowly, toward a society less dependent upon traditional paper checks, it is
expected that there will be increased usage of debit cards. This new product is an important
step toward satisfying our customers’ needs for the latest financial service products.

Retail Banking: Meeting a Changing Landscape with




Our newly rehovated Jackson Heights Office
was praised as an example of our community
involvement. The new office incorpofates

design features recommended by the hisftoFig

district preservation committee.

We are also vain
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g forward in our Internet banking introduction. This effort
e, although our approach is to first introduce a CRM

would have an effective way of marketing to and servicing

expanding role the Internet will play in the financial serv-
in the changing nature of the banking distribution system,
customer call center “DSBWDIRECT.” This area will be an

ice and growth engine for future bank and Internet

aff members of a community bank, we will continue to pride
ation to customer service. We are committed to ensuring

s the best that can be provided regardless of the form in

Our Continuous Emphasis on Customer Service




DEAR FELLOW
SHAREHOLDERS

Kenneth J. Mahon

GROWING CORE
DEPOSITS

June 1998

“Tore
Deposits
41%,

Time
Deposits
59% -

June 1999

~ é;)re_ ) Time
Deposits JaFdEI
44% 56%

“The core deposit-raising undertaking
is a major one for the Bank that will
have significant financial benefits as we
continue to move away from higher-
cost wholesale funding to lower-cost
retail deposits.”

Sincerely,

Syt

Kenneth J. Mahon

Executive Vice President and
Chief Financial Officer

The Company’s financial performance for the past fiscal year was outstanding once again.
But opportunity remains for stellar financial performance in the future, built upon our
sound financial structure.

Beginning with our conversion to stock-form in 1996 when the Company had a tangi-
ble capital-to-asset ratio of 13.7%, the Company has taken numerous steps to optimize its
use of capital for the benefit of its shareholders, including two bank acquisitions, issuance
of subordinated debt to facilitate share repurchases, and asset growth of nearly 300%.

With tangible capital now at an efficient and prudent level of 6.11% of assets, growth
in revenue and earnings per share will come from new capital creation.

Cash Earnings The stock market determines the value of a company primarily by
its reported earnings. For Dime Community Bancshares, this measure understates the
Company’s ability to create tangible capital. Tangible capital can be used primarily for
three things: growth, share repurchases, and cash dividends.

The term ‘cash earnings’ is simply a term applied to the measurement of tangible
capital creation. In fact, last year cash earnings were 43% higher than reported earnings.
‘What does this mean for shareholders? Last year, the Company recorded $22.4 million in
reported earnings, or $1.90 per share. It also recorded an additional $9.5 million in cash
earnings, or 81 cents per share, which together gave the Company $31.9 million, or $2.71
per share, in new tangible capital creation which it used for cash dividends, share repurchases
and asset growth,

The additional benefit derived from cash earnings will continue for many years. In
banking, asset growth produces revenue growth. The Company can continue to produce
meaningful asset growth without sacrificing other shareholder value-enhancing strategies.

Other Financial Initiatives Deposit Growth. As described elsewhere in this report,
one of the ways in which the Company will continue to grow revenues is by attracting
new deposits and depositors in our trade areas. Our success in achieving this goal can be
tracked by measuring the level of core deposits as a share of total deposits. Core deposits
represent a customer’s core banking relationship.

We are pleased to report that in just one year, the Bank’s percentage of core deposits-
to-total deposits has risen from 44% to nearly 50%. In fact, just two years ago, core
deposits represented only 41% of total deposits.

Debt Issuance. On April 12, 2000, the Company completed a $25.0 million debt issuance
in the form of a 10-year subordinated debenture. These funds are available for general

corporate purposes, including share repurchases.

Employee Benefit Changes. In fiscal 2000, the Company revamped several employee
benefit plans, including the defined benefit pension plan, the employee stock ownership plan,
and the 401k retirement savings plan. These changes make the Company’s total current
compensation package more competitive, which will help attract and retain qualified staff.
The changes also reduce the current cost of deferred compensation, which keeps expenses

under control.

Summary Over the past four quarters, top-line revenue growth has been dampened
because of the Federal Reserve’s strategy of raising interest rates while trying to engineer a
“soft-landing” for our otherwise buoyant economy. The Company’s deposit and borrowing
costs grew faster than our earnings on loans and investments.

Nevertheless, through prudent financial and operating management, our Company has
been able to achieve double-digit growth in earnings per share.

We will continue to be vigilant in monitoring the effects of the Fed’s actions on the
economy as they impact both earnings and credit quality, in an effort to continue to provide
outstanding operating results.
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FINANCIAL HIGHLIGHTS

AT OR FOR THE FISCAL
'YEARS ENDED JUNE 30,

Our consolidated financial and other data set forth below is derived in part from, and should be read in conjunction with our Consolidated
Financial Statements and Notes thereto. Our earnings per share information for the fiscal year ended June 30, 1996 is not meaningful since the
sale of our common stock and our acquisition of Conestoga Bancorp, Inc. occurred on June 26, 1996. We acquired Financial Bancorp, Inc.
on January 21, 1999. Certain amounts as of and for the years ended June 30, 1999, 1998, 1997 and 1996 have been reclassified to conform to

their June 30, 2000 presentation.

(DOLLARS IN THOUSANDS, EXGEPT PER SHARE DATA) 2000 1999 1998 1997 1996
SELECTED FINANCIAL CONDITION DATA: ’
Total assets '$2,502,139 $2,247,615. $1,623,926 $1,315,026 $1,371,821
Loans, net® 1,706,515 1,368,260 - 938,046 . 739,858 575,874
Mortgage-backed securities 442,690 525,667 410,589 308,525 209,941
Investment securities®?® 181,033 206,611 - 174,551 - 168,596 392,450
Federal funds sold and other short -term investments 9,449 - 11,011 9,329 18,902 115,130
Goodwill 60,254 - 64,871 24,028 26,433 28,438
Deposits 1,219,148 1,238,933 -1;034,085 963,395 . . 950,114
Borrowings 1,014,027 . 731,660 - 360,106 139,543 27,708
Stockholders’ equity 207,169 211,695 . 186,349 - 190,889 213,071
Tangible stockholders’ eqmty . 149,464 145,562 . 159,558 162,361 184,188
SELECTED OPERATING DATA: : )
Interest income ) $ 165,623 $ 135,390. $ 107,127 $ 89,533 . § 52,952
Interest expense on dep051ts and borrovvmgs 98,820 77,219 . 56,935 41,564 23,516
Net interest income 66,803 58,171 50,192 47,969 29,436
Provision for losses - . 240 240 1,635 4,200 2,979
Net interest income after provision for loan losses - 66,563 - 57,931 48,557 . 43,769 26,457
Non-interest income 5,043 6,438 _ 6,344 3,630 1,042
Non-interest expense® 34,015 30,493 029,937 27,492 14,021
Income before income tax expense and cumulative ) v _ )
effect of changes in accounting principle 37,591 33,876 24,964 19,907 13,478
Income tax expense™ ) 15,217 14,015 11,866 7,591 6,181
Income before cumulative effect of changes in
accounting principle 22,374 19,861 13,098 12,316 7,297
Cumulative effect on prior years of changing to a :
different method of accounting for postretirement
benefits other than pensions® —_— = — - — (1,032)
Net income!® $ 22,374 $ 19,861 $§ 13,098 § 12316 $ 6,265
SELECTED FINANCIAL RATIOS AND OTHER DATA":
Financial and Performance Ratios:
Return on average assets'©® 0.93% 1.02% 0.90% 1.00% 1.07%
Return on average stockholders’ equity®® 10.65 110.34 7.06 5.94 9.07
-Stockholders’ equity to total assets at end of period 8.28 9.42 11.48 - 14.52 15.53
Tangible equity to tangible assets at end of period 6.11 6.67 9.99 12.62 13.72
Loans to deposn:s at end of period 141.18 111.66 91.88 - 77.91 61.43
Loans to earning assets at the end of the period 73.10 65.05 61.51 60.21 46.21
Average interest rate spread® 2.48 2.61 2.97 3.37 3.85
Net interest margin® ' 2.9 3.11 3.58 4.09 - 4.43
Average inferest-earning assets to average » : :
interest-bearing liabilities 110.04 112.33 115.13 120.13 116.53
Non-interest expense to average assets'® 141 1.57 2.05 2.24 2.06
- Core non-interest expense to average assets? 1.24 1.37 1.73 1.87 2.06
Efficiency ratio®®11 : - 46.33 47.84 56.09 54.32 45.98
Core efficiency ratio/012) 40.77 - 41.96 47.39 45.55 45.98
Effective tax rate 40.48 41.37- 47.53 38.13 45.86
Dividend payout ratic 34.74 30.36 21.10 0.05 N/A
Per Share Data: :
Diluted earnings per share® '8 190 | § 168 $ 1.09 § 0.95 N/A
Cash dividends per share : 0.66 0.51 0.23 0045 § —
Book value per share 17.76 16.57 15.30 - 14.58 14.65
_ Tangible book value per share 12.81 11.39 13.10 12.40 12.66
(CONTINUED)

DIME COMMUNITY BANCSHARES,

INC., AND SUBSIDIARIES




(DOLLARS IN THOUSANDS, EXCEPT PER SHARE DATA) 2000 1999 1998 1997 1996

Cash Earnings Information: , - ) .

Cash earnings $31,911 $28,124 $20,944 $17,847 $6,472
Diluted cash earnings per share!*? : 2.71 2.37 1.75 1.37 N/A
Cash return on average assets®3 ' 133% | . 1.45% 1.44% 1.45% 1.10%
Cash return on average stockholders’ equlty(s"”) ] 15.19 14.65 11.29 8.61 9.32
Cash non-interest expense to average assets"® : 1.07 1.14 1.41 1.63 2.03 .
Cash efficiency ratioh¢3 ) ) 35.19 34.88 38.46 . 3951 45.30 .

Asset Quality Ratios and Other Data: ' .

Net charge-offs : - $ 536 $ 201 $ 286 $ 1,286 $1,009
Total non-performing loans T 4,421 3,001 884 3,190 6,551
Other real estate owned, net o - 381 866 © 825 1,697 1,946
Ratios: ’ ) )
Non-performing loans to total loans 0.26% 0.22% - 0.09% 0.43% 1.12%
Non-perforrmng loans and real estate owned o )
to total assets ) o - 0.19 0.17 0.11 0.37 0.62

Allowance for Loan Losses to: '

Non-performing loans 334.43% 502.53%  1,365.95% 336.24% 119.25%
Total loans'™® v 0.86 1.09 127 1.43 1.34
Regulatory Capital Ratios: (Bank Only) . _ :
Tangible capital A o 5.76% 583%  832% . 9.86% 7 9.49%
. Core capital ) . 5.76 583 8.32 9.87 i 9.50
Risk-based capital 11.62 1145 . 16.58 19.99 21.24
Earnings to Fixed Charges Ratios ) :
Including interest on deposits 1.38x 1.44x - 1.44x 1.48x 1.57x
Excluding interest on deposits . -7 170 2.03 2.79 7.59 14.37

Full Service Branches 18 - 19 14 . 15 15

(1) Loans, net, represents gross loans less net deferred loan fees and allowance for loan losses.

(2)  Amount includes investment in Federal Home Loan Bank of New York capital stock. .

(3) Excluding a non-recurring charge of $2.0-million relatéd to the recapitalization of the Savings Association Insurance Fund (referred to as

 SAIF) of the Federal Deposit Insurance Corporation, non-interest expense wwas $25.5 million during the year ended June 30, 1997.

(4)  Excluding non-recurring New York State and New York City income tax recoveries of $1.9 million and $1.0 willion, respec!zuely, mcome tax
expense was $10.5 million during the fiscal year ended June 30, 1997.

(5) We adopted Statement of Financial Accounting Standards No. 106, “Employers Accounting for Postretirement Benefits Other Than Pensions”
effective July 1, 1995. We elected to record the full accumulated post retirement benefit obligation upor: adoption. This resulted in a cumulative
effect ad/ustment of $1,032,000 (after reduction for income taxes of $879,000) to apply retroactively to previous years the new method of
accounting, which is shown. in the consolidated statement of income for the year ended June 30, 1996.

(6) Excludmg a non-recurring charge of $2.0 million relating to the recapitalization of the SAIF and the recovery of New York State zmd City
deferred income taxes previously provided, net income would have been $10.5 million, and the return on average assets, return on average
stockholders® equity, return on average tangible stockholders’ equity, non-interest expense to average assets, the efficiency ratio, and earnings

. per share would have been 0.86%, 5.08%., 5.85%, 2.07%, 50.30% and $0.81, respectively, for the year ended June 30, 1997.

(7) With the exception of end of period ratios, all ratios are based on average daily balances during the indicated periods. Asset Quality Ratios

 and Regulatory Capital Ratios are end of period ratios. ’

(8) Income before cumulative effect of changes in accounting principles is used to calculate return on average assets and return on average equity ratios.

(9) Average interest rate spread represents the difference between the weighted-average yield on interest-earning assets and the wengted—zwerage

cost of interest-bearing liabilities.

_(10) The net interest margin represents net interest income as a percentage of auemge interest-earning assets.
(11) The efficiency ratio represents non-interest expensé as a percentage of the sum of net interest income and non- mterest mcome excluding any

gains or losses on sales of assets. '

(12) In calculating these ratios, amortization expense related to goodwzll and the SAIF recapztalzzatzon charge are excluded from non-interest expense.
(13) In calculating these ratios, non-interest expense excludes expenses such as goodwill amortization and compensation expense related to onr

stock benefit plans which are accretive to book value. Excluding the effects of the SAIF Special Assessment and the recovery of New York
State and City deferred income taxes previously provided, cash return on average assets, cash return on average stockholders’ equity, cash

return on average tangible stockholders’ equity, and cash earnings per share would have been 1.31%, 7.75%, 8.92%, and $1.24 for the year
ended June 30, 1997.

. (14) Total loans represents loans, net, plus the allowance for loan losses.
(15) For purposes of computing the ratios of earnings to fixed charges, earnings répresent income before taxes, extraordinary item and cumulative

effect of accounting changes plus fixed charges. Fixed charges represent total interest expense, including and excluding mterest on deposits.
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MANAGEMENT’S DISCUSSION AND

ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS

Dime Community Bancshares, Inc.’s (hereafter referred to as

” «

the “Company,” “us”.and “we”) primary business is the oper-
ation of its wholly-owned subsidiary, The Dime Savings Bank
of Williamsburgh (hereafter referred to as the “Bank™).

Our principal business has been, and continues to be,
gathering deposits from customers within our market area,
and investing those deposits primarily in multi-family and
one-to-four family residential mortgage loans, mortgage-
backed securities, and obligations of the U.S. Government
and Government Sponsoréd Entities. Our revenues are derived
principally from interest on loan and securities portfolios.
Our primary sources of funds are: deposits; loan amortization,
prepayments and maturities; amortization, prepayments and
maturities of mortgage- _backed and investment securities; bor-
rowed funds; and, to a lesser extent, occasional sales of invest-

ments and mortgage-backed securities.

Our consolidated results of operations are dependent pr1—
marily on net interest income, which is the difference between -

the interest income earned on our interest-earning assets, such
as loans and securities, and the interest expense paid on our
interest-bearing liabilifies, such as deposits. We also generate

* non-interest income such as service charges and other fees.
Our non-interest expenses primarily consist of employee com-
pensation and benefits, occupancy expenses, federal deposit
insurance premiums, net costs of other real estate owned, data
processing fees, amortization of goodwill associated with pur-
chase acquisition accounting and other operating expenses.
Our results of operations are also significantly affected by
general economic and competitive conditions (particularly
changes in market interest rates), government policies, changes
in accounting standards and actions of regulatory agencies.

Management Strategy

Our primary strategy is to increase our household and dep081t

market shares in the communities we serve, either through
acquisitions or purchases of deposits, or by direct marketing,
and to increase our product and service utilization for each
individual depositor. In addition, our primary strategy includes
the origination of, and investment in, mortgage loans, with an

emphasis on multi-family loans. Multi-family lending is a sig-

nificant business for us and reflects the fact that much of the
housing in our primary lending area is multi-family housing.’
We also strive to provide a stable source of liquidity and earn-
ings through the purchase of investment grade securities; seek
to maintain our asset quality for loans and other investments;
and use appropriate portfolio and asset/liability management
techniques in an effort to manage the effects of interest rate
volatility on our profitability and capital.

DIME COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES

Loan Originations with an Emphasis on Multi-Family
Lending. We believe that multi-family loans provide advan-
tages as portfolio investments. First, they provide a higher
yield than single-family loans or investment securities of com-

_ parable maturities or terms to repricing. Second, our market
_area generally has provided a stable flow of new and refi-

nanced multi-family loan originations. In addition to our
emphasis on multi-family lending, we will continue to market

- and originate residential first mortgage loans secured primarily

by owner-occupied, one-to-four family residences, including

‘condominiums and cooperative apartments. Third, origination

and processing costs for our multi-family loans are lower per
thousand dollars of originations than comparable single-family
costs. In addition, to address the higher credit risk associated
with multi-family lending, we have developed what we believe

. are reliable underwrmng standards for loan apphcatlons in

order to maintain a consistent credit quality for new loans.

Franchise Expansion. On January 21, 1999, we completed
the acquisition of Financial Bancorp, Inc. (hereafter referred to
as “FIBC”), the holding company for Financial Federal Savings

 Bank, ES.B. (hereafter referred to as the “FIBC Acquisition”).

The total consideration paid to FIBC stockholders, in the form
of cash or our common stock, was $66.8 million and was
comprised of $34.5 million in cash and 1,504,704 shares of
our common stock. Qur operating results for the fiscal year
ended June 30, 1999 reflect the addition of earnings from the
acquisition of FIBC for the period January 22, 1999 through
June 30, 1999. The FIBC Acquisition was accounted for as a
purchase transaction.

On June 26, 1996, we completed the acquisition of
Conestoga Bancorp, Inc. (hereafter referred to as “Conestoga”)
resulting in the merger of Conestoga’s wholly-owned sub-
sidiary, Pioneer Savings Bank, ES.B. (hereafter referred to as
the “Conestoga Acquisition”). The Conestoga Acquisition was
accounted for in the financial statements using the purchase

"method of accounting. Shareholders of Conestoga were paid
- approximately $101.3 million in cash. Since the Conestoga

Acquisition occurred on June 26, 1996, its impact upon our
consolidated results of operations for the fiscal year ended
June 30, 1996 was minimal.

We continue to evaluate acquxsmon and other growth
opportunities as they become available. Additionally, we plan
to supplement this strategy with direct marketing efforts
designed to increase customer household and/or deposit bal-
ances and the number of our services used per household

among our existing customers.




Capital Leverage Strategy. As a result of the initial public

" offering in June 1996, our capital level significantly exceeded
all regulétory'requirements. A portion of the “excess” capital
generated by the initial public offering has been deployed
through the use of a capital leverage strategy whereby we
invest in high quality mortgage-backed securities (‘_‘leverage
assets”) funded by short-term borrowings from various third
party lenders. The capital leverage strategy generates addi-
tional earnings for us by virtue of a positive interest rate spread
between the yield on the leverage assets and the cost of the
borrowings. Since the average term to maturity of the leverage
assets exceeds that of the borrowings used to fund their pur-
chase, the net interest income earned on the leverage strategy
would be expected to decline in a rising interest rate environ-
ment. See “Discussion of Market Risk.” To date, the capital

leverage strategy has been undertaken in accordance with lim-

its established by the Board of Directors, aimed at enhancing
profitability under moderate levels of interest rate exposure.
The assets under the capital leverage program approximate
$445.8 million, $489.6 million and $282.9 million, respectively,
at June 30, 2000, 1999 and 1998. During the fiscal year
ended June 30, 2000, we reduced our level of new capital
leverage strategy activity in résponse to reduced pre-tax
interest rate spreads on these transactions. :

In addition to the capital leverage strategy, we undertook
additional medium-term borrowings of $305.0 million, $146.5
million and $40.3 million from the Federal Home Loan Bank
of New York (referred to as the FHLBNY) during the years
ended June 30, 2000, 1999 and 1998 in order to fund multi-
family and underlying cooperative loan originations and other

operations. We earn a net interest rate spread between the yield

on the multi-family and underlying cooperative loans and the
cost of the borrowings. In addition, the medium-term maturities
on a portion of the underlying borrowings have helped us
reduce our exposure to interest rate risk. .

Liquidity and Capital Resources

Our primary sources of funds are deposits, proceeds from
principal and interest payments on loans, mortgage- backed
securities and investments, borrowings, and; to a lesser extent,

-proceeds from the occasional sale of investment and mortgage-

backed securities. While maturities and scheduled amortiza- .
tion of loans and investments are a predictable source of
funds, deposit flows, mortgage prepaymehts and securities
sales are influenced by interest rates, economic conditions
and competition. '

Our primary investing activities are the origination of
multi-family and single-family mortgage loans, and the purchase
of mortgage- backed and other securities. During the year ended
June 30, 2000, we originated $495.4 million in total loans,
compared to $478.1 million during the year ended June 30,
1999. Purchases of mortgage-backed and other securities

- totaled $219.7 million for the year ended June 30, 2000 com- -
pared to $410.4 million for the year ended June 30, 1999,

as a reduction in the level of additional capital leverage trans-
actions during the fiscal year ended June 30, 2000, resulted

_in a reduction in mortgage-backed securities purchases. These

activities were funded primarily by principal repayments on
loans and mortgage-backed securities, maturities of investment

* securities, and borrowings by means of repurchase agreements

and FHLBNY Advances. Principal repayments on real estate
loans and mortgage-backed securities totaled $235.7 million
during the year ended June 30, 2000, compared to $315.6
million for the year ended June 30, 1999. Maturities of invest-
ment securities totaled $136.1 million during the fiscal year
ended June 30, 2000, and $90.8 million during the fiscal year
ended June 30, 1999. Loan and security sales, which totaled
$108.3 million during the fiscal year ended June 30, 2000,
and $16.9 million during the fiscal year ended June 30, 1999,
provided additional cash flows. The increase in sales activity
during the year ended June 30,.2000, reflected a re-positioning
of our investment arid mortgage-backed securities portfolios
to create a closer interest rate repricing match between
these assets and their underlying liabilities. This increase

" also reflected added sales activity during the quarter ended

December 31, 1999, intended to increase our overall liquidity
at December 31, 1999 due to potential customer liquidity
concerns regarding the Year 2000 computer concerns.’
Deposits decreased $19.8 million during the year ended
June 30, 2000. This decrease in deposits primarily reflects the
sale of $18.0 million of deposits formerly housed at our Gatées
Avenue, Brooklyn branch in November, 1999. The deposit
decline during the fiscal year ended June 30, 2000 also reflects
runoff of maturing higher-cost certificates of deposits gathered
during deposit rate promotions which occurred and ended
during the fiscal year ended June 30, 1998. Deposits increased
$204.8 million during the fiscal year ended June 30, 1999,
due prlmarlly to the acquisition of $230.7 million in deposits
from FIBC. Deposit flows are affected by the level of interest

" rates, the interest rates and products offered by local competi-

tors, and other factors. Certificates of deposit scheduled to
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mature in one year or less from June 30, 2000, totaled $414.9 »

million. Based upon our current pricing strategy and deposit
retention experience, we believe that we will retain a signifi-
cant portion of such deposits. Net borrowings increased
$257.4 million during the fiscal year ended June 30, 2000,
with all of the growth occurring in medium-term FHLBNY
advances, which were utilized to fund loan originations during
the period. Borrowings increased $371.6 million during the .
fiscal year ended June 30, 1999, with the majority of this
growth experienced in securities sold under agreement to
repurchase (“Repo Borrowings”) consis‘tent with our
capital leverage strategy. '

Stockholders’ equity decreased $4 5 million during the
fiscal year ended June 30, 2000. This decrease resulted prima-
rily from repurchases of common stock into treasury of $19.3
million, cash dividends paid of $7.7 million during the period
" and an increase in the accumulated other comprehensive loss

of $3.0 million related to the decline in market value of invest-
ment and mortgage-backed securities available for sale. Offset-
ting these decreases, was. net income of $22.4 million and stock
benefit plan amortization of $4.1 million, related to, vestlng of
shares in our ESOP and RRP benefit plans. )

* During the year ended June 30, 2000, we paid four cash
dividends totaling $7.7 million, or $0.66 per outstanding com-
mon share on the respective dates of record, compared to $5.9
million, or $0.51 per outstanding common share on the respec-
tive dates of record during the fiscal year ended June 30, 1999.
On July 20, 2000, we declared a cash dividend of $0.19 per
common share to all shareholders of record on July 28 2000
This dividend was paid on August 8, 2000,

In addition, in April, 2000, we issued $25.0 million in
subordinated notes payable, with a stated annual coupon rate
of 9.25%. The proceeds of the issuance are intended to fund
general corporate activities including cash dividend payments
and stock repurchaées. However, the provisions of the issuance
require that we first meet the interest obligation on these notes,
which approximates $2.3 million annually, prior to our author-
ization and payment of common stock cash dividends.

As of June 30, 2000, we had 133,858 shares remaining
to be repurchased under our sixth stock repurchase program,
which was initiated in April, 2000. On July 20, 2000, we
authorized a Seventh Repurchase Program, which allows for

" the repurchase of up to an additional 576,516 shares of our
common stock. All shares acquired for the Sixth and Seventh
Repurchase Programs will be purchased in open market or pri-
vately negotiated transactions at the discretion of management
and placed into treasury. No deadline has been established for
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the completioﬁ of the Sixth or Seventh Repurchase Programs.
Based upon the closing market price of $16.25 per share for

“our common stock as of June 30, 2000, we would utilize
_ approximately $11.5 million in funds in order to repurchase

all of the remaining shares under the Sixth and Seventh
Repurchase Programs. :

The Bank is required to maintain a minimum average
daily balance of liquid assets as a percentage of net withdraw-
able deposit accounts pius short-term borrowings by Office

- of Thrift Su‘p'ervision (“OTS”) regulations. The minimum

required liquidity ratio is currently 4.0%. At June 30, 2000,

- the Bank’s liquidity ratio was 12.07%. The levels of its short-

term liquid assets are dependent on its operating, financing
and investing activities during any given period.

- The Bank monitors its liquidity position on a daily basis.
Excess short-term liquidity is invested in overnight federal
funds sales and various Money Market investments. In the
event that it should require funds beyond its ability to gener-

ate them internally, additional sources of funds are available

through the use of the Bank’s $724.8 million borrowing limit
at the FHLBNY. At June 30, 2000, the Bank had $572.5 mil-
lion in short- and medium-term advances outstanding at

the FHLBNY.

The Bank is also subject to minimum regulatory capital
requirements imposed by the OTS, which, as a general matter,
are based on the amount and composition of its assets. At
June 30, 2000, the Bank was in compliance with all applica-
ble regulatory capital requirements. Tangible capital totaled
$136.8 million, or 5.76% of total tangible assets, compared to
a 1.50% regulatory requirement; leverage capital, at 5.76% of
adjusted assets, exceeded the required 4.0% regulatory mini-
mum, and total risk-based capital, at 11.62% of risk-weighted
assets, exceeded the 8.0% regulatory minimum. In addition,
at June 30, 2000, the Bank was considered “well capitalized”

for all regulatory purposes. ‘

Discussion of Market Risk
As a financial institution, our primary component of market

-risk is interest raté volatility. Fluctuations in interest rates

will ultimately impact both the level of income and expense
recorded on a large portion of our assets and liabilities, and
the market value of all interest-earning assets, other than
those which possess a short term to maturity. During the

* years ended June 30, 2000, 1999 and 1998, we operated

under a challenging interest rate environment, which features
little difference between rates offered on short-term and long-

term investments. Under this “flat yield curve environment,”




financial institutions often experience both increased interest
rate competition related to loan originations, and above-
average prepayment activities related to mortgage-backed -
investments, both of which adversely impact long-term prof-
itability. The flat yield curve environment experienced during
the 1998, 1999 and 2000 fiscal years was a primary factor in
the continued reduction of our interest rate spread.

Since a substantial majority of our interest-earning assets
and interest-bearing liabilities are located at the Bank, virtu-
ally all of our interest rate risk exposure lies at the Bank level.
Asa resulf,’all of our significant interest rate risk procedures
are performed at the Bank level. Based upon our nature of
operations, we are not subject to foreign currency exchange or
commodity price tisk. Our real estate loan portfolid, concen-

trated primarily within New York City, is subject to risks asso- .

ciated with the local economy. See “Asset Quality.” In addition,
we do not own any trading assets, nor did we engage in any
hedging transactions utilizing derivative instruments (such
as interest rate swaps and caps) during the fiscal year ended
June 30, 2000, and did not have any such hedging transac-
tions in place at June 30, 2000. In the future, we may, with
Board approval, engage in hedging transactions utilizing
derivative instruments. =

Our interest rate risk management strategy is designed
to stabilize net interest ircome and preserve capital over a
broad rangé of interest rate movements and has three primary
components: '

Assets. Our largest single asset type is the adjustable-rate .
multi-family real estate loan. Multi-family loans typically
carry a shorter average term to maturity than one-to-four

. family residential loans, thus significantly reducing the overall
level of interest rate risk. Approximately 84.5% of multi- -
family loans originated during the year ended June 30, 2000,
were adjustable-rate, with repricing typically occurring after
five or seven years, compared to 75% during the previous
year. In addition, we have sought to include various types of
adjustable-rate single-family (including cooperative apartment)
whole loans and adjustable and floating-rate investment secu-
rities in our portfolio, which generally have repricing terms of
three years or less. At June 30, 2000, adjustable-rate whole .
loans totaled $1.21 billion, or 48.2% of total assets, and
adjustable-rate investment securities (CMOs, REMICs, mort-
gage-backed securities issued by GSEs and other securities)
totaled $148.9 million, or 6.0_%'0f total assets. At June 30,

1999, adjustable-rate whole loans totaled $821.3 million, or

36.5% of total assets, and adjustable-rate securities totaled

" $149.3 millioﬁ, or 6,.6% of total assets.

Deposit Liabilities. As a traditional community-based savings
bank we are largely dependent upon our base of competitively
priced core deposits (consisting of all deposits except certificates
of deposit) to provide stability on the liability side of the.
balance shect. We have retained many loyal customers over the
years through a combination of quality service, convenience,

* and a stable and experienced staff. Core deposits, at June 30,

2000, were $601.0 million, or 49.3% of total deposits.

" The balance of certificates. of deposit as of June 30, 2000

was $618.2 million, or 50.7% of total deposits, of which

. $414.9 million, or 67.1% mature within one year. Depending

on market conditions, we generally price our certificates of
deposit in an effort to encourage the extension of the average
maturities of deposit liabilities beyond one year. During the
fiscal years ended June 30, 2000 and 1999, we experienced
significant runoff in higher-cost certificate of deposit accounts
which related to specific rate promotions offered in previous
periods. Excluding this decrease, we experienced a strong

~ retention rate on maturing certificates of deposit during both

the fiscal years énded June 30, 2000 and 1999.

Wholesale Funds. In June, 2000, we received approval from
our Board to accept brokered déposits as a source of funds,
although we did not accept any such deposits during the fiscal
year ended June 30, 2000. The Bank is a member of the

" FHLBNY which provides us with a borrowing line equal to

$724.8 million. The Bank borrows from the FHLBNY for
various purposes. At June 30, 2000, the Bank had outstand-
ing advances of $572.5 million with the FHLBNY.

GAP Analysis -
We actively manage interest rate risk through the use of a
simulation model which measures the sensitivity of future
net interest income and the net portfolio value to changes in
interest rates. In addition, we regularly monitor interest rate
sensitivity through GAP Analysis, which measures the terms
to maturity or next repricing date of iriterest-earning assets
and interest-bearing liabilities.

The following table sets forth the amounts of our consol-

~ idated interest-earning assets and interest-bearing liabilities,

outstanding at June 30, 2000, which are anticipated, based
upon certain assumptions, to reprice or mature in each of

the future time periods shown. Except as stated below, the

amount of assets and liabilities repricing or maturing during
a particular period reflect the earlier of term to repricing or
term to repayment of the asset or liability. The table is intended
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to provide an approximation of the projected repricing of less category, were 37% and 79%, respectively. The loan
assets and liabilities at June 30, 2000 on the basis of contrac- amounts in the table reflect principal balances expected to be
tual maturities, anticipated prei)aymen’ts, and scheduled rate redeployed and/or repriced as a result of contractual amortiza-
adjustments within a three-month period and subsequent tion and anticipated early payoffs of adjustable- and fixed-rate
selected time intervals. For purposes of presentation in the loans, and as a result of contractual rate adjustments on
following table, we utilized our historical deposit decay rate . adjustable-rate loans. The amounts attributable to mortgage-
experience, which for savings accounts was 13% in the one backed securities reflect principal balances expected to be

year or less category. For NOW and Super NOW accounts redeployed and/or repriced as a result of anticipated principal
and Money Market accounts, we utilized the most recent . repayments, and as a result of contractual rate adjustments on
decay rates published by the OTS, which, in the one year or adjustable-rate mortgage-backed securities.

At June 30,2000

More than - More than More than More than Non-

3 Months 3 Months 6 Months - 1 Year = -3 Years More than interest
(DOLLARS IN THOUSANDS) of Less to 6 Months to1l Year to3 Years to5 Years 5 Years.  Bearing Total
Interest-earning assets'" ) i
Mortgages and other loans $ 53,590  § 52,600 §$ 105200 §$353,579 $416,497 $739,835 $ — $1,721,300
Investment securities : 1,285 3,993 16,131 52,919 47,663 16,619 — 138,610
Mortgage-backed securities'? 66,653 37,879 75,758 57,395 42,795 163,211 — 442,690
Federal funds sold 7,488 1,961 e T 9,449
FHLB capital stock - ‘ 42423 . — - — L= LG T — S — . 42423
Total interest-earning assets . : 170,439 - 96,433 197,088 463,893 . 506,955’ 919,665 = 2,354,472
Less: - : S
Allowance for loan losses L —_ = = e — (14,785) (14,785)
Net interest-carning assets - 170,439 96,433 197,088 463,893 - 506,955 919,665 (14,785) 2,339,687
Non-interest-earning assets ) " o — L — = 5' - —— — = 162,452 - 162,452
Total assets - - : $ 170,439 $ 96,433 §$197,088 $463,893 §$ 506,955 $919,665 $147,667 $2,502,139
Interest-bearing liabilities: . ) :
Savings Accounts ’ $ 11,933 $ 12,719 § 22,004 '§ 74992 § 57,800 . $194,324 § — . § 373,772
NOW and Super NOW accounts 2,478 2,249 - 3,893 - 8,844 2,737 6,5 86 — - 26,787
Money Market accounts 28,848 - 23,151 33,487 28,807 15,109 16,664 — - 146,066
Certificates of Deposit . 131,865 99,033 184,040 v 181,179 21,879 169 . — - 618,165
Borrowed funds : . 383,319 80,842 30,132 265,029 - 109,664 120,041 — 989,027
Subordinated notes - -— = - T — - 25,000 - 25,000
Interest-bearing escrow : T — === s — =t 3.39) — 3,392
Total interest-bearing liabilities 558,443 217,994 273,556 558,851 - 207,189 - 366,176 — 2,182,209
Checking accounts L= e — — s e — 54,358 54,358
Other non-interest-bearing liabilities R - — —_- = - o — 58,403 58,403
Stockholders’ equity ) ' L = e e - 207,169 207,169
. Total liabilities and stockholders’ equity $ 558,443 $217,994 $273,556 $ 558,851 $207,189 ' $366,176  $319,930 $2,502,139
Interest sensitivity gap per period $(388,005)  $(121,562) $ (76,468) $ (94,958) $1299,766 $553489 $ = —

Cumulative interest sensitivity gap - $(388,005) $(509,566) $(586,034) $(680,992) $(381,226) $172,263 § —
Cumulative interest sensitivity ) . ’

gap as a percent of total assets (15.51Y% (20.37)%  (23.42)% (27.22)%  (15.24)% 6.88% —_—
Curmnulative total interest-earning ) : ’ . )

assets as a percent of cumulative 7 : : : A

total interest—bearing liabilities "30.52% . 3437%  44.19%  57.67% = 79.01% 107.89% —
(1) Interest-earning assets are included in the period in which the balzmces are expected to.be redeployed and/or repriced as result of anticipated

prepayments, scheduled rate adjustments, and contractual maturities.

(2) Based upon bistorical repayment experience. -
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Certain shortcomings are inherent in the method of analy-

sis presented in the foregoing table. For example, although
certain assets and liabilities may have similar maturities or
periods to repricing, they may not react correspondingly to
changes in market interest rates. Also, the interest rates on’
certain types of assets and liabilities may fluctuate with
changes in market interest rates, while interest rates on other
types of assets may lag behind changes in market rates.
Additionally, certain assets, such as adjustable-rate loans,
have features, like annual and lifetime rate caps, which
restrict changes in interest rates both on a short-term basis
and over the life of the asset. Further, in ,thei event of a change
in interest rates, prepayment and early withdrawal levels
would likely deviate from those assumed in the table. Finally,
the ability of certain borrowers to' make scheduled payments
on thejr adjustable-rate loans may decrease in the event of
an interest rate increase. ) L
Our balance sheet is primarily comprised of assets”
which mature or reprice within five years, with a significant '
portion maturing or repficing within one year. In addition,
our deposit base is comprised primarily of savings accounts,
and certificates_of deposit with maturities of three years or

less. At June 30, 2000, our interest-bearing liabilities maturing

or repricing within one year totaled $1.05 billion, while

interest-earning assets maturing'or repricing within one year

totaled $464.0 million, resulting in a negative one-yeaf
_interest sensitivity gap of $586.0 million, or 23.4% of total

assets. The increase in the level of the negative one-year interest

sensitivity gap resulted from an increase in the proportion of
borrowings maturing or callable within one year or less. In com-
parison, at June 30, 1999, we had a negative one-year interest
sensitivity gap of $366.8 million, or 16.3% of total assets.
Under interest rate scenarios other than that which existed
on June 30, 2000, the gap ratio for our assets and liabilities
could differ substantially based upon different assumptions
about how core deposit decay rates and loan prepayments
would change. For example, our interest rate risk manage- |
ment model assumes that in a rising rate scenario, by paying
competitive rates on non-core deposits, a large share of core
deposits will transfer to certificatés of deposit and be retained,

although at higher cost to us. Also, loan and mortgage-backed

security prepayment rates would be expected to slow, as bor-

rowers postpone property sales or loan refinancings until rates

again decline.

Interest Rate Risk Exposure Compliance
Increases in the level of interest rates also may adversely
affect the fair value of our securities and other interest-
7 earning assets. Generally, the fair value of fixed-rate instru-
_ments fluctuates inversely with changes in interest rates. As
a result, increases in i;iteresf rates could result in decreases
in the fair value of our interest—éarm’ngv assets, which could
adversely affect our results of operations if they were to be sold;
or, in the case of interest-earning assets classified as available
for sale, reduce our stockholders’ equity, if retained. Under
Generally Accepted Accounting Principles (“GAAP”), changes
in the unrealized gains and losses, net of taxes, on securities
classified as available for sale will be reflected in our stock-
holders® equity through other comprehensive income. As of
’ June 30, 2000, our securities portfolio included $550.5 million
: in securities classified as available for sale, which possess a
gross unrealized loss of $11.7 million. Accordingly, due to the
magnifude of our holdings of securities available for sale,
changes in interest rates could produce significant changes
in the value of such securities and could produce significant
fiuctuations in our stockholders’ equity through other compre-
hensive income. We do not own any trading assets.
_On a quarterly basis, an interest rate risk exposure
compliance report is prepared and presented to our Board
of Directors. This report, prepared in accordance with Thrift
Bulletin #13a issued by the OTS, presents an analysis of the
net portfolio value resulting from an increase or decrease in
the level of interest rates. The calculated estimates of net
portfolio value are compared to current limits- established by
management and épproved by the Board of Directors. The
following is a summary of the Bank’s interest rate exposure
report as of June 30, 2000: ’

Projected Net
Portfolio Value

) : - , Calculated as of
Change in Interest Rate - Limit

June 30, 2000

—300 Basis Points . 7.00% 11.47%
—200 Basis Points . 6.50 11.11
~100 Basis Points ) 6.00 10.57
Flat Rate ’ 5.50 9.56
+100 Basis Points . © - 5.00 8.26
- +200 Basis Points 4.50 . 6.82
+300 Basis Points o " 4.00 5.30
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The model uti_liied to create the report presented above
makes various estimates at each level of interest rate change
regarding cash flows from principal repayments on'loans and
mortgage-backed securities and/or call activity on investinent
securities. Actual results could differ significantly from these
estimates which would result in significant differences in the
calculated projected change. In addition, the limits stated
above do not necessarily represent the level of change under
which we would undertake specific measures to realign our
portfolid in order to reduce the projected level of change.

‘Asset Quality

Our real estate loan servicing policies and procedures require
that we initiate contact with a delinquent borrower as soon

as possibIe after a payment is ten days late. Generally,‘ the
policy calls for a late notice to be sent ten days after the due
date of the payment. If payment has not been received within
30 days of the due date, a letter is sent to the borrower. There-
after, periodic letters and phone calls are placed to the bot-
rower until payment is received. In addition, our policy calls
for the cessation of interest accruals on loans delinquent

90 days or more. When contact is made with the borrower at
any time prior to foreclosure, we will attempt to obtain the
full payment due, or work out a repayment schedule with the
borrower to avoid foreclosure. Generally, we initiate foreclosure
proceedings when a loan is 90 days past-due. If a foreclosure
action is instituted and the loan is not brought current, paid in
full, or refinanced before the foreclosure sale, the real estate

property securing the loan is generally either sold at foreclosure
“or as soon thereafter as practicable. )
Management reviews delinquent loans on a periodic

basis and reports monthly to the Board of Directors regarding
the status of all delinquent and non-accrual loans in our
portfolio. We retain outside counsel experienced in foreclosure
and bankruptcy procedures to institute foreclosure and other
actions on our delinquent loans. As soon as practicable after

" initiating foreclosure proceedings on a loan, we prepare an
estimate of the fair value of the underlying collateral. It is also
our general policy to dispose of properties acquired through
foreclosure or deeds in lien thereof as quickly and as prudently
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as possible in consideration of market conditions, the physical
condition of the property, and any other mitigating conditions.
Non-petforming loans totaled $4.4 million at June 30,

2000, as compared to $3.0 million at June 30, 1999. The
increase. in non-performing loans related primarily to the addi-
tion of one multi-family and underlying cooperative loan with
an aggregate principal amount of $1.6 million in June, 2000.
We had 25 loans totaling $754,000 delinquent 60-89 days at
June 30, 2000, as compared to 23 such delinquent loans total-
ing $819,000 at June 30, 1999. Under GAAP, we are required
to account for certain loan modifications or restructurings as
“troubled-debt restructurings.” In general, the modification or
restructuring of a debt constitutes a troubled-debt restructuring
if we, for economic or legal reasons related to the borrower’s
financial difficulties, grant 4 concession to the borrower that
we would not otherwise consider. We had one loan classified
as troubled-debt restructuring at June 30, 2000, totaling
$700,000, which is on accrual status as it has been performing
in accordance with the restructuring terms for over one year.

" The current regulations of the Office of Thrift Supervision

require that troubled-debt restructurings remain classified as
such until either the loan is repaid or returns to its original
terms. We did not have any new troubled-debt restructurings
during the fiscal year ended June 30, 2000. Troubled-debt
restructurings totaled $1.3 million at June 30, 1999, consist-
ing of two loans. One troubled-debt restructuring totaling
$590,000 was paid in full during the fiscal year ended
June 30, 2000. ’

SFAS 114 provides guidelines for determining and meas-

uring impairment in loans. For each loan that we determine to
be impaired, impairment is measured as the amount by which
the carrying balance of the loan, including all accrued interest,
exceeds the estimate of fair value. A specific reserve is estab-

lished on all impaired loans within the allowance for loan losses.

loans. The recorded investment in loans deemed impaired was
approximately $2.6 million as of June 30, 2000, consisting

consisting of six loans. The average balance of impaired loans
was $1.5 million for the year ended June 30, 2000 compared

s



to $2.3 million for the year ended June 30, 1999. At June 30, The balanée of other real estate owned (“OREQ”) was

2000, reserves totaling $130,000 have been allocated within the =~ $381,000, consisting of 7 prbpertie‘s, at June 30, 2000 com-
allowance for loan losses for impaired loans. At June 30, 2000, “pared to $866,000, consisting of 13 properties, at June 30,
$1.8 million of one-to-four family, cooperative apartment and = 1999. During the year ended June 30, 2000, total additions
consumer loans on non-accrual status are not deemed impaired. to OREO were $429,000. Offsetting these additions, were
All of these loans have outstanding balances less than $227,000, OREO sales and charge-offs of $1.0 million during the year
and are considered a homogeneous loan pool which are not ended June 30, 2000. All charge-offs were recorded against
required to be evaluated for impairment. See “Notes to . the allowance for losses on real estate owned, which was

Consolidated Financial Statements” for a further discussion : $45,000 as of June 30, 2000.
of impaired loans. : ,

The following table sets forth irformation regardlng our non-performing loans, non-performing assets, impaired loans and
troubled-debt. restructurmgs at the dates 1nd1cated :

: ] . ‘ : At Year Ended June 30,
(DOLLARS IN THOUSANDS) . 2000 | 1999 1998 - 1997 1996

Non-performing loans: - - :
One-to-four family u v $1,769 $1,577 . $ 471 $1,123 - § 1,149
Multi-family and underlying cooperatlve S } ‘ - 2,591 1,248 236 1,613 4,734
Cooperative apartment : ) 54 133 133 415 668
Other : 7 43 44 39 . —
Total non-performing loans " - ae 3,001 " 884 3,190 6,551
Other real estate owned _ , o o 381 866 825 1,697 1,946
Total non-performing assets T . _ $4,802 $3,867 $1,709 $4,887 $ 8,497
Troubled-debt restructurings : ) $ 700 . $1,290 $3,971 $4,671 $ 4,671
Total non-performing assets and troubled debt restrucrurmgs ) $5,502 $5,157 $5,680 $9,558 $13,168
Impaired loans - o © 2,591 . $1,563 $3,136 $4,294 $ 7,419
Ratios: ' o - '
Total non-performing loans to total loans : : 0:26% 0.22% 0.09% 0.43% 1.12%
Total non-performing loans and troubled-debt restructurmgs to total loans 030 » - 031 0.51 1.05 1.92
Total non-performing assets to total assets 0.19 0.17 0.11 0.37 0.62
Total non-performing assets and troubled- debt restructurmgs to total assets 022 1 0.23 0.35 0.73 0.96
Analysis of Net Interest Income our interest expense on interest-bearing liabilities, such as
Our profitability, like that of most financial institutions, is deposits and borrowings. Net interest income depends upon
dependent to a large extent upon our net interest income, the relative amounts of interest-earning assets and interest-
which is the difference between our interest income on - - bearing liabilitiés and the interest rates earned or paid on them.

interest-earning assets, such as loans and securities, and
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The following table sets forth certain information relating to our consolidated statements of operations for the years ended
June 30, 2000, 1999 and 1998, and reflects the average yield on assets and average cost of liabilities for the periods indicated.

Such yields and costs are derived by dividing income or expense by the average balance of assets or liabilities, respectively, for the
periods shown. Average balances are derived from average daily balances. The yields and costs include fees which are considered

adjustments to yields.

For the Years Ended. June 30,

2000 . 1995 1998 .
Average Average Average
Average Yield/ - Average Yield/ Average Yield/
(DOLLARS IN THOUSANDS) Balance Interest  Cost Balance Interest Cost Balance Interest Cost
Assets: ‘
Interest-earning assets: - ) v
Real estate loans®? 7 -$1,556,202 $118,436 7.61% | $1,158,549 § 91,569 7.90% $ 837,755 § 69,824 8.33%
Other loans o 7.454 616 8.26 - 6,433 558 8.67 5,393 487 9.03
Investment securities? . 155,262 9,715 6.26 176,205 10,654 6.05 164,265 10,798 6.57
Mortgage-backed securities . - 473,364 30,750  6.50 478,166 29,683  6.21 349,910 23,463 6.71
Other : 101521 6,106 601 | 52,900 2,926 553 44773 2555 532
Total interest-carning assets 2,293,803 $165,623 7.22 1,872,253 $135 390 7.24 1,402,096 $107,127  7.65
Non-interest-earning assets .. 112,700 73,625 ] 56,775
Total assets . $2,406,503 $1,945,878 $1,458,871-
Liabilities and ' '
stockholders’ equity:
Interest-bearing liabilities:
NOW, Super NOW And . :

Money Market accounts $ 124,188 $ 4,409 355%) $ 62,463 § 1,542 247% $ 48,556 $§ 1,131 2.33%
Savings accounts 390,498 - 7,965 2,04 372,050 7,814 2.10 342,762 7,722 2.26
Certificates of Deposit - 642,017 32,662 5.09 648,776 35,061 5.40 5?4,098 34,174 575
Borrowed funds 927,808 - 53,784 580 | 383,490 32,802 . 5.62 ., 232,385 13,908 = S o8
Total interest-bearing liabilities  2,084511 § 98,820  4.74% 1,666,779 $ 77,219 4.63% 1,217,801  §$ 56,935 4.68%
Checking accounts 76,452 ’ 51,496 ) " 31,457
Other non-interest-bearing ) i

liabilities : © 35435 ) 35,603 ) , 24,097
Total liabilities : 2,196,398 1,753,878 1,273,355
Stockholders’ equity : 210,105 192,000 ) _ 185,516
Total liabilities and . :

stockholders’ equity $2,406,503 $1,945,878 $1,458,871
Net interest income/ interest - ) .

rate spread® $ 66,803 2.48% $ 58,171 2.61% $ 50,192 2.97%
Net interest-earning assets/net : .

interest margin® $ 209,292 291%] $ 205,474 3.11%  § 184,295 3.58%
Ratio of interest-earning assets ‘ ‘

to interest-bearing liabilities 110.04% 112.33% 115.13%

(1) In computing the average balance of loans, non-accrual loans have been mcluded Interest income includes loan fees as defined under SFAS 91.

(2) Includes interest-bearing deposits in other banks. .
(3) Net interest rate spread represents the difference between the average yield on mterest—eammg assets and the average cost of mteresz‘-bearmg

liabilities.

(4) Net interest margin represents net interest incotne as a percentage of average interest-earning assets.
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Rate/Volume Analysns

Net interest income can also be analyzed in terms of the impact of changlng interest rates on interest-earning assets and interest-
bearing liabilities and changes in the volume or amount of these assets and liabilities. The following table represents the extent to

which changes in interest rates and changes in the volume of interest-earning assets and interest-bearing liabilities have affected

our interest income and interest expense during the periods indicated. Information is provided in each category with respect

to (i) variances attributable to changes in volume (change in volume multiplied by prior.rate), (ii) variances attributable to rate
(changes in rate multiplied by prior volume), and (iii) the net change. Variances attributable to the combined impact of volume

and rate have been allocated proportionately to the changes due to the volume and the changes due to rate.

Year Ended Year Ended Year Ended
June 30, 2000 ~ June 30, 1999 June 30, 1998
Compared to Compared to Compared to
Year Ended Year Ended Year Ended
June 30, 1999 June 30, 1998 - - June 30, 1997
Increase/ (Decrease) Increase/(Decrease) Increase/(Decrease)
Due to ) Due to Due to
(DOLLARS IN THOUSANDS) Volume " Rate Net Volume Rate . Net . Volume Rate Net
Interest-earning assets: ‘ : .
Real estate loans -$30,829  $(3,962) $26,867 $26,042  $(4; 297) $21,745 $16,466  $(1,607) $14,859
Other loans .87 (29) 58 922 (21) 71 (5) 32 27
Investment securities (1,288) . 349 (939) 748  (892) (144) - (3,317) 462 (2,855)
Mortgage-backed securities ) (309) 1376 1,067 8,285  (2,065) 6,220 5,973 (215) 5,758
Other 2,807 373 3,180 458 (87) 371 (199) 4 (195)
Total $32,126  ${(1,893) $30,233 $35,625 $(7,362)  $28,263 $18,918  $(1,324) $17,594
Interest-bearing liabilities: ' )
NOW, Super NOW and
Money Market accounts . $1858 $1,009 $ 2,867 $ 333 § 78 § 411 $ (164) § (109) § (273)

Savings accounts . ) 381 ~(230) _ 151 633 (541) - 92 (243) (306) (549)
Certificates of Deposit : ' (377) (2,022) (2,399) 3,056 (2,169)- 887 4,465 840 5,305
Borrowed funds . '19,644 1,338 20,982 20,372 (1,478) 18,894 10,558 330 10,888
Total - 21,506 g5 21,601

Net change in net”

interest income $10,620 $(1,988) $ 8,632

C$11,231 $(3,252)° $ 7,979

24,394  (4,110) 20,284 - 14,616 - 755 15,371

$ 4,302 $(2,079) $ 2,223

Comparison of Financial Condition at June 30, 2000
and June 30, 1999 B

Assets. Our assets totaled $2.50 billion at June 30, 2000, an
increase of $254.5 million from total assets of $2.25 billion at
June 30, 1999. The growth in assets was experienced prima-
rily in real estate loans which increased $338.0 million since
June 30, 1999. The increase in real estate loans resulted
largely from real estate loan originations of $486.4 million
during the fiscal year ended June 30, 2000, of which $453.7
million were multi-family and underlying cooperative and
non—re51dent1al real estate loans.

Offsetting the increase in real estate loans was an aggre-
gate decline of $99.0 million in investment and mortgage-

- backed securities available for sale, of which $73.5 million

was experienced in mortgage-backed securities available for
sale. The decline in available for sale securities reflects the sale
of $39.9 million of investment securities and $64.9 million

of mortgage-backed securities during the fiscal year ended

7 '7 ]une 30, 2000. These sales were utilized both to generate
. additional liquidity at December 31, 1999, in response to

concerns regarding possible increased deposit outflows
attributable to customer concerns over the Year 2000, and a
re-positioning of assets in response to interest rate increases
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during the fiscal year ended June 30, 2000. Additionally, the
decline in mortgage-backed securities available for sale reflects
the reduced level of purchase activity for such securities during
the fiscal year ended June 30, 2000, as we reduced our capital
leverage transaction level during this period. See “Capital
Leverage Strategy.” Additionally, investment securities held to
maturity declined $14.2 million and mortgage-backed securi-
ties held to maturity declined $9.5 million during the fiscal
year ended Juner 30, 2000, due to scheduled principal repay-
ments on these securities. The proceeds from payments on
these securities were utilized primarily to fund either real estate -
loan originations or purchases of investment and mortgage-
backed securities available for sale. Other assets increased by
$34.1 million due primarily-to our purchase of $30.2 million

in Bank Owned Life Insurance premlums for eligible employees 7

- in May, 2000.

Liabilities. Total liabilities increased $259.1 million during
the fiscal year ended June 30, 2000, due primarily to an
increase in FHLBNY advances of $305.0 million during the
period. The increased FHLBNY advances were utilized prima-
rily to replace deposit outflows and fund real estate loan origi-
nations. Offsetting the increase in FHLBNY advances were
declines in deposits and Repo Borrowings. The emphasis on
FHLBNY advances versus Repo Borrowings 'reﬂects our desire
to manage interest rate risk by more closely matching the -
maturities of underlying borrowings to their funded assets,

primarily real estate loans and mortgage-backed securities.

- Deposits decreased $19.8 million to $1.22 billion at June 30,
2000 from $1.24 billion at June 30, 1999, due to both the

- sale of $18.0 million in deposits formerly housed at our Gates
Avenue, Brooklyn branch in November, 1999, and the cessa-
tion of a deposit rate promotion that we maintained from
July, 1997 to June, 1998. Repos declined $47.6 million during
the fiscal year ended ]ﬁne 30, 2000, due to our decreased cap-
ital leverage activity during the period. See “Capital Leverage

Strategy.” In addition, in April, 2000, we issued $25.0 million -

in subordinated notes payable, with a stated annual interest
rate of 9.25%. The proceeds of the issuance are being utilized
in order to fund general corporate activities 1nclud1ng cash
dividend payments and stock repurchases.

Stockholders’ Equity. Stockholders’ equity decreased $4.5
million during the fiscal year ended June 30, 2000. This
decrease resulted primarily from repurchases of common stock
into treasury of $19.3 million, cash dividends paid of §7.7
million during the period, and an increase in the accumulated
other comprehensive loss of $3.0 million. The increase in
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other comprehensive loss resulted from the decline in market
value of investment and mortgage-backed securities available

- for sale, due primarily to the general increase in market interest

rates during the past year. Offsetting these decreases was net
income of $22.4 million and stock benefit plan amortization
of $4.1 million related to vesting of ESOP and RRP benefits
during the fiscal year ended June 30, 2000.

Comparison of Financial Condition at June 30, 1999
and June 30, 1998

Assets. Our assets_totaled $2.25 billion at June 30, 1999, an
increase of $623.7 million from total assets of $1.62 billion

at June 30, 1998. The growth in assets was experienced pri-

matrily in real estate loans and mortgage-backed securities
available for sale, which increased $431.6 million and $139.0
million, respectively.’

The increase in real estate loans resulted primarily from
originations of $471.5 million during the fiscal year ended
June 30, 1999, of which $452.6 million were multi-family
and underlying cooperative and non-residential loans. The
increased loan originations resulted from both an active local
real estate market and a continuation of local competition for

interest rates on new loan originations throughout the year.
" The increase in real estate loans also resulted from the acquisi-

tion of $192.3 million of such loans from FIBC. The increase
in mortgage-backed securities available for sale resulted from
purchases of $263.6 million during the year ended June 30,
1999, primarily attributable to the capital leverage program,
and $37.8 million of mortgage-backed securities acquired
from FIBC. See “Management Strategy.” These purchases
were partially offset by principal repayments of $155.6 million
on these securities. Investment securities available for sale and
goodwill increased $58.5 million and $40.8 million due pri-
marily to the acquisition of $43.5 million in such securities
and the addition of $44.2 million in goodwill from the FIBC
acquisition, which is being amortized over a 20-year period.
Offsetting these increases, investment securities and mortgage-
backed securities held to maturity declined $46.4 million
and $23.97million,'respectively, as proceeds from sales, calls,
maturities and principal repayments on these securities were
utilized to fund loan originations and purchases of mortgage-
backed securities available for sale. ‘

Liabilities. Liabilities increased $598.3 million during the
fiscal year ended June 30, 1999. The largest components of

this increase were deposits, FHLBNY advances and securities

sold under agreement to repurchase, which increased $204.8
million, $146.5 million, and $225.1 million, respectively. The




acquisition of FIBC resulted in the addition of $230.7 million
in deposits and $42:0 million in securities sold under agree-
ments to repurchase. The growth in FHLBNY advances of
$146.5 million during the fiscal year ended June 30, 1999, was
utilized to fund both loan originations and a significant portion
of the cash consideration related to the FIBC acquisition. The
increase in securities sold under agreement to repurchase of
$183.0 million, exclusive of the FIBC acquisition, was utilized
primarily fo fund purchases of mortgage-backed securities
available for sale. Deposits, excluding the effects of the FIBC
acquisition, decreased $25.9 million during the fiscal year
ended June 30, 1999, due primarily to the cessation of a’
deposit rate promotion that we maintained from July 1997

to June 1998. '

Stockholders’ Equity. Stockholders’ equity increased $25.3
million during the fiscal year ended June 30, 1999. This
increase resulted primarily from the addition of $34.7 million
in equity resulting from the FIBC acquisition and net income -

of $19.9 million. Offsetting these increases, were repurchases

of common stock into treasury of $21.2 million and cash divi-
dends paid of $5.9 million, and a decline of $6.1 million in -
accumulated other comprehensive income related to the net
unrealized gain or loss on securities available for sale. ‘

Comparison of the Operating Results for the Fiscal
Year Ended June 30, 2000 and 1999

General. Net income increased $2.5 million to $22.4 million
during the fiscal year ended June 30, 2000, compared to $19.9
million during the year ended June 30, 1999. The increase in
net income resulted from increases of $8.6 million in net inter-
est income, which was partially offset by a decrease of $1.4
million in non-interest income and increases of $3.5 million in
non-interest expense and $1.2 million in income tax expense.

Net interest income. Net interest income for the year ended
June 30, 2000 increased $8.6 million to $66.8 million from
$58.2 million during the year ended June 30, 1999. The
increase was attributable primarily to an increase of $421.6
million in average interest-earning assets. The interest rate
spread declined 13 basis points from 2.61% for the year ended
June 30, 1999 to 2.48% for the year ended June 30, 2000,
and the net interest margin deéclined 20-basis points from
3.11% to 2.91% during the same period. )
The decline in interest rate spread and net interest margin
both reflect the $344.3 million increase in average borrowed
funds, which possess a higher average cost than deposits, -
and the ongoing effects of our continued capital leverage

strategy. The interest rate differential between assets and
" underlying liabilities under the capital leverage strategy are sig-
‘nificantly less than the interest rate differential between our
other interest-earning assets and interest-bearing liabilities.
While we receﬁtly reduced our new activity related to the capi-
tal leverage strategy, the average balance of the capital lever- 7

" _.age assets increased $73.0 million during the fiscal year ended

June 30, 2000, due to the retention of a significant portion
_of the capital leverage growth accumulated during the fiscal
. years ended June 30, 1998 and 1999. The declines in interest
~ rate spread and net interest margin also reflect the decline of
29 basis points in the average vield on real estate loans. The
effects of interest rate i_rlcfeases by the Federal Reserve only
~minimally impacted the yield on real estate loans during the
fiscal year ended June 30, 2000, since real estate loans, on
average, have a longer term to repricing than our other interest-
earning assets. The decline in net interest margin further
resulted from the reduction from 112.3% t0.110.0% in the
ratio of interest-earning assets to interest-bearing liabilities,
resulting from a reduction in interest-earning assets funded
by stockholders’ équity (which bear no offsetting interest
expense), as the percentage of stockholders’ equity to total
“assets has declined due to ongoing capital leverage and stock
repurchase activities. : : '

Interest Income. Interest income for the fiscal year ended
June 30, 2000, was $165.6 million, an increase of $30.2 million
from $135.4 million during the fiscal year ended June 30, 1999.
The increase in interest income was primarily attributable to
increased interest income on real estate loans of $26.9 million,
on mortgage-backed securities of $1.1 million, and other interest
- income (comprised of commercial paper, federal funds sold .
and FHLBNY capital stock income) of $3.2 million. The increase
in interest income on real estate loans was attributable primarily
“to an increase of $397.7 million in the average balance of real
_ estate loans, résﬁlting from $486.4 million of real estate loans
" originated during the fiscal year ended June 30, 2000. The
average balance of other interest earning assets increased $48.6
million due to an increase in liquid securities maintained near
December 31, 1999, due to liquidity concerns related to the
Year 2000, as well as an increase of $17.2 million in average
balance of FHLBNY capital stock. The average yield on
mortgage-backed securities and other interest-earnings assets
increased by 29 basis points and 48 basis points, respectively,
-due to recent general increases in interest rates. Overall, the
yield on interest-earning assets declined 2 basis points from
7.24% during the fiscal year ended June 30, 1999 to 7.22%
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during the fiscal year ended June 30, 2000. The decline was
attributable primarily to a decline in average yield on real
estate loans of 29 basis points, reflecting continued competi-
tion on lending in our local market. Further, since real estate
lbans, on average, have a longer term to repficing than our
- other interest-earning assets, the effects of recent market inter-
est rate increases take longer to impact their overall yield. In
addition, the yield on real estate loans during the most recent
fiscal year experienced the delayed impact of high prepayment
activity which occurred during the fiscal year ended June 30,
1999, which served to lower the overall portfolio yield. We
expect the effects of recent interest rate increases and slower
prepayment levels to be recognized more fully in the overall
real estate loan portfolio yield durlng the flscal year ended .

June 30, 2001

Interest Expense. Interest expense increased $21.6 million,
to $98.8 million during the fiscal year ended june 30, 2000, '
from $77.2 million during the fiscal year ended June 30, 1999.
This increase resulted primarily from increased interest expense
of $21.0 million on borrowed funds, which resulted from an
increase in the average balance of $344.3 million during the
fiscal year ended June 30, 2000, compared to the fiscal year -
ended June 30, 1999. The increase in the average balance of
‘borrowed funds resulted primarily from growth of $305.0 mil-
lion in FHLBNY advances during the period July 1, 1999 to
June 30, 2000. The FHLBNY advances are generally medium-
term interest-bearing liabilities, which are utilized to fund loan -
originations and replace deposit outflows. Additionally, the ‘
interest expense on NOW, Super Now and Money Market

- accounts increased $2.9 million due to increased average bal-

ance and cost related to our recent Money Market promo-
tion. This increase was partially offset by a decline in interest
expense on certificates of deposits of $2.4 million, which
resulted from a reduction of 31 basis points in average cost
on certificates of deposits, which resulted from the cessation
of deposit rate promotions that we maintained from July 1997
to June 1998. The average cost of interest—bearihg liabilities
increased 11 basis points to 4.74% during the year ended
June 30, 2000, from 4.63% during the fiscal year ended
June 30, 1999, due primarily to the increase in the average
cost of borrowed funds of 18 basis points during the period.

Provision for Loan Losses. The provision for loan losses was
$240,000 during both the fiscal years ended June 30, 2000 and
1999. See “Asset Quality.” The increase in non—perfofming loans
of $1.4 million during the fiscal year ended June 30,2000,
resulted solely from the addition of one multi-family loan
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_ net gain of $804,000 recorded during the fiscal year ended

generate additional liquidity at December 31, 1999, related to

~ recent fiscal year. See “Liquidity and Capital Resources.”
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" fotaling $1.6 million to non-performing loans in June, 2000.

Thisvloén entered non-performing status as a result of unique
circumstances surrounding a portion of the underlying col-
lateral, and not as a result of real estate market declines.
Excluding this loan, non-performing loans experienced

* general decline during the fiscal year ended June 30, 2000,

reflecting continued stability in the local real estate market.
The allowance for loan losses declined $296,000 during

the fiscal year ended June 30, 2000, as net charge-offs of
$536,000 exceeded the provisioﬁ of $240,000 during the
period. Of the total net charge-offs during the fiscal year
ended June 30, 2000, $454,000 related to a loan pool partici-
pation investment acquired from FIBC. Upon consummating
the FIBC acquisition, we provided reserves within our overall
loan loss allowance in anticipation of this potential loss on
the loan pool investment. After attempting to recover this
portion of the total investment, we determined in November,

© 1999, that it would not be collectible and should be charged-

off. While we have continued our loan loss provisions in
response to our contiriued growth in real estate loans, we have

allowed our allowance for loan losses to decline as a percent-
age of loans due to the continuation of low charge-off and
non-performing loan to average loan percentages.

‘Nown-Interest Income. Non-interest income declined $1.4 mil-

lion to $5.0 million during the fiscal year ended June 30, 2000,
fromr $6.4 million during the fiscal year ended June 30, 1999.
The net gain or loss on sales of investment and mortgage-
backed securities and other assets, declined $2.4 million dur-
ing this period, as a net loss of $1.6 million was recorded
during the fiscal year ended June 30, 2000, compared to a

June 30, 1999. The securities sales transactions during the fis-
cal year ended ]uhe 30, 1999, which resulted in a net gain of
$668,000, related primérily to disposals of equity investments
which we felt were at attractive sales values. The securities sales
transactions during the fiscal year ended June 30, ZOOO, which
resulted in a net loss of $2.6 million, were made primarily to

possible increased deposit outflows resulting from consumer
concerns over the Year 2000, as well as the re-positioning
of assets in response to interest rate increases during the most

The Joss on the sale of securities during the fiscal year ended
June 30, 2000, was partially offset by a gain of $1.2 million
on the sale of deposits formerly housed at our Gates Avenue,
Brooklyn branch. In addition, other income also decreased




$189,000, due primarily to a reduction of $566,000 in pre-
payment penalty income, as increased interest rates durihg the
most recent fiscal year bave substantially reduced the level of
loan prepayment activity.

Offsetting these decreases was an increase in service
charges and fees of $1.2 million due mainly to increased serv-.
ice fees and charges on deposits of $984,000, resulting prima-
rily from adjustments in our deposit fee and service charges .
and the addition of the five branches acquired from FIBC.

Non-Interest Expense. Non-interest expense increased.
$3.5 million, from $30.5 million during the fiscal year ended
June 30, 1999, to $34.0 million during the fiscal year ended
June 30, 2000. The increase in non-interest expense reflects
increases of $270,000 related to salaries and benefits ex_penée,
$756,000 relatéd to occupancy and equipment expense,

~ $340,000 related to data processing costs, $1.2 million related
to goodwill amortization, and $1.4 million related to other
expenses. Excluding a non-recurring reduction in compensa-
tion expense of $1.4 million, which related to a gain on the
curtailment of our defined benefit pension plan, salaries and
benefits would have increased $1.6 million and non-interest
expense would have increased by $4. 9 million during the fiscal
year ended June 30, 2000 compared to 1999,

" A significant portion of the increase in salaries and bene-
fits and occupancy and equipment expenses resulted from the
~ addition of new employees, property and equipment in the
FIBC acquisition. The remaining salary and benefit expense

increase reflects base salary and staff increases during the past =

fiscal year. The remaining increase in occupancy and equip-
ment expense reflects non-recurring real estate tax refunds-
. of $190,000 on branch properties, which were recorded as a
reduction of occupancy and equipment expense durmg the
fiscal year ended June 30, 1999.

Increased data processing costs of $340,000 resulted from
additional systems activity related to growth in both loan
activity due to originations over the past twelve months and
deposit activity related to the acquisition of the five branches
from FIBC. : ' l

The increase in goodwill amortization expense of $1.2 mil-
lion and core deposit intangible expense of $460,000 (included
in other expense), resulted from goodwill of $44.2 million
and core deposit intangible of $4.9 million added in the FIBC
acquisition, for which five months of amortization expense are
reflected during the fiscal year ended June 30, 1999, compared
to a full year of amortization expense reflected in the fiscal year

ended June 30, 2000. The increase in other expenses resulted

primarily from mcreased supphes, postage and telephone
expenses associated with operations of the branches acquired
from FIBC, and increased advertising expenses associated with
recerit customer promotions.

Income Tax Expense. Income tax expense increased $1.2

" “million, or 9%, during the fiscal year ended June 30, 2000

compared to the fiscal year ended June 30, 1999, due pri-

_marily to the increase of $3.7 million, or 11%, in pre-tax

income during the same period. Our effective tax rate declined
slightly during this period, as additional tax benefits realized
during the fiscal year ended June 30, 2000, associated with

“activities of subsidiary companies, were offset by a decline in

non-recurring income tax _benefits from $398,000 during the

 fiscal year ended June 30, 1999 to $256,000 during the fiscal

year ended June 30, 2000. These income tax recoveries are -
related to adjustments associated with reconciling the recorded
income tax expense to the income tax expense reflected in the
subsequent tax return filing for the respective prior year.

Comparison of the Opérating Results for the Fiscal

- Year Ended June 30, 1999 and 1998
" General. Net income for the fiscal year ended June 30, 1999,

totaled $19.9 million compared to $13.1 million for the fis-

"cal year ended June 30, 1998. The increase in net income

resulted primarily from an increase of $8.0 million in net -

“interest income, a decline of $1.4 million in the provision for

loan losses, and an increase of $94,000 in non-interest income.

Net Interest Income. Net interest income for the fiscal year

" ended June 30, 1999 increased $8.0 million to $58.2 million

from $50.2 million during the fiscal year ended June 30, 1998.
The increase was attributable primafily to an increase of
$470.2 million in average interest-earning assets, offset by
a decline in the net interest rate spread of 37 basis points.

* The net interest margin declined 47 basis points from 3.58%

for the fiscal year ended June 30, 1998 to 3. 11% for the
fiscal year ended June 30, 1999.

The narrowing interest rate spread and margin reflect, in
part, our exposure fo interest rate risk resulting from certain
changes in the shape of the yield curve (particularly a flatten-
ing or -invertirig' of the yield curve) and to differing indices
upon which the yield on our interest-earning assets and the
cost of its interest-bearing liabilities are based. For example,

" over the period July 1; 1997 to June 30, 1999, the market

experienced a more significant reduction in interest rates
on long-term instruments as compared to the reduction in
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interest rates on short-term instruments resulting in rates on
long-term instruments approximating (and in some cases, -
going below) the rates on short-term instruments. More
importantly, the spreads earned on the rate differential
between assets and the liabilities funding such assets have nar-
rowed more with respect to long-term assets as compared to
short-term assets. Since a larger percentage of our assets are °
longer term, we experienced a continuous narrowing of
spreads as well as a negative impact on net interest income
that was more than offset by our growth in interest-earning
assets. The narrowing of the spread and margin also reflects

the continued activities of the capital leverage program, as the

interest rate spread b_etweén assets and underlying liabilities
under the capital leverage program are significantly less than
the interest rate spread between our other interest-earning
assets and interest-bearing liabilities.

Interest Income. Interest income for the fiscal year ended
June 30, 1999, was $135.4 million, an increase of $28.3 mil-
lion from $107.1 million during the fiscal year ended June 30,
1998. The increase in interest income was attributable to
increased interest income on real estate loans and mortgage-
backed securities of $21.7 million and $6.2 million, respec-
tively. The increase in interest income on real estate loans was

“attributable primarily to an increase of $320.8 million in the

average balance of real estate loans, resulting from both
$471.5 million of real estate loans originated during the fiscal
year ended June 30, 1999, and $192.3 million of real estate
loans acquired from FIBC on January 21, 1999. The increase
in interest income on mortgage-backed securities was also
attributable primarily to an increase in the average balance of
$313.9 million, resulting from mortgage-backed securities pur-
chased in accordance with our capital leverage program dur-
ing the fiscal year ended June 30, 1999, and $37.8 million

. added in the FIBC Acquisition. Overall, the yield on interest-

earning assets decreased 41 basis points from 7.65% during
the fiscal year ended June 30, 1998 to 7.24% during the fiscal
year ended June 30, 1999. The decline was attributable prima-
rily to a decrease of 43 basis points in the average yield on
real estate loans resulting primarily from continued competi-
tion in the real estate lending market and the continued flat
yield curve environment. The decline also reflects declines in
the average yield on mortgage-backed securities.and invest-

ment securities of 50 basis points and 52 basis points, respec-
tively, due to declines in overall interest rates during the fiscal

year ended June 30, 1999.
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Interest Expense. - Interest expense increased $20.3 million,
to $77.2 million during the fiscal year ended June 30, 1999, -
from $56.9. million during the fiscal year ended June 30, 1998.
This increase resulted primarily from increased interest expense
of $18.9 million on borrowed funds, which resulfed from an
increase in the average balance of $351.1'million during the
fiscal year ended June 30, 1999 compared to the fiscal year
ended June 30, 1998. The increase in the average balance of
borrowed funds resulted primarily from $183.0 million of bor-
rowed funds added during the fiscal year ended June 30, 1999
under the capital leverage program. The increase in the average
balance of borrowed. funds also reflects our use of FHLBNY
advances, which generally are medium-term interest-bearing
liabilities, to fund our loan originations. In addition, the aver-
age cost of interest-bearing liabilities decreased five basis
points to 4.63% during the fiscal year ended June 30, 1999,
from 4.68% during the fiscal year ended June 30, 1998,
reflecting the decline in the average cost of certificates of
deposit and borrowed funds of 35 basis points and 36 basis
points, respectively. The decline in the average cost of bor-
rowed funds resulted from reductions in overall interest rates,

~ while the reduction in the average cost of certificates of

deposit resulted from both lower overall interest rates and
the cessation of deposit rate promotions that we maintained
from July 1997 to June 1998. While the decline in the average
cost of certificates of deposits and borrowed funds helped

.reduce the average cost of interest-bearing liabilities during

the fiscal year ended June 30, 1999, their respective average
balances increases of $54.7 million and $351.1 million con-
tributed to the increase in the average cost of interest-bearing
liabilities. '

Provision for Loan Losses. The provisioﬁ for loan losses
decreased $1.4 million to $240,000 for the fiscal year ended

June 30, 1999, from $1.6 million for the fiscal year ended

June 30, 1998. The allowance for loan losses has increased
$3.0 million from June 30, 1998 to June 30, 1999, due prima-
rily to the addition of $3.0 million in loan loss reserves from
FIBC which we determined was adequate to cover potential
losses on the loans acquired from FIBC. The reduction in our
loan loss provision from the prior fiscal year resulted from
continued stability of non-performing loan and charge-offs
which totaled $201,000 during the fiscal year ended June 30,

1999, compared to $286,000 during the fiscal year ended

June 30, 1998. See “Asset Quality.”




Non-Interest Income. Non-interest income increased $94,000
“to $6.4 million during the fiscal year ended June 30, 1999, from
$6.3 million during the fiscal year ended June 30, 1998. Service
charges and fees increased $471,000 due primarﬂy to increased
service fees and charges on deposits of $619,000, resulting
primarily from adjustments in our deposit fee and service
charges. Other income increased $1.7 million due primarily to
increased loan prepayment penalties of $1.6 million, which
resulted from increased interest rate competition on new
loans. Offsetting these increases was a reduction in the gains
on sales and redemptions of securities and other assets of $2.1
million, due primarily to a non-recurring gainn of $2.0 million
from the sale of a branch premise in Roslyn, New York during
the fiscal year ended June 30, 1998.

Nown-Interest Expense. Non-interest expense increased
$556,000, from $29.9 million during the fiscal yeér ended
June 30, 1998, to $30.5 million during the fiscal year ended
June 30, 1999. During the fiscal year ended June 30, 1998,
we recorded one-time charges of $1.6 million of benefit costs
and $598,000 of RRP costs associated with an early retirement
option that we offered and was accepted by eligible employ-
ees. Excluding this charge to expense, non-interest expense
increased $2.8 million during the fiscal year ended June 30,
1999, Salaries and employee benefit'e)&pense ‘increased $1.2 due.

to staffing and salary increases during the past 12 months and

additional salary expense resulting from the FIBC acquisition.

Compensation expense related to our ESOP and RRP decreased .

by approximately $263,000 due to the reductlon in our aver-
age stock price. '

Occupancy and eqmpment expense dechned $238,000 due
primarily to refunds of $190,000 related to real estate taxes
on branch prolﬂerties; which were recorded as a reduction of
occupancy and equipment expense during the fiscal year ended
June 30, 1999, and cost savings associated with the sale of our
Roslyn office in May 1998. These cost savings were partially
offset by increased expenses associated with the five branch
offices obtained in the FIBC acquisition. Data processing costs
incréased $147,000 during the fiscal year ended June 30, 1999,
compared to the fiscal year ended June 30, 1998, due pri-
marily to increased loan activity resultmg from the FIBC
acquisition and Year 2000 compliance costs.

7 The provision for losses on other real estate owned
declined $98,000 due to the low level of real estate owned
during the fiscal year ended June 30, 1999.

Goodwill expense increased $977,000 due to the increased
goodwill of $44.2 million associated with the FIBC acquisition.

Other expenses increased $748,d()0 due primarily to

‘increased expenses associated with former operations of

FIBC and an increase of $301 000 in core deposnt premium
amortlzatlon

Income Tax Expense. Income tax expense totaled $14.0
million for the fiscal year ended June 30, 1999, comparéd
to $11.9 million for the fiscal year ended June 30, 1998,
an increase of $2.1 million. During the fiscal year ended
June 30, 1999, we recorded income tax expense benefits
totaling $670,000 related to recoveries of previously recorded

“deferred taxes and adjustments from the filing of its June 1998

tax returns. Excluding these income tax benefits, our income
tax expense would have increased $2.8 million, reflecting an
increase of $8.9 million in pre-tax income, offset by a reduc-
tion in the effective tax rate from 47.5% during the fiscal year
ended June 30, 1998, to 43.3% during the fiscal year ended
June 30, 1999.

Year 2000 Computer Concern

We did not experience any significant interruptions'in any
computer operations related to the Year 2000 computer
concern. Our loan and deposit functions were not affected
by the change into the Year 2000. Additionally we did not
encounter any significant delays in loan payments from
borrowers due to difficulties they may have encountered as
a result of the Year 2000 vcomAputer concern.

Impacf of Inflation and Changing Prices

“The Financial Statements and Notes thereto presented herein

have been prepared in accordance with GAAP, which require
the measurement of financial position and operating results
in terms of historical dollars without considering the changes
in the relative purchasing power of money over time due to
inflation. The impact of inflation is-reflected in the increased
costs of our operations. Unlike industrial companies, nearly -
all of our assets and liabilities are monetary in nature. As a
result, interest rates have a greater impact on our perform-
ance than do the effects of general levels of inflation. Interest
rates do not necessarily move in the same direction or to the
same extent as the price of goods and services.

- Impact of Legislation

On November 12, 1999, the Gramm—Leaéh-Bliley Act, or
Gramm-Leach, was enacted. Gramm-Leach establishes, among

" other things, a comprehensive framework to permit affiliations
" among commercial banks, insurance compariies and other

financial service providers. Generally, the new law (i) repeals
the historical restrictions and eliminates many federal and state
law barriers to affiliations among banks and securities firms,

DIME COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES

(e




MANAGEMENT S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

insurance companies and other financial service providers,
(ii) provides a uniform framework for the activities of banks,
sevings institutions and their holding companies, (iii) broadens
the activities that may be conducted by national banks and -
banking subsidiaries of bank holding companies, (iv) provides
an enhanced framework for protecting the privacy of con-
sumer’s information, (v) adopts a number of provisions
related to-the capitélization, mémbership, corporate gover-
nance and other measures designed to modernize the FHLB
system, (vi) requires public disclosure of certain agreements
relating to funds expended in connection with the Community
Reinvestment Act and (vii} addresses a variety of other legal
and regulatory issues affecting both day-to-day operations

and long-term activities of financial institutions, including the =

functional regulation of bank securities activities.
Gramm-Leach also restricts the powers of new unitary
savings and loan association holding companies. Unitary sav- -
ings and loan holding companies that are “grandfathered,”
i.e., became a unitary savings and loan holding compény pur-
suant to an application filed with the OTS before May 4, 1999,
such as us, retain their authority under the prior law. All other
savings and loan holding companies would be limited to finan-
eially related activities permissible for bank holding companies,
as defined under Gramm-Leach. Gramm-Leach also prohibits
non-financial companies from acquiring grandfathered savings
and loan association holding companies. )
Gramm-Leach also requirés financial institutions to
disclose, on ATM machines, aiiy non-customer fees, and
to disclose to their customers upon the issuance of an ATM
card any fees that may be unposed by the institutions on
ATM users. For older ATMs, financial institutions will have
until December 31, 2004 to provide such notices.

Bank holding companies are permitted by Gramm-Leach -
to engage in a wider variety of financial activities than permitted

under the prior law, particularly with respect to insurance and
securities activities. In addition, in a change from the prior
law, bank holding companies will be in a position to be
owned, controlled or acquired by any company engaged in
financially related activities.

We do not believe that the new-law will have a material
adverse affect upon our operations in the near term. However,
to the extent the new law permits banks, securities firms and
insurance companies to affiliate, the financial services industry
may experience further consolidation. This could result in a
growing number of larger financial institutions that offer a
wider variety of financial services than we currently offer and
that can aggressively compete in the markets we currently serve.
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Impact of Recent Accounting Standards

In June, 1998, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards No. 133,
(“SFAS 133”) “Accounting for Derivative Instruments and
Hedging Activities” as amended in June, 1999 by SFAS 137,
“Accounting for Derivative Instruments and Hedging
Activities—Deferral of the Effective Date of FASB Statement

* No. 133,” and in June, 2000, by SFAS 138, “Accounting for

Certain Derivative Instrumerits and Certain Hedging Activities”
(collectively SFAS 133). SFAS 133 requires that entities recog-
nize all derivatives as either assets or liabilities in the state-
ment of financial condition and measure those instruments at
fair value. Under SFAS 133 an entity may designate a deriva-
tive as a hedge of exposure to either changes in: (a) fair value
of a recognized asset or liability or firm commitment, (b) cash
flows of a recognized or forecasted transaction, or (c) foreign
currencies of a net investment in foreign operations, firm com-
mitments, available for sale securities or a forecasted trans- *
action. Depending upon the effectiveness of the hedge and/or
the transaction being hedged, any changes in the fair value

of the derivative instrument is either recognized in earnings in
the current year, deferred to future periods, or recognized in
other comprehensive income. Changes in the fair value of all
derivative instruments not recognized as hedge accounting

are recognized in current year earnings. SFAS 133 is required
for all fiscal quarters or fiscal years beginning after June 15,
2000. The Company adopted SFAS 133 effective July 1, 2000.
No adjustment was required as a result of the change in
accounting principle.

In December, 1999, the Securities and Exchange Commis-
sion (referred to as the SEC) issued Staff Accounting Bulletin
No. 101 (referred to as SAB 101), “Revenue Recognition in
Financial Statements.” SAB 101 summarizes certain of the
SEC’s views on applying generally accepted accounting principles

“to revenue recognition in financial statements. On June 26,

2000, the SEC issued SAB 101B to defer the effective date of

* implementation of SAB 101 until no later than the fourth fiscal

quarter of fiscal years beginning after December 31, 1999.
The Company is required to adopt SAB 101 by June 30, 2001.
The Company does not expect the adoption of SAB 101 to
have a material impact on the consolidated financial statements.




CONSOLIDATED STATEMENTS OF
FINANCIAL CONDITION

JUNE 30,

(DOLLARS IN THOUSANDS EXCEPT SHARE AMOUNTS) ~ 2000 1999
ASSETS: ‘
Cash and due from banks " $ 15,371 $ 17,801
Investment securities held to matunty (estimated faxr value of $17,351 and $31,768 :

at June 30, 2000 and 1999, respectively) (Note 4) 17,489 31,698
Investment securities available for sale (at estimated fair value) (Note 4):

Bonds and notes (amortized cost of $109,057 and $133,523 at

June 30, 2000 and 1999, respectively) 105,631 131,490
Marketable equity securities (historical cost of $14, 948 and $14,162 at
June 30, 2000 and 1999, respectively) 15,490 15,142

Mortgage-backed securities held to maturity (estlmated fair value of $13,263

and $23,192 at June 30, 2000 and 1999, respectively) (Note 5) ' 13,329 22,820
Mortgage-backed securities available for sale (at estimated fair value) (amortized cost :

of $438,160 and $507,486 at June 30, 2000 and 1999, respectively) (Note 5) 429,361 502,847
Federal funds sold and short-term investments 9,449 11,011
Loans (Note 6): -

Real estate 1,713,652 1,375,510

Other loans , 7,648 ' 7,831

Less allowance for loan losses (Note 7) (14,785) (15,081)

Total loans, net 1,706,415 1,368,260
Loans held for sale 100 ‘ —_
Premises and fixed assets, net (Note 9) 14,771 14,975
Federal Home Loan Bank of New York capital stock (Note 10) 42,423 28,281
Other real estate owned, net (Note 7) 381 866
Goodwill (Note 3) 60,254 64,871
Other assets (Notes 15,and 16) - 71,675 37,553
Total Assets $2,502,139 $2,247,615
LIABILITIES AND STOCKHOLDERS’ EQUITY:

- Liabilities:

Due to depositors (Note 11) $1,219,148 $1,238,933
Escrow and other deposits 35,161 44,705
Securities sold under agreements to repurchase (Note 12) ‘ 434,027 481,660
Federal Home Loan Bank of New York advances (Note 13) . 555,000 250,000
Subordinated notes payable (Note 14} - 25,000 L —
Other liabilities (Note 16) 26,634 -.20,622
Total Liabilities 2,294,970 2,035,920
Commitments and Contingencies (Note 17)
Stockholders’ Equity:
Preferred stock ($0.01 par, 9,000,000 shares authorized, no shares issued or outstandmg

at June 30, 2000 and 1999) —_ —
Common stock ($0.01 par, 45,000,000 shares authorized, 14,583,765 shares and

14,583,400 shares issued at June 30, 2000 and 1999, respectlvely, and 11,664,174

and 12,775,588 shares outstanding at June 30, 2000 and 1999, respectively) ) 145 145
Additional paid-in capital 150,034 148,865
Retained earnings (Note 2) 133,769 119,100
Accumulated other comprehensive loss, net of deferred taxes . {6,309) (3,323)
Unallocated common stock of Employee Stock Ownership Plan (Note 16) (6,853) (8,016)
Unearned common stock of Recognition and Retention Plan (Note 16) (4,324} (6,040)
Common stock held by Benefit Maintenance Plan (Note 16) (1,790) (831)
Treasury stock, at cost (2,919,591shares and 1,807,812 shares at ]une 30, 2000

and 1999, respectively ) (Note 19) {57,503) (38,205)
Total Stockholders’ Equity 207,169 211,695
Total Liabilities and Stockholders’ Equity $2,247.615

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS
OF OPERATIONS

FOR THE YEARS ENDED JUNE 30,

(DOLLARS IN THOUSANDS EXCEPT PER SHARE AMOUNTS) 2000 1999 1998
Interest income:
Loans secured by real estate . $118,436 $ 91,569 $ 69,824
Other loans 616 558 487
Investment securities ) 9,715 10,654 10,798
Mortgage-backed securities . - 30,750 29,683 23,463
Other 6,106 2,926 2,555 -
Total interest income 165,623 135,390 107,127
Interest expense:
Deposits and escrow 45,036 44,417 43,027
Borrowed funds 53,784 32,802 13,908
Total interest expense- 98,820 77,219 56,935

- Net interesfc income 66,803 58,171 50,192
Provision for loan losses . 240 240 1,635
Net interest income after provision for loan losses - 66,563 57,931 48,557
Non-interest income: :
Service charges and other fees 4,065 2,823 2,352
Net (loss) gain on sales of loans (11) 66 108
Net (loss) gain on sales and redemptions of securltles deposits and other assets - (1,567) 804 2,873
Other : 2,556 2,745 ©1,011
Total non-interest income 5,043 6,438 6,344
Non-interest expense:
Salaries and employee, benefits - 12,635 12,365 - 12,748
ESOP and RRP compensation expense 4,095 - 4,517 5,378

"~ Occupancy and equipment 3,739 2,983 3,011
Federal deposit insurance premiums 360 404 350
Data proceséing costs - 1,656 1,316 1,169
Provision for losses on other real estate owned 25 16 114
Goodwill amortization 4,617 3,382 2,405
Other 6,888 5,510 4,762
Total non-interest expense 34,015 30,493 29,937
Income before income taxes 37,591 33,876 24,964
Income tax expense 15,217 14,015 11,866
Net income $ 22,374 $ 19,861 $ 13,098
Earnings per share:
Basic "$ 198 § 181 $ 119

$ 1.90 $  1.68 $ 1.09

Diluted

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF
CHANGES IN STOCKHOLDERS” EQUITY
AND COMPREHENSIVE INCOME

FOR THE YEARS ENDED JUNE 30,

1999

(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA) 2000 1998
Common Stock (Par Value $0.01): o
Balance at beginning and end of period $ 145 $ 145  § 145
Additional Paid-in Capital: .
Balance at beginning of period 148,865 143,322 141,716
Issuance of common stock _— 3,327 —
Stock options exercised 2 468 52
Tax benefit of RRP shares : 164 312 33
Amortization of excess fair value over cost—ESOP stock 1,003 1,436 1,521
Balance at end of period ‘ 150,034 148,865 143,322
Retained Earnings:
Balance at beginning of period 119,100 105,158 94,695
Net income for the period 22,374 19,861 13,098
Cash dividends declared and paid {7,705) (5,919) (2,635)
Balance at end of period ’ 133,769 119,100 . 105,158
Accumulated Other Comprehensive Income (Loss), Net: B : .
Balance at beginning of period ' (3,323) 2,763 2,031
Change in other comprehensive income (loss) during the period, net of deferred taxes ~ {2,986) (6,086) 732
Balance at end of period ' (6,309) (3,323) 2,763
Employee Stock Ownership Plan: ]
Balance at beginning of period » (8,016) {9,175) (10,324)
Amortization of earned portion of ESOP stock 1,163 1,159 1,149
Balance at end of period ' (6,853) (8,016) (9,175)
Recognition and Retention Plan: B ’ )
Balance at beginning of period {6,040) (6,963) (9,671)
Common stock acquired by RRP (212). (999) —
Amortization of earned portion of RRP stock 1,928 1,922 2,708
Balance at end of period (4,324) | v (6,040)  (6,963)
Treasury Stock: . ' '
Balance at beginning of period (38,205} (48,470) (27,703)
Issuance of stock in acquisition - 31,463 —
Purchase of treasury shares, at cost (19,298) (21,198) (20,767)
Balance at end of period - . {57,503) (38,205) (48,470)
Common Stock Held by Benefit Maintenance Plan: o
Balance at beginning of period (831} (431) —
Common stock acquired {959) (400) (431)
Balance at end of period (1,790) (83l1) (431)
Statement of Comprehensive Income: ‘
Net income . ' - ‘ : 22,374 19,861 13,098
Reclassification adjustment for securities sold, net of taxes of $(1,194), $263 and 7

$436 during the years ended June 30, 2000, 1999 and 1998 - 1,402 (309) (512)
Net unrealized securities gains (losses) arising during the period, net of taxes of .

$(3,738), $(4,921) and $624 during the years ended June 30, 2000, 1999 and 1998 {4,388) (5,777) 732
Comprehensive income % 19,388 $ 13,775  § 13,318

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS
OF CASH FLOWS ‘

FOR THE YEARS ENDED JUNE 30,

(DOLLARS IN THQUSANDS) N 7 ) : 2000 1999 1998
CASH FLOWS FROM OPERATING ACTIVITIES' } ’
Net Income $ 22,374 | $ 19,861 $ 13,098
Adjustments to reconclle net income to net cash provided by operating activities: : '
Net gain on investment and mortgage-backed securities called — (113) (9)
Net loss (gain) on investment and mortgage-backed securities sold. ) 2,599 {555) (1,123)
Net loss {gain) on sale of loans held for sale . 11 (66) (108)
Net loss (gain) on sales and disposals of other assets . - B |4 | —_ ©(1,973)
Net depreciation and amortization ) - : 716 1,660 847
ESOP and RRP compensation expense ’ ‘ . - 4,095 4,517 5,378
Provision for loan losses ) . .. : : 240 240 1,635
Goodwill amortization i ’ o - 4,617 3,382 2,405
Originations of loans held for sale - . o ) v (1,258) (6,468) (5,009)
Proceeds from sales of loans held for sale . . 1,147 7,075 4,838
Increase in other assets and other real estate owned - , ’ {30,612) {3,005) {3,476)
Decrease {increase) in receivable for securities sold S . : o —_ 18,008 (18,008)
(Decrease) increase in payable for-securities purchased . : ' : —_ {12,062) 12,062
Increase in other liabilities ) ) L vl 8012 6,617 5,447
Net cash provided by Operating Actwmes } e e ...+ 10,132 -39,091 16,004
CASH FLOWS FROM INVESTING ACTIVITIES ‘ )
Net decrease in short-term investments : . ) 1,562 37,618 : 9,573
Proceeds from maturities of investment sécurities held to maturity . - ) 4,220 4,830 10,250
Proceeds from maturities of investment securitiés available for sale o 131,922 85,979 63,145
Proceeds from calls of investment securities held to maturity S 10,000 41,660 42,500
Proceeds from calls of investment securities available for sale ’ - Co- 2,400 30,268 11,500
- Proceeds from sales of investment securities available for sale . . . " 39,867 9,373 13,437
Proceeds from sales of mortgage-backed securities held to maturity - .- 1,955 | —_ 5,317
Proceeds from sales and calls of mortgage-backed securities available for sale S - 64,937 — - 92,776
Purchases of investment securities held to maturity . T - —_ - {29,082)
Purchases of investment securities available for sale - ) {150,751) (146,786) (112,930)
Purchases of mortgage-backed securities available for sale” : {68,960} (263,644) {290,576)
@ Principal collected on mortgage-backed securities held to maturity } ) 7,532 23,822 26,216
Principal collected on mortgage-backed securities available for sale . 71,342 155,612 . 64,470 -
Net increase in loans . ) ) - (338,395} (241,114) (199,545)
Cash disbursed in acquisitions, net of cash acquired’ - — (33,644) -
(Purchases) sales of fixed assets, net . E . {1,080) (819) 4,262
Purchase of Federal Home Loan Bank stock =~ .. =~ L e < (14,142), (15,417) (2,432)
~ Net cash used in Investing Activities L. Lo (237,591) (312,262) {291,119)
CASH FLOWS FROM FINANCING ACTIVITIES: . o :
Net (decrease) increase in due to depositors . (27,913) (21,978) 74,947
Net (decrease) increase in escrow and other dep031ts ) ' - {1,416) 19,893 421
{Decrease) increase in securities sold under agreements to repurchase : (47,633) - 157,906 180,268
Proceeds from Federal Home Loan Bank of New York Advances - - 305,000 146,495 40,295
Proceeds from subordinated notes payable o - 25,000 —_ —
Common stock issued for exercise of stock options and tax benefits of RRP . 164 206 - 85
Purchase of common stock by the Recognition and Retention Plan : : " {212} (999) —
Purchase of common stock by Benefit Maintenance Plan ) {959) {400) (431)
Cash dividends paid to stockholders . - - © T (7,704) (5,919) (2,635)
Purchase of treasury stock . - i . o (19,298) (21,198) (20,767)
Net cash provided by Financing Acnvmes . L L ... ' 225,029 274,706 272,183
{(DECREASE) INCREASE IN CASH AND DUE FROM BANKS ' . (2,430) 1,535 (2,932)
CASH AND DUE FROM BANKS, BEGINNING OF PERIOD . = _ _ . .. . e 17,801 16,266 19,198
CASH AND DUE FROM BANKS, END OF PERIOD ’ $ 15,371 -$ 17,801 $ 16,266
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION .
Cash paid for income taxes $ 12,800 $ 11,462 $ 10,984
Cash paid for interest . - ' : ) $ 97,421 $ 74939 = $§ 54,941
Transfer of loans to other real estate owned ' $ 429 $ 342 $ 779
Change in unrealized gain (loss) on available for sale securities, net of deferred taxes $ (2,986) $ (6,086) $ 732
On January 21, 1999, the Bank acquired all of the outstanding common stock. of Financial Bancorp, Inc.
in exchange for a’‘combination of cash and common stock of Dime Community Bancshares, Inc.
In connection with this acquisition, the following assets were acquired and labilities assumed:
Fair value of Investments, Loans and Other Assets acquired, net - $ 369,398
Dime Community Bancshares, Inc. common stock issued : o (34,664)
Cash paid ) iy R T T o (33,251)
Deposxts and Other Llabllmes assu.med : $ 301,483

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

1. Nature of Operations and Summary of Significant
Accounting Policies

Nature of Operations—Dime Community Bancshares, Inc.
(the “Company” OR “DCB”), is a Delaware corporation -
organized by The Dime Savings Bank of Williamsburgh

(the “Bank”) for the purpose of acquiring all of the capital

stock of the Bank issued in the Conversion on June 26, 1996..

Presently, the significant assets of the Company are the capital
stock of the Bank, the Company’s loan to the Bank’s ESOP,
investments retained by the Company, and an investment real

estate property owned through the Company’s wholly-owned .

subsidiary, 842 Manhattan Avenue Corporation. The Company
is subject to the financial reporting requirements of the Securities
Exchange Act of 1934, as amended.

The Bank was originally founded in 1864 as a New York
State-chartered mutual savings bank. On November 1995,
the Bank converted to a federal stock savings bank. The
Bank has been, and intends to continue to be, a.community-
oriented financial institution providing financial services
and loans for housing within its market areas. The Bank
maintains its headquarters in the Williamsburgh section of
the borough of Brooklyn. Seventeen additional offices are
located in the boroughs of Brooklyn, Queens, and the Bronx,
and in Nassau County

Summary of Significant Accounting Policies—The account-
ing and reporting policies of the Company conform to gen- -
erally accepted accounting principles. The followmg is'a
description of the significant policies:

Principles of Consolidation—The accompanying 2000,
1999 and 1998 consolidated financial statements include the
accounts of the Company, and its wholly-owned subsidiaries,
the Bank and 842 Manhattan Avenue Corp.-All financial
statements presented also include the accounts of the Bank’s
four wholly-owned subsidiaries, Havemeyer Equities Corp.
(“HEC”), Boulevard Funding Corp. (“BFC”), Havemeyer
Investments Inc. (“HII”) and DSBW Residential Preferred
Funding Corp. (“DRPFC”). 842 Manhattan Avenue Corp.
owns and manages a real estate property which housed a. -
former branch premise of Finarcial Bancorp, Inc. (“FIBC”),
which the Company acquired on ]anuary 21,1999 in con-
nection with its acquisition of FIBC. DRPFC, established in
March, 1998, invests in real estate loans and is intended

(DOLLARS IN THOUSANDS EXCEPT PER SHARE AMOUNTS)

to qualify as a real estate investment trust for federal tax
purposes. BFC was established in order to invest in real estate
joint ventures and other real estate assets. BFC has no invest-
ments in real estate at June 30, 2000, and is currently inactive.
HEC was also. originally established in order to invest in real
estate joint ventures and other real estate assets. In June, 1998,
HEC assumed direct ownership of DSBW Preferred Funding
Corp. (“DPFC”). DPFC, established as a direct subsidiary of
the Bank in March, 1998, invests in real estate loans and is
intended to qualify as real estate investment trust for federal
tax purposes. HEC has no other investments as of June 30,
2000. All significant intercompany accounts and transactions
have been elumnated in consolidation.

Investment Securities and Mortgage- Backed Securztzes—
* -Purchases and sales of investments and mortgage-backed secu-

rities are recorded on trade date. Gains and losses on sales of

investment and mortgage-backed securities are recorded on

the specific identification basis.

. SFAS No. 1185, “Accounting for Investments in Debt and
Equity Securities” (“SFAS 115”) requires that debt and equity
securities that have readily determinable fair values be carried

. _at fair value unless they are held to maturity. Debt securities

are classified as held to maturity and carried at amortized cost
only if the reporting entity has a positive intent and ability to
hold these securities to maturity. If not classified as held to
maturity, such securities are classified as securities available
for sale or as trading securities. Unrealized holding gains or

. losses on securities available for sale are excluded from net

income and reported net of income taxes as other comprehen-
sive income. At June 30, 2000 and 1999, all equity securities
are classified as available for sale.

The Company does not acquire securities for the purpose
of engaging in trading activities.

Loans Held for Sale—Mortgage loans originated and

_intended for sale in the secondary market are carried at the

lower of aggregate cost or estimated fair value. Gains and
losses on sales of loans are also accounted for in accordance

‘with Statement of Financial Accounting Standards No. 134,

“Accounting for Mortgage Securities Retained after the Secu-
ritization of Mortgage Loans Held for Sale by a Mortgage
Banking Enterprise” (“SFAS 1347). SFAS 134 requires that
an entity engaged in mortgage banking activities classify the

DIME COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
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retained mortgage-backed security or other interest, which
resulted from the securitization of a mortgage loan held for
sale based upon its ability and intent to sell or hold these
investments. '

Allowance for Loan Losses—It is the policy of the Bank to
provide a valuation allowance for estimated losses on loans
based on the Bank’s past loan loss experience, known and
inherent risks in the portfolio, adverse situations which may
affect the borrower’s ability to repay, estimated value of under-
lying collateral and current economic conditions in the Bank’s
lending area. The allowance is increased by provisions for loan
losses charged to operations and is reduced by charge-offs, net
of recoveries. While management uses available information to
estimate losses on loans, future additions to or reductions in
the allowance may be necessary based on changes in economic
conditions beyond management’s control. In addition, various
regulatory agencies, as an integral part of their examination
process, periodically review the Bank’s allowance for loan
losses. Such agencies may require the Bank to recognize addi-

"tions to or reductions in the allowance based on judgments -

different from those of management. Management believes,
based upon all relevant and available information, that the
allowance for loan losses is adequate to absorb losses mherent
in the portfolio.

SFAS No. 114, “Accounting by Creditors for Impalrment

of a Loan” (“SFAS 114”) requires all creditors to account for .

impaired loans, except those loans that are accounted for at
fair value or at the lower of cost or fair value, at the present
value of expected future cash flows discounted at the loan’s
effective interest rate. As an expedient, creditors may account
for impaired loans at the fair value of the collateral or at the
observable market price of the loan if one exists. If the esti- -
mated fair value of the impaired loan is less than the recorded
amount, a specific valuafion allowance is established or a
write down is charged against the allowance for loan losses
if the impairment is considered to be permanent.

Loans—Loans are reported at the principal amount outstand-
ing, net of unearned income and the allowance for loan losses.
Interest income on loans is recorded using the level yield
method. Under this method, discount accretion and premium
amortization are included in interest income.

Accrual of interest is discontinued when its receipt is in’
doubt, generally, when a loan becomes 90 days past due as to

DIME COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES
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principal or interest. When interest accruals are discontinued,
any interest credited to income in the current year is reversed.
Paymenfs on non-accrual loans are applied to principal. Man-
agement may elect to continue the accrual of interest when a
loan is in the process of collection and the estimated fair value
of collateral is sufficient to cover the principal balance and
accrued interest. Loans are returned to accrual status once the
doubt concerning collectibility has been removed and the bor-

‘rower has demonstrated performance in accordance with the

loan terms and conditions.

Loan Fees—Loan origination fees and certain direct loan

‘origination costs are deferred and amortized as a yield adjust-

ment over the contractual loan terms.

Other Real Estate Owned, net—Properties acquired as a

result of foreclosure on a mortgage loan are classified as other
real estate owned and are recorded at the lower of the recorded
investment in the related loan or the fair value of the property
at the date of acquisition, with any resulting write down
charged to the allowance for loan losses and any disposition
expenses charged to the valuation allowance for possible
losses on other real estate owned. Subsequent write downs
are charged directly to operating expenses.

Premises and Fixed Assets—Land is stated at original cost.
Buildings and furniture and equipment are stated at cost less

" accumulated depreciation. Depreciation is computed by the
straight-line method over the estimated useful lives of the

2.22% to 2.50% per year
~ 10% per year
33.33% per year

Buildings
Furniture and equipment
Computer equipment

Leasehold improvements are amortized over the remain-
ing non-cancelable terms of the related leases.

Earnings Per Shave (“EPS”)—Earnings per share are cal-
culated and reported in accordance with Statement of Finan-
cial Accounting Standards No. 128, “Earnings Per Share”
(“SFAS 1287). SFAS 128, requires disclosure of basic earnings
per share and diluted earnings per share, for entities with com-
plex capital structures, on the face of the income staterent,
along with a reconciliation of the numerator and denomma-
tor of ba31c and diluted earnings per share.




The following is a reconciliation of the numerator and
denominator of basic earnings per share for the years ended
June 30, 2000, 1999 and 1998 (in thousands).

Fiscal Year Ended June 30,

2000 1999 1998

Numerator:
Net Income $22,374 $19,861 $13,098
Denominator: . '
Average shares outstanding

utilized in the calculation of

basic earnings per share 11,276 10,951 11,001
Unvested shares of Recognition )

and Retention Plan 268 372 517
Common stock equivalents due to . :

the dilutive effect of stock options 252 528 523
Average shares outstanding

utilized in the calculation of

diluted earnings per share 11,796 11,851 12,041

Common stock equivalents due to the dilutive effect of
stock options are calculated based upon the average market
value of the Company’s common stock during the fiscal years

ended June 30, 2000, 1999 and 1998.

Goodwill—Goodwill generated from the Company s acquisi-
tion of Conestoga Bancorp, Inc. on June 26, 1996 is recorded
on a straight line basis over a twelve year period. Goodwill
generated from the Company’s acquisition of Financial
Bancorp, Inc. on January 21, 1999 is recorded on a straight
line basis over a twenty year period. In March 1995, the
FASB issued SFAS No. 121, “Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to be Dis-
posed Of” which requires that long-lived assets and certain
identifiable intangibles to be held and used by an entity be
reviewed for impairment and reported at the lower of carrying
amount or fair value, less cost to sell, whenever events or.
changes inzcircumstancers indicate that the carrying amount of
an asset may not be recoverable. No such event or change in .
circumstance has occurred which has caused the Company to
review its recorded level of goodwill associated with assets
acquired from either Conestoga Bancorp, Inc.-or Financial’
Bancorp, Inc.

Income Taxes—Income taxes are accounted for in accordance
with Statement of Financial Accounting Standards No. 109,
“Accounting for Income Taxes,” (“SFAS 109”) which requires

DIME COMMUNITY BANCSHARES

‘that deferred taxes be provided for temporary differences
- between the book and tax bases of assets and liabilities.

Cash Flows—TFor purposes of the Consolidated Statement of
Cash Flows, the Company considers cash and due from banks
to be cash equivalents.

Employee Benefits—The Company maintains a Retirement
Plan and 401(k) Plan for substantially all of its employees,
both of which are tax qualified under the Employee Retlre-
ment Income Security Act of 1974 (“ERISA”™).

The Company provides addmonal postretirement
benefits to employees, which are recorded in accordance
with Statement of Financial Accounting Standards No. 106,
“Employers’ Accounting for Postretirement Benefits Other
Than Pensions” (“SFAS 106”). This Statement requires accrual
of postretirement benefits (such as health care benefits) during
the years an employee provides services.

The Company maintains an Employee Stock Ownership.
+ Plan for employees (“ESOP”). Compensation expense related
to the ESOP is recorded in accordance with SOP 93-6, which
requires the compensation expense to be recorded during the
period in which the shares become committed to be released
to participants. The compensation expense is measured based
upon the fair market value of the stock during the period,
and, to the extent that the fair value of the shares committed
to be released differs from the original cost of such shares,
the difference is recorded as an adjustment to additional paid

in capital.

In December, 1996, the Company.adopted a Recogni-
tion and Retention Plan for'employees, and outside directors
(“RRP”) and a Stock Option Plan for Employees and Outside
Directors (the “Stock Option Plan”), which are subject to the
accounting requirements of Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based Compensa-
(“SFAS 123”). SFAS 123 encourages, but does not

tion,”

- require, companies to record compensation cost for stock-based

employee compensation plans at fair value. The Company has
chosen to continue to account for stock-based compensation
using the intrinsic value method prescribed in Accounting
Principles Board Opinion No. 25, “Accounting for Stock

Issued to Employees,” and related Interpretations (“APB 257).

_Accordingly, compensation cost for stock options is measured .

as the excess, if any, of the quoted market price of the
Company’s stock at the date of the grant over the amount
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an employee must pay to acquire the stock. To date, no com-
pensation expense has been recorded for stock options, since,
for all granted options, the market price on the date of grant
equals the amount employees must pay to acquire the stock.
In accordance with APB 25, compensation expense related

to the RRP is recorded for all shares earned by participants
during the period at $18.64 per share, the average historical
acquisition cost of all allocated RRP shares. v ‘

Financial Instruments—Statement of Financial Accounting
Standards No. 119 “Disclosure About Derivative Financial

‘Instruments and Fair Value of Financial Instruments” (“SFAS

119”) requires disclosures about financial instruments, which
are defined as futures, forwards, swap and option contracts and
other financial instruments with similar characteristics. On
balance sheet receivables and payables a'rerexcluded from this
definition. The Company did not hold any derivative finan-
cial instruments as defined by SFAS 119 at June 30, 2000,
1999 or 1998. T .

Comprebensive Income—Comprehensive income for the fis-
cal years ended June 30, 2000, 1999 and 1998 is determined
in accordance with Statement of Financial Accounting Stan-
dards No. 130, “Reporting Comprehensive Income.”-Compre-
hensive income includes revenues, expenses, and 'gains and
losses which, under current GAAP, bypass net income and are
typically reported as a component of stockholders’ equity.

Disclosures about Segments of an Enterprise and Related
Information—The Company’s financial statements reflect
the adoption of Statement of Financial Accounting Standards

" No. 131, “Disclosures About Segments of an Enterprise and

Related Information (“SFAS 131%).” ‘
SFAS 131 establishes standards for the way pﬁblic busi-
ness enterprises report information about operating segments
in annual financial statements and fequires that those enter-
prises report selected information about operating segments
in subsequent interim financial reports issued to shareholders.
It also establishes standards for related disclosure about prod-

.ucts and services, geographic areas, and major customers.

The statement requires that a public business enterprise report
financial and desc}:iptive information about its reportable
operating segments. Operating segments are components of
an enterprise about which separate financial information is
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available that is evaluated regularly by the chief operating
decision maker in deciding how to allocate resources and
assess performance. The statement also requires that public
enterprises rei)ort a measure of 'segment profit or loss, certain
specific revenue and expense items and segment assets. It also
requires that information be reported about revenues derived
from the enterprises’ products or services, or about the coun-
tries in which the entérprises earn revenues and holds assets,
and about major customers, regardless of whether that infor-

‘mation is used in making operating decisions.

The Company has one reportable segment, “Community
Banking.” All of the Company’s activities are interrelated, and -
each activity is dependent and assessed based on how each of
the activities of the Company supports the others. For exam-
ple, commercial lending is dependent upon the ability of the
Bank to fund itself with retail deposits and other borrowings
and to manage‘interest rate and credit risk. This situation is

* also similar for consumer and residential mortgage lending.

Accordingly, all significant operating decisions are based upon
analysis of the Company as one operating segment or unit.
General information required by SFAS 131 is disclosed

. in the Consolidated Financial Statements and accompanying

notes. Additionally, for the years ended June 30, 2000, 1999,
and 1998, there is no customer that accounted for more than
10% of the Company’s revenue.

Recently Issued Accounting Standards

Revenue Recognition in Financial Statements—In December,
1999, the Securities and Exchange Commission (“SEC”) issued
Staff Accounting Bulletin No. 101 (“SAB 101”), “Revenue

“Recognition in Financial Statements.” SAB 101 summarizes

certain of the SEC’s views on applying generally accepted
accounting principles to revenue recognition in financial state-
ments. On June 26, 2000, the SEC issued SAB 101B to defer
the effective date of implementation of SAB 101 until no
later than the fourth fiscal quarter of fiscal years beginning

-after December 31, 1999. The Company is required to adopt

SAB 101 be June 30, 2001. The Company does not expect
the adoption of SAB 101 to have a material impact on the
consolidated financial statements.

Derivative Instruments—In June, 1998, the Financial
Accounting Standards Board issued Statement of Financial




Accounting Standards No. 133, {“SFAS 133”) “Accountir_lg
for Derivative Instruments and Hedging Activities” as

amended in June, 1999 by SFAS 137, “Accounting for Derlv-v

ative Instruments and Hedging Activities—Defefral of the

Effective Date of FASB Statement No. 133,” and in June, 2000, -

by SFAS 138, “Accounting for Certain Derivative Instruments
and Certain Hedging,Activiriés” (collectively SFAS 133).
SFAS 133 requires that entities recognize all derivatives as
either assets or liabilities in the statement of financial condition
and measure those instruments at fair value. Under SFAS 133
an entity may designate a derivative asa hedge of exposure
to either changes in: (a) fair value of a recognized asset or
liability or firm commitment, (b) cash flows of a recognized or
forecasted transaction, or (c) foreign currencies of a net invest-
ment in foreign operations, firm commitiments, available for
sale securities or a forecasted transaction. Depending upon the
effectiveness of the hedge and/or the transaction being hedged,
any changes in the fair value of the derivative instrument is
either recognized in earnings in the current year, deferred to
future periods, or recognized in other comprehensive income.
Changes in the fair value of all derivative instruments not
recognized as hedge accounting are recognized in current year
" earnings. SFAS 133 is required for all fiscal quarters or fiscal
years beginning after June 15, 2000. The Company adopted
SFAS 133 on July 1, 2000. No adjustment was required as a -
result of the change in accounting principle.

Use of Estimates in the Preparation of Financial State-

ments—The preparation of financial statements in conform-

ity with generally accepted accounting principles requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure

of contingent assets and liabilitiés” at the date of the fmanc1al
statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from
those estimates. Areas in the accompanying financial statements
where estimates are significant include the allowance for loans

Josses, the carrying value of other real estate; purchase account-

ing adjustments related to the acquisitions of Conestoga and
FIBC and the fair value of financial instruments.

Reclassification—Certain June 30, 1999, and 1998 amounts
have been recla551f1ed to conform to the June 30, 2000
presentation.

2. Conversion to Stock Form of Ownership

On November 2, 1995, the Board of Directors of the Bank -

- adopted a Plan of Conversion to convert from mutual to stock
“form. As part of the conversion, the Company was incorpo-

rated under Delaware law for the purpose of acquiring and
holding all of the outstanding stock of the Bank. On June 26,
1996, the Company completed its initial public offering and
issued 14,547,500 shares of common stock (par value $.01

- per share) at a price of $10.00 per share, resulting in net pro-
- ceeds of approximately $141,368 prior to the acquisition of

stock by the Employee Stock Ownership Plan. Costs related to
the conversion were charged against the Company’s proceeds
from the sale of the stock.

At the time of conversion, the Bank established a liquida-
tion account in an amount equal to the retained earnings of
the Bank as of the date of the most recent financial statements

" contained in the final conversion prospectus. The liquidation

account is reduced annually to the extent that eligible account
holders have reduced their qualifying deposits as of each anni-
versary date. Subsequent increases will not restore an eligible

- account holder’s interest in the liquidation account. In the

event of a complete liquidation, each eligible account holder
will be entitled to receive a distribution from the liquidation
account in an amount proportronate to the current ad]usted
qualifying balances for accounts then held.

The Company acquired Conestoga Bancorp, Inc. on
June 26, 1996. The liquidation account previously established

by Conestoga’s subsidiary, Pioneer Savings Bank, ES.A. during

its initial public offering in March, 1993, was assumed by the
Company in the acquisition. '

The Company acquired FIBC on January 21, 1999. The
hquldatron account previously established by FIBC’s subsidiary, |
Financial Federal Savings Bank during its initial public offer-
ing was assumed by the Company in the acquisition.

The Company may not declare or pay cash dividends on
or repurchase any of its shares of common stock if the effect
thereof would cause stockholders’ equity to be reduced below .
apphcable regulatory capital maintenance requirements, the
amount required for the liquidation account, or if such dec-
laration and payment would otherwise violate regulatory

requlrements
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3." Acquisition of Financial Bancorp, Iinc.

On January 21, 1999, the Company completed the acquisition
of FIBC, the holding company for Financial Federal Savings
Bank, F.S.B. Pursuant to the Merger Agreement, each FIBC
stockholder who submitted a valid election for cash received
$39.14 in cash and each FIBC stockholder who submitted a
valid election for DCB common stock received 1.8282 shares.
of DCB common:stock, plus cash in lieu of any fractional

- shares, in exchange for each of their shares of FIBC common

stock. The remaining shares of FIBC common stock for which -

a valid election was not submitted were converted into, pur-
suant to the Merger Agreement, a combination of DCB stock
and cash such that each such shareholder received $31.257 in
cash and 0.3682 shares of DCB common stock for each share
of FIBC common stock, except that all stockholders of FIBC
who owned less than 50 shares of FIBC common stock
received cash. Upon consummation of the acquisition, shares
of FIBC common stock that were owned by FIBC as treasury,
that were unallocated shares held in FIBC’s Recognition ard
Retention Plan or that were held directly by DCB other than
- in a fiduciary capacity or in satisfaction of a debt previously
contracted were canceled and retired. No payment was be
made with respect to such shares of FIBC common stock.
Holders of stock options which had been granted by FIBC
to purchase 60,133 shares of FIBC common stock were paid
an amount in cash computed by multiplying (i) any positive
difference obtained by subtracting the per share exercise price
applicable to such option from $39.14, by (ii) the number of

(CONTINUED)

shares of FIBC common stock subject to such option. These
payments totaled approximately $1,545. In addition, holders
of stock options which had been granted by FIBC to purchase
96,975 shares of FIBC common stock were converted into
options to purchase 177,286 shares DCB common stock
{the “Converted Options”). The expiration dates on all Con-

"“verted Options remained unchanged from initial grant by

FIBC. Based upon the closing price of DCB common stock on

- January 21, 1999, the total consideration paid to FIBC stock-

holders, in the form of cash or DCB stock, was $66,750.

’ The Bank received approximately $189,000, $43,800,
and $37,800 of net loans, investment securities, and mortgage-
backed securities, respectively, at fair value and assumed
approx1mately '$230,700 of customer deposit liabilities. A
core deposit premium of $4,950 was recorded related to the
deposits assumed and is being amortized on a straight line
basis over six years. ‘

The acquisition was recorded using the purchase method
of accounting; accordingly; the purchase price was allocated to
the respective assets acquired and liabilities assumed based on
their estimated fair values. Goodwill generated in the transac-

_ tion of $44,200 is being amortized on a straight line basis

over 20 years for financial reporting purposes.

The information below presents, on an unaudited pro
forma basis, the consolidated statement of operations for the
Company for the years ended June 30, 1999 and 1998. All
infdrmétion below is adjusted for the acquisition of FIBC, as
if the transaction had been consummated on July 1, 1997.

Actual )

~ Consolidated Pro Forma Pro Forma Pro Forma

for the Six for the Six . . for the for the

Months Ended- Months Ended Year Ended Year Ended

June 30, 1999 - Dec. 31,1998  June 30, 1999 June 30, 1998

Net interest income $31,607 $29,805 $61,412 $58,682
Provision for possible loan losses 120 292 . 412 2,068
Non-interest income 4,255 . 4,137 8,392 8,033

Non-interest expense: -

Goodwill and core deposit amortization 2,543 1,804 4,347 . - 3,636
Other non-interest expense 14,184 - 15,404 - 29,588 - 33,219
Total non-interest expense 16,727 17,208 . 33,935 36,855 '
Income before income taxes $19,015 $16,442 $35,457 - $27,792

(a) Amounts exclude the operations of FIBC during the period January 1, 1999 through January 21, 1999 which are not material to the total

combined. operations for the year ended June 30, 1999.
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4. Investment Securities Held to Maturity and
Available for Sale

The amortized cost, gross unreahzed gains and losses and esti-
mated fair value of investment securities held to maturity at
June 30, 2000 were as follows:

Investment Securities Held to Maturity

Gross Gross .
Amortized Unrealized Unrealized Estimated
" Cost Gains Losses Fair Value
Debt Securities:
U.S. Treasury securities
and obligations of U.S.
Government corporations -
and agencies $12,440 $—  §(144) $12,296 -
Obligations of state and o
political subdivisions © 554 15 - 569
Corporate securities 4,495 — ) 4,486
$17,489 - . §1§ $(153) $17,351

The amortized cost and estimated fair value of invest- -

ment securities held to maturity at June 30, 2000, by contrac-
tual maturity, are shown below. Expected maturities may
differ from contractual maturities because issuers may have
the right to call or prepay obligations with or without call or

prepayment penalties. )
- Amortized Estimated

Cost  Fair Value

Due in one year or less $ 3,172 $ 3,171

Due after one year through five years . 13,188 13,043

Due after five years through ten years. 1,129 1,137 -
© $17,489  $17,351

During the year ended June 30, 2000, proceeds from the.
calls of investment securities held to maturity totaled $10,000.
No gain or loss resulted on these calls. There were no sales of

investment securities held to maturity durmg the year ended
June 30, 2000.

The amortized/historical cost, gross unrealized gains and
losses and estimated fair value of investment securities avail-,
able for sale at June 30, 2000 were as follows:

Investment Securities Available for Sale

Amortized/ Gross  Gross )
Historical Unrealized Unrealized Estimated
. Cost Gains  Losses Fair Value

Debt securities:

U.S. Treasury securities
and obligations of U.S.
(Government corporations

and agencies - $ 55246 $§ 215 $(1,969) $ 53,492
Corporate securities 52,167 41 (1,654) 50,554
Public utilities . = 1,644 = = — (59) 1,585

109,057 256 (3,682) 105,631
Equity securities 14,948 1,633 (1,091) 15,490
$1,889  $(4,773) $121,121

$124,005

The amortized cost and estimated fair value of invest-
ment securities available for sale at June 30, 2000, by contrac-

" tual maturity, are shown below. Expected maturities may

differ from contractual maturities because issuers may have
the right to call or prepay obligations with or without call or

" prepayment penalties.

Amortized Estimated
Cost  Fair Value

Due in one yégf or less $ 13,173  $ 13,149
Due after one year through five years 95,884 92,482
Due in five years to ten years ) — -

$109,057 $105,631

During the year ended June 30, 2000, proceeds from
the sales and calls of investment securities available for sale
totaled $39,867 and $2,400, respectively. Net losses of $777
resulted from the sales. No gain or loss resulted from the calls.
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-

estimated fair value of investment securities held to maturity
at June 30, 1999 were as follows: . - v -

The amortized cost, gross unrealized gains and losses and

" Investment Securities Held to Maturity

Gross Gross
Amortized Unrealized Unrealized Estimated

Cost Gains - Losses Fair Value

Debt Securities:

U.S. Treasury securities
and obligations of U.S.
Government corporations
and agencies

Obligations of state and . )
political subdivisions 1,819 30 — . 1,849

Corporate securities 7,478 41 . — - 7,519

$22,401  -$ 34 $(35) $22,400

$31,698 . $105. $(35) $31,768

During the year ended June 30, 1999, proceeds from the
calls of investment securities held to maturity totaled $41,660.
A gain of $86 resulted on these calls. There were no sales of
investment securities held to maturlty durlng the year ended
June 30, 1999.

The amortized/historical cost, gross unrealized gains and
losses and estimated fair value of investment securities avail-
able for sale at June 30, 1999 were as follows: '

Investment Securities Available for Sale

Amortized/. -Gross Gross
Historical Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

Debt securities:

U.S. Treasury securities
and obligations of U.S.
Government corporations

and agencies $ 65,074 $ 439 $(1,360) $ 64,153

Corporate securities <. 63,402 141 (1,167) 62,376

Public utilities 5,047 — . (86) 4,961
. 133,523 580 (2,613) 131,490

Equity securities: 14,162 1,614 (634) 15,142

$147,685  $2,194 §(3,247) $146,632

During the year ended June 30, 1999, proceeds from
the sales and calls of investment securities available for sale
totaled $9,373 and $30,268, respectively. Net gains of $555

and $27, respectively, resulted from the sales and calls.
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5. Mortgage-Backed Securities Held to Maturity and
Available for Sale

The amortized cost, gross unrealized gains and losses and
the estimated fair value of mortgage-backed securities held
to maturity at June 30, 2000 were as follows:

Mortgage-Backed Securities Held to Maturity

- Gross Gross .
Amortized Unrealized Unrealized Estimated
" Cost Gains Losses Fair Value
GNMA pass-through ‘
. certificates $ 2,749 $— - $(6) $ 2,743
' _FHLMC pass-through , :
- certificates 5,552 — (39) 5,513
FNMA pass-through )
"7 Tcertificates ' T 75,028 4 (25) 5,007
$13,329 $4 $(70) $13,263

Durmg the year ended June 30, 2000, proceeds from the
sales of mortgage -backed securities held to maturity totaled
$1,955. Net losses of $4 resulted from these sales. The unpaid

pr1nc1pal of the securities at the dates of sale were less than

15% of their acquired par value, and thus were permissible
sales under SFAS 115.

- The amortized cost, gross unrealized gains and losses and
the estimated fair value of mortgage-backed securities available

* for sale at June 30, 2000 were as follows:

Mortgage-Backed Securities Available for Sale

-Gross -~ Gross
Amortlzed Unrealxzed Unrealized Estimated
Cost "Gains Losses Fair Value

Collateralized mortgage

obligations - $287,780 $176  $(8,089) $279,867
GNMA pass-through )

certificates ) 130,473 182 (921) 129,734
FHLMC pass-through - - o

certificates L 9377 70 (107). 9,340
FNMA pass-through ’ -
- certificates, - - 10,530 597 . (169) 10,420

$438,160 $487  $(9,286) $429,361

During the yeér ended June 30, 2000, proceeds from the
sales of mortgage-backed securities available for sale totaled
$64,937. Net losses of $1,818 resulted from these sales.




The amortized cost, gross unrealized gains and losses and

the estimated fair value of mortgage-backed securities held to
maturity at June 30, 1999 were as follows: - )

Mortgage-Backed Securities Held to Maturity

The Bank originates both adjustable and fixed interest
rate real estate loans. At June 30, 2000, the approximate com-
position of these loans was as follows:

Fixed Rate ) Variable Rate
Gross Gross . . ) Book Period to Maturity Book
Amortized Unrealized Unrealized Estimated Period to Maturity Value or Next Repricing Value
Cost Gains Losses Fair Value - - — ) -
1 month-1 year $ 2,005 1 month-1 year $ 82,669
GNM{&'pass-through : : . . 1 year-3 years 2,702 1 year-3 years 216,256
certificates $ 5,772 - $259 » $ — $.6031 3 years~S$ years 12,581 3 years—5 years 297,508
FHLM‘C. pass-through 7 - 5 years-10 years 299,961 5 years~10 years 602,416
certificates ’ 9140 68 - 9,208 Over 10 years 199,471 Over 10 years C—
FNMA pass-through : : -
$516,720

certificates 7,908 57 . (12) ~ 7,953

$22,820 $384 $(12) $23;192

The amortized cost, gross unrealized gains and losses and
the estimated fair value of mortgage-backed securities available
for sale at June 30, 1999 were as follows:

Mortgage-Backed Securities Available for Sals

Gross Gross
Amortized Unrealized Unrealized —Estimated
Cost Gains Losses Fair Value

Collateralized mortgage

obligations $348,938 $ 220 $(4,904) $344,254

GNMA pass-through ,
certificates 127,285 <730 . (709). 127,306
~ FHLMC pass-through '
certificates 13,854 . 105 (74) 13,885
FNMA pass-through - )
certificates ) 17,409 127 - (134) 17,402 -

$507,486  $1,182 §(5,821) $502,847

~ There were no sales or calls of mortgage-backed securi-
ties held to maturity or available for sale during the year ended

June 30, 1999.

6. Loans

The Company’srreal estate loans are comprised of the following:

At June 30,
2000 1999
One-to-four family $ 212,138 $ 246,075 E
Multi-family and underlying cooperative 1,349,854 1,000,859
Non-residential 118,576 88,837
EH.A. and V. A. insured mortgage loans 7,536 9,699
Cooperative loans ) _ 27,465 32,893
1,715,569 1,378,363
Net unearned fees (2,017) (2,853)
$1,713,552 $1,375,510

$1,198,849

The adjustable-rate loans have interest rate.adjustment
limitations and are generally indexed to the Federal Home
Loan Bank of New York (“FHLBNY”) five-year borrowing
funds rate, the one-year constant maturity Treasury index, or
the Federal Home Loan Bank national mortgage contract rate.

A concentration of credit risk exists within the Bank’s

~loan portfolio, as the majority of real estate loans are collater-

alized by multi-family and underlying cooperative properties
located in the New York City metropolitan area.
- The Company’s other loans are comprised of the following:

At June 30,

2000 |- 1999

Stadent loans - ) $ 990 $ 794
Passbook loans (secured by savmgs

B jlndotlmendep'osms‘) o - 1900 | 2,271

Home improvement loans 3,410 3,666

Consumer installment and other loans 1,348 1,100

$7,648 $7,831

Loans on which the accrual of interest has been discon-
tinued were $4,421 and $3,001 at June 30, 2000 and 1999,
respectively. Interest income foregone on non-accrual loans
was not material during the fiscal years ended June 30, 2000
and 1999. : :

The Bank had outstanding loans considered troubled-debt
restructurings of $700 and $1,290 at June 30, 2000 and 1999,
respectively. Income recognized on these loans was approxi-

" mately $56 and $125 for the years ended June 30, 2000 and

1999, respectively, compared to interest income of $70 and
$183 calculated under the original terms of the loans, for the
years ended June 30, 2000 and 1999, respectively. '
The recorded investment in loans for which impairment
has been recognized under the guidance of SFAS 114 was
approximately $2,591 and $1,563 at June 30, 2000 and 1999,
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respectively. The average balance of impaired loans Was approx-
imately $1,482 and $2,329 for the years ended June 30, 2000
and 1999, respectively. Write downs on impaired loans were
not material during the years ended June 30, 2000 and 1999.
At June 30, 2000 and 1999, specific reserves totaling $130
and $62 were allocated within the allowance for loan losses .
for impaired loans. Net principal received and interest income -
recognized on impaired loans during the years ended June 30,
2000 and 1999 were not material.

The follpwiﬁg assumptions were utilized in evaluating the
loan portfolio pursuant to the provisions of SFAS 114:

Homogenous Loans—One-to-four family residential mort-
gage loans and-loans on cooperative apartments having a bal-
ance of less than $227 and consumer loans are considered to-
be small balance homogenous loan pools and, accordingly, are
not covered by SFAS 114. '

Loans Evaluated for Impairment—All non—homé)geneous
loans greater than $1,000 are individually evaluated for

* potential impairment. Additionally, residential mortgage loans

exceeding $227 and delinquent in excess of 60 days are evalu-
ated for impairment. A loan is considered impaired when it

is probable that all contractual amounts due will not be col-
lected in accordance with the terms of the loan. A loan is

not deemed to be impaired if a delay in receipt of payment is
expected to be less than 30 days or if, during a longer period
of delay, the Bank expects to collect all amounts due, includ-
ing interest accrued at the contractual rate during the period

-of the delay. Factors considered by management include the

property location, economic conditions, and any unique cir-
cumstances affecting the loan. At June 30, 2000 and 1999,
all impaired loans were on non-accrual status. In addition, at
June 30, 2000 and 1999, respectively, approximately $1,830
and $1,437 of one-to-four family residential mortgage loans,
loans on cooperative apartments and consumer loans with a
balance of less than $227 were on non-accrual status. These
loans are considered as a homogeneous loan pool not covered
by SFAS 114. :

Reserves and Charge-Offs—The Bank allocates a portion _

of its total allowance for loan losses to loans deemed impaired

under SFAS 114. All charge-offs on impaired loans are recorded
as a reduction in both loan principal and the allowance
for loan losses. Management evaluates the adequacy of its
allowance for loan losses on a regular basis. At June 30, 2000,
management believes that its allowance is adequate to provide
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_for losses inherent in the total loan portfolio, including

impaired loans.

Measurement of Impairment—Since all impaired loans are
collateralized by real estate properties, the fair value of the
collateral is utilized to measure impairment.

Income Recognition—Accrual of interest is discontinued on

“loans identified as impaired and past due ninety days. Subse-

quent cash receipts are applied initially to the outstanding loan
principal balance. Additional receipts beyond the recorded
outstanding balance at the time interest is discontinued are
recorded as recoveries in the Bank’s allowance for loan losses.

7. Allowance for Loan Losses and Losses on Other
" Real Estate Owned

Changes in the allowance for loan losses were as follows:

For the Year Ended June 30,

2000 1999 1998
_Balance at beginning of period $15,081 | $12,075 $10,726
Provision charged to operations - 240 240 1,635
Loans charged off » (545) (208) (328)
Recoveries , . 9 7 42
Reserve acquired in purchase of FIBC - 2,967 —
Balance at end of period $14,785 | $15,081 $12,075

Changes in the allowance for losses on real estate owned

were as follows:

For the Yéar Ended June 30,

2000 1999 1998
Balance at beginning of period $ 149 $164  $187
Provision charged to operations 25| 16 114
Charge-offs, net of recoveries - {129) (31) (137)
Balance at end of period $ 45 -$149  $ 164

8. Mortgage Servicing Activities

At June 30, 2000 and 1999, the Bank was servicing loans for
others having principal amounts outstanding of approximately

 $48,190 and $53,857 respectively. Servicing loans for others -

generally consists of collecting mortgage payments, maintain-
ing escrow accounts, disbursing payments to investors and

~ . foreclosure processing. In connection with these loans serviced

for others, the Bank held borrowers’ escrow balances of
approximately $677 and $654 at June 30, 2000 and 1999,
respectively.



9. Premises and Fixed Assets

The distribution of certificates of deposits by remaining

maturity was as follows:

The following is a ’sumnrnary'rof premises and fixed assets: At June 30,
At June '30 - 2000 | 1999
: 2000 1999 Maturity in three months or less - $131,865 $221,368
Land 7 $ 2457 $ 2.462 Over 3 through 6 months 99,033 137,654
Buildings . 10297 10.689 Over 6 through 12 months - - 184,040 192,749
Leasehold improvements : ’ - 9,215 8,357 Ov§r 12 months i ' : 203'?27 151,480
Furniture and equipment . 7,814 7,712 Total certificates of deposit $618,165 $703,251

' 29,783 29,220 o o o o

Less: accumulated depreciation » The aggregate amount of certificates of deposits with a
and amortization . {15,012) (14,245) minimum denomination of $100 was approximately $75,625
. - $ 14771 $ 14.975 © - and '$78,707 at June 30, 2000 and 1999, respectively.

Depreciation and amortization expense amounted to
approximately $1,080, $954, and $964 for the years ended
June 30, 2000, 1999 and 1998, respectively.

10. Federal Home Loan Bank of New York
Capital Stock

The Bank is a Savings Bank Member of the FHLBNY. Mem-
bership requires the purchase of shares of FHLBNY capital
stock at $100 per share. The Bank owned 424,227 and
282,813 shares at June 30, 2000 and 1999, respectively. The
FHLBNY paid dividends on the capital stock of 6.8%, 6. 9%,
and 7.2% during the years ended ]une 30, 2000, 1999 and
1998, respectively.

11. Due to Depositors

The deposit accounts of each depositor are insured up to
$100 by either the Bank Insurance Fund or the Savings
Association Insurance Fund of the Federal Dep051t Insurance
Corporation (“FDIC”)

Deposits are summarized as follows:

At June 30,
2000 1999
Effective - Effective
) Cost _ Liability Cost Liability

Savings accounts. 2.08% $ 373,772 | 2.09% $ 406,602
Certificates of deposit 551 618,165 531 703,251
Money Market R ) : -

accounts - 4.37 146,066 3.55 . 52,979
NOW and Super ' :

NOW accounts 1.24 26,787 122 25,687 -
Non-interest-bearing -

checking accounts — 54,358 —_ 50,414 -

3.98% $1,219,148 3.85% $1,238933

12. Securities Sold Under Agreements to Repurchase

Presented below is information concerning securities sold with

agreement to repurchase:
At or for the

Year Ended June 30,
: ) - 2000 1999

Balance outstanding at end of period $434,027 $481,660
Average interest cost at end of period 6.37% 5.28%
Average balance outstanding during the year $456,155 $381,996
Average interest cost during:the year ' 5.66% 5.45%
Carrying value of underlying collateral - -

at end of pefiod $456,844 | $496,500
Estimated fair value of underlying collateral $447,715 $491,750
Maximum balance outstanding at )

month end during period - $486,936 $481,660

13. Federal Home Loan Bank of New York Advances

The Bank had borrowings (“Advances”) from the FHLBNY
totaling $555,000 and $250,000 at June 30, 2000 and 1999,
respectively. The average cost of FHLB advances was 5.89%
and §. 96%, respectively, during the years ended June 30, 2000
and 1999, and the average interest rate on outstanding FHLB

" advances was 6.07% and 5.52%, respectively, at June 30,

2000 and 1999. At june 30, 2000, in accordance with the

" Advances, Collateral Pledge and Security Agreement with the

FHLBNY, the Bank maintained in excess of $610,500 of qual- -
ifying collateral with the FHLBNY (principally real estate
loans), as defined by the FHLBNY, to secure such advances.

14. Subordinated Notes Payable

On April 12, 2000 the Company issued subordinated notes in
the aggregate amount of $25.0 million. The notes have a fixed
rate of interest of 9.25% and mature on May 1, 2010. Interest
expense recorded on the notes, inclusive of amortization of related
issuance costs, was $521 during the year ended June 30, 2000.
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15. Income Taxes

(CONTINUED)

The Company’s Federal, State and City income tax provisions were comprised of the following:

Year Ended June 30,

2000 1999 o ' 1998

State State : State
Federal and City Total Federal and City - Total Federal  and City - Total
Current $11,569 $677 $12,246 $11,045 $1,685 $12,730 $8,687 '$2,698 $11,385
Deferred 2,787 184 2,971 1,915 (630) 1,285 776 (295) 481
$14,356  $861 $15217 $12,960  $1,055  $14,015 $9,463  $2,403  $11,866

In accordance with SFAS 109, deferred tax assets and
liabilities are recorded for temporary differences between the
book and tax bases of assets and liabilities.

The components of Federal and net State and City
deferred income tax assets and liabilities were as follows:

- At June 30, :
2000 1999

State © State -

Federal and City Federal and City

Deferred tax assets:
Excess book bad debt over
tax bad debt reserve -  $ 4,027  $2,629 | $3,809 $2,691
Employee benefit plans . 2,784 1,635 3,921 2,344
Tax effect of other compre-
hensive loss on securities . - :
available for sale 3,271 2,103 1,752 618
Other — — 165 102

Total deferred tax assets 10,082 6,367 9,647 5,755

Less: valuation allowance

on deferred tax assets | — —_— — —

Deferred tax assets after

valuation allowance $10,082  $6,367 $9,647  $5,755
Deferred tax liabilities:
Undistributed earnings of

subsidiary $7172 $ 16 $4865 $ 21.

Difference in book ‘and
tax carrying value of -
fixed assets - i 324 52 192 2

Tax effect of purchase ) : ’
accounting fair value -

adjustments 861 515 921 ~ 549
Other 101 61 - = -
Total deferred tax liabilities $ 8,458 $ 644 $5978 § 572
Net deferred tax asset $ 1,624  $5,723 $3,669  $5,183

During the year ended June 30, 2000, deferred tax assets
include an increase of $3,004 resulting from ad]ustments pur-
suant to SFAS 115.
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The provision for income taxes differed from that com-
puted at the Federal statutory rate as follows:

] Year Ended June 30,
2000 1999 1998
Tax at Federal statutory rate $13,157 $11,856 $ 8,737
- State and local taxes, net of -
Federal income tax-benefit =~ 560 685 1,562
Goodwill amortization 1,616 1,185 843
Benefit plan differences 42 406 532
Adjustments for prior period )
tax returns . (153) = -
Other, net - (B) (117) 193
‘ $15,217 $14,015 . $11,867
Effective tax rate 40.48% 41.37% 47.53%

Savings banks that meet certain definitions, tests, and

- other conditions prescribed by the Internal Revenue Code are

allowed to deduct with limitations, a bad debt deduction.

Prior to August, 1996, this deduction could be computed as

a percentage of taxable income before such deduction (“PTI

" Method”) or based upon actual loss experience for Federal,

New York State and New York City income taxes.

i Pursuant to SFAS 109, the Bank is not required to provide
deferred taxes on its tax loan loss reserve as of December 31,
1987 (“base year reserve”). The amount of this reserve on
which no deferred taxes have been provided is approximately

- $15,280. This reserve could be recognized as taxable income

and create a current tax liability using the income tax rates

) then in effect if one of the following occur: 1) the Bank’s

retained earnings represented by the reserve is used for pur-

 poses other than to absorb losses from bad debts, including

dividends or.distributions in liquidation; 2) the Bank fails to
qualify as a Bank as provided by the Internal Revenue Code;

~ or 3) there is a'change in federal tax law.

On August 20, 1996, Federal legislation was signed into
law which repealed the reserve method of accounting for bad




debts, including the pereentage'of taxable income method used

~ by the Bank. This repeal is effective for the Bank’s taxable
year beginning January 1, 1996. In addition, the legislation
requires the Bank to include in-taxable income its bad debt
reserves in excess of its base year reserve over a 6 to 8 year
period depending upon the maintenance of certain loan origi-
nation levels. Since the percentage of taxable income method
tax bad debt deduction and the corresponding increase in the
tax bad debt reserve in excess of the base year ‘have_‘been
treated as temporary differences pursuant to SFAS 109, this .
change in tax law had no effect on the Company s consoli-
dated statement of operations.

16. Employee Benefit Plans

Employee Retivement Plan—The Bank is a participant in a
tax-qualified noncontributory defined benefit retirement plan
with the RSI Retirement Trust. Substantially all full-time
employees are eligible for participation after one year of serv-
ice. In addition, a participant must be at least 21 years of age

at the date of enrollment. During the year ended June 30, 1998,

the Bank offered an early retirement program to all Plan par-

ticipants who met certain eligibility criterion. As a result of the

early retirement program, a non-recurring charge of $1,611
was recorded. ‘

Prior to January 21, 1999 FIBC mamtamed an employee
retirement plan covering all eligible employees (the “FIBC
Retirement Plan”). Effective, January 21, 1999, the Bank
assumed sponsorship of the FIBC Retirement Plan, for which
the projected benefit obligation and plan assets totaled $2,281
and $2,675, respectively. Participants in the FIBC Retirement
Plan, by amendment dated August 17, 1999, were provided
with full vesting on their benefits through january 21, 1999.
The projected benefit obligation and plan assets of the FIBC
Retirement Plan are reflected in the projected benefit obli-
gation and plan assets of the Bank’s pensian plan as of
June 30, 1999.

Effective April 1, 2000, the Company froze all participant
benefits under the employee retirement plan. A gain of $1,360
was recorded in June, 2000 related to this benefit curtailment.

The retirement cost for the pension plan includes the fol-
lowing components (including a non-recurring charge of $1,611

related to an-early retirement program in 1998, costs ‘associated

~with the acquired FIBC Retirement Plan obligation during the
period January 21, 1999 to June 30, 1999, and a curtailment
credit of $1,360 during the fiscal year ended June 30, 2000):

For the Year Ended June 30,

2000 1999 1998
Service cost $ 528 $ 444 § 332
Interest cost 1,129 915 781
Actual return on plan assets -{1,433) (1,272) (2,931)
Net amortization and deferral (32) (32) 1,843
Expense associated with early
retirement program —_ — 1,611
- Curtailment credit (1,360) —_ —_
Net periodic (credit) cost $(1,168) § 55 $1,636
The funded status of the plan was as follows:
June 30,
) 2000 1999
Projected benefit obligation:
Balance at beginning of period $16,604 $14,286
Service cost 527 444
_ Interest cost 1,129 915
Actuarial (gain) loss - (1,298) (393)
- Benefit payments (987) (795)
Settlements (424) 2)
Early retirement obligation . . ’ - (132)
‘Obligation of acquired plan - {1,217} 2,281
.. Balance at end of period 14,334 - 16,604
Plan assets at fair value (investmenté
in trust funds managed by RSI):
Balance at beginning of period 16,263 13,599
Return on plan assets 2,639 786
Contributions 274 —_—
Benefit payments (987) (795)
Settlements . , , (424) (2)
Assets of acquired plan : — 2,675
Balance at end of perlod 17,765 16,263
Funded status
Excess (deficiency) of plan assets over
© projected benefit obligation 3,431 (341)
Unrecognized gain (loss) from experience
different from that assumed , {1,878) 626
Unrecognized net past service liability - , — (175)
‘Prepaid r'etirement experise included v
in other assets ' $ 1,553 $ 110
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‘Major assumptions utilized were as follows: -

“At June 30,
2000 | 1999
Discount rate 7.75% 7.00%
Rate of increase in compensation levels .~ 550 5.00

Expected long-term return on plan assets .= 9.00 - 9.00

Benefit Maintenance Plan and Directors’ Retirement Plan—
During the fiscal year ended June 30, 1994, the Bank estab-

lished a Supplemental Executive Retirement Plan (“SERP”) for -

its executive officers. The SERP was established to compensate
the executive officers for any curtailments in benefits due to
the statutory limitations on benefit plans. The SERP exists as _..
a non-qualified plan which supplements the existing qualified
plans. Defined benefit and defined contribution costs are
incurred annually related to the SERP. During the year ended
June 30, 1997, the SERP was renamed the Benefit Mainte-
nance Plan (“BMP?), and sponsorship was transferred to the
Company. As of June 30, 2000 and 1999, the Benefit Mainte--
nance Plan has an investment in the Company’s common stock
of $1,790 and $831, respectively. Accrued benefits under the
defined benefit portion of the BMP was suspended when bene-
fit accruals under the tax-qualified plan were suspended.
Effective July 1, 1996, the Company established a non-
qualified Retirement Plan for all of its outside directors, which

will provide benefits to each eligible outside director comimenc-
ing upon their termination of Board service or at age 65. Each .

outside director who serves or has agreed to serve as an outside

director will automatically become a pérticipant in the Plan.
The retirement cost for the defined benefit portion of the

BMP and Directors’ Retirement plan include the following

components:
For the Year Ended June 30,
2000 1999 1998
Service cost . _ %151 |- $141 $104
Interest cost . : 282 236 248
Net amortization and deferral . . 173 175 © 170
Curtailment credit (131) — —
$475 $552°  $522

The defined contribution costs incurred by the Bank
related to the BMP/SERP for the years ended June 30, 2000,
1999 and 1998 were $924, $990 and $522, respectively.
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" 'The funded status of the defined benefit porﬁon of the

' plans was as follows:

June 30,
2000 1999
Projected benefit obligation:
Balance at beginning of period $ 3,964 $ 3,562
Service cost 151 141
Interest cost ) 282 236
Benefit payments v — —
Actuarial (gain) loss ) (55) 25
Balance at end of period 4,342 3,964
Plan assets at fair value: '
Balance at beginning of period — —
. Contributions ’ — S —
Benefit payments - L — —
Balance at end of period . — —
Funded status:
Deficiency of plan assets over projected :
benefit obligation (4,342) (3,964)
Benefit curtailment : 760 —
Unrecognized gain from experience -
different from that assumed 744 1,088
-Unrecognized net past service liability 228 739
Accrued expense included in other liabilities ~ $(2,610) $(2,137)
Amount recognized in statement of
financial condition consists_of:
Accrued liability o $(3,271) $(2,887)
Intangible asset . _ 661 750
Net amount recognized $(2,610) $(2,137)

Major assumptions utilized were as follows:

At June 30,

2000 1999
Directors’ Directors’
Retirement Retirement
) BMP Plan BMP Plan

~ Discount rate- 7.75%. 7.50% 7.00% 7.25%
Rate of increase )

in compensation : :
“levels 550 ' 4.00 5.00 - 4.00

401(k) Plan—The Bank also has a 401(k) plan which covers
substantially all employees. Prior to May 31, 1996, under

such plan the Bank matched 50% of each participant’s contri-
bution up to 6% of the participant’s annual compensation for




the first four years of participation and thereafter 100% of the
participant’s contribution up to a maximum of 6%. Effective
May 31, 1996, the plan was amended whereby the Bank ceased
all contributions to the plan, and effective January 1, 1997,
the Bank ceased all participant pre-tax contributions to the
Plan. As a result, no expense was recorded related to the 401(k)
plan during the fiscal years ended June 30, 2000, 1999 and
1998. Effective July 1, 2000, participant contributions of up
to 12% of “covered compensation,” as defined by the Plan,
and employer profit-sharing type contributions of 3% of
“covered compensation” were reinstated for all part1c1pants
of the 401(k) plan.

The 401(k) plan owns participant investments in the
Company’s common stock for the accounts of participants
which totaled $3,532, $5,001 and $6,630 at June 30, 2000,
1999 and 1998, respectively.”

Postretivement Benefits Other Than Pensions—The Bank
offers additional postretirement benefits to its retired employ-
ees who have provided at least five (5) consecutive years of
credited service and were active employees prior to April 1,
1991, as follows: ‘

(1) Employees who retired prior to April 1, 1991 receive
full medical coverage in effect until their death at no
cost to such retirees;

(2) Eligible employees retiring after April 1, 1991 will be
eligible for continuation of their medical coverage. in
effect at the time of such employees’ retirement until
their death. Throughout an employee’s retirement, the
Bank will continue to pay the premiums for this cov-

“erage up to the premium amount paid for the first
year of retirement coverage. Should the premiums
increase, the employee will have to pay the differen-
tial to maintain full medical coverage.

Postretirement medical benefits are orly available to
those full-time employees who, upon termination of service,
start collecting retirement benefits immediately from the Bank.
The Bank reserves the right at any time, and to the extent per-
mitted by law, to change, terminate or discontinue any of the
group benefits, and can exercise the maximum discretion per-
mitted by law, in administering, interpreting, modifying or
taking any other action with respect to the plan or benefits.

The postretirement cost includes the following components:

For the Year Ended June 30,

» 2000 1999 1998

Service cost  $50 $ 48 $ 37

- Interest cost 7 197 179 178
Unrecognized past service liability (17) (20) (29)

) $230 ~$207 ~ $186

The funded status of the postretlrement benefit plan was

as follows:
June 30,
2000 1999
Projected benefit obligation:; :

" Balance at beginning of period $ 2,888 $2,714
Service cost o - 50 48
Interest cost : 197 179
Actuarial (gain) loss ' (678) 80
Benefit payments . (150) (133)
Balance at end of period ) 2,307 7 2,888
Plan assets at fair value:

Balance at beginning of period —_ —
Contributions . 150 133
Benefit payments : ’ {150) |~ (133)
Balance at end of period — —_
Funded status: '
Deficiency of plan assets over prOJected

benefit obligation . (2,307) (2,888)
Unrecognized gain (loss) from experience

different from that assumed (238) 451
Unrecognized net past service liability . (240) (268)
Accrued expense included in other liabilities $(2,785) | - $(2,705)

The assumed medical cost trend rates used in computing
the accumulated postretirement benefit obligation was 6.50%
in 1999 and was assumed to decrease gradually to 5.0% in
2005 and to remain at that level thereafter. Increasing the

" assumed medical care cost trend rates by 1% in each year

would increase the accumulated postretirement benefit obliga-
tion by approximately $102. The assumed discount rate and
rate of compensation increase used to measure the accumu- |
lated postretirement benefit obligation at June 30, 2000 were
7.75% and 5.50%, respectively. The assumed discount rate
and rate of compensation increase used to measure the accu-
mulated postretirement benefit obligation at June 30, 1999
were 7.00% and 5.00%, respectively.
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Employee Stock Ownership Plan—In connection with the
Conversion, the Board of Directors of the Company adopted
the Dime Community Bancshares Employee Stock Ownership

_ Plan (the “ESOP”). The ESOP borrowed $11,638 from the

Company and used the funds to purchase 1,163,800 shares of
the Company’s common stock. The loan was originally to be
repaid principally from the Bank’s discretionary contributions
to the ESOP over a period of time not to exceed 10 years from
the date of the Conversion. Effective July 1, 2000, the loan
agreement was amended to extend the repayment period to
thirty years from the date of the Conversion, with the right of
optional prepayment. The loan had an outstandihg balance of
$6,853 and $8,016, respecnvely at June 30, 2000 and 1999
and a fixed rate of 8.0%."

Shares purchased with the loan proceeds are held ina
suspense account for allocation among participants as the loan
is repaid. Contributions to the ESOP and shares released from
the suspense account are allocated among participants on the
basis of compensation, as described in the plan, in the year of

allocation. The ESOP vests at a rate of 25% per year of serv-

ice beginning after two years with full vesting after five years,
or upon attainment of age 65, death, disability, retirement

or in the event of a “change of control” of the Company as _

defined in the ESOP. Shares of common stock allocated to par-
ticipating employees totaled 116,380, 115,832 and 116,380

during the years ended June 30, 2000, 1999 and 1998. The | '

ESOP benefit expense recorded in accordance with SOP 93-6

for allocated shares totaled $2,167, $2,595 and $2,670, respec- =

tively, for the years ended June 30, 2000, 1999 and 1998.
Stock Benefit Plans

Recognition and Retention Plan (“RRP”)—In December,
1996, the Company’s shareholders approved the RRP, which
is designed to encourage key officers and directors of the
Company and Bank to remain with the Company, as well as
to provide these persons with a proprietary interest in the
Company. All allocated RRP shares vest on February 1st of
each year over a total period of five years, and become 100%
vested in the event of death, disability or retirement of the
participant, or in the event of a “change of control” of the
Company as defined by the RRP. The Company continues
to account for compensation expense under the RRP under
APB 25, measuring compensation cost based upon the average
acquisition value of the RRP shares.
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The following is a summary of activity related to the
RRP for the years ended June 30, 2000, 1999 and 1998:

At or for the Year Ended June 30,

] 2000 | . 1999 1998
Shares acquired® - 13,586 146,770 —_
Shares vested 103,456 | 103,456 164,876
Shares forfeited ' - — | . 3,200 —_
Unallocated shares—end of period 60,356 | * 46,770 —
Unvested allocated shares—end
of period 206,912 310,368 417,024
Compensation recorded to expense  $1,928 $1,922 $2,708
- Effects of accounting for
cor'npensa'.tionru'nder
SFAS 123 instead of APB 25:
Decrease in corhpensation
expense $ 428 $ 422 $ 601
Increase in basic EPS . $ 0.02 $ 002 $ 0.03
Increase in diluted EPS $ 0.02 $ 002 §$002

(@) Represents awarded shares refained for tax withholding.

The effects of applying SFAS 123 for disclosing compen-

" sation cost may not be representative of the effect on reported

net incomme for future years.

Stock Option Plan—In November, 1996, the Company
adopted the Dime Community Bancshares, Inc. 1996 Stock
Option Plan for Outside Directors, Officers and Employees
(the “1996 Stock Option Plan”), which permits the Company
to grént up to 1,454,750 incentive or non-qualified stock
options to outside directors, officers and other employees of
the Company or the Bank. The Compensation Committee of

“the Board of Directors administers the Stock Option Plan and

authorizes all option grants.

On December 26, 1996, 1,393,425 stock options were
granted to outside directors, officers and certain employees.
All stock options granted under the 1996 Stock Option Plan

expire on December 26, 2006. One-fifth of the shares granted -

to participants under the 1996 Stock Option Plan become
exercisable by participants on December 26, 1997, 1998,
1999, 2000 and 2001, respectively.

~ On January 21, 1999, holders of stock options which had
been granted by FIBC to purchase 96,975 shares of FIBC com-
mon stock were converted into options to purchase 177,286
shares DCB common stock (the “Converted Options™). The
expiration dates on all Converted Options remained unchanged
from initial grant by FIBC.



On January 20, 2000, 66,500 stock options remaining
under the 1996 Stock Option Plan were granted to officers
and certain employees. All of these stock options expire on
January 20, 2010. One-fifth of the shares granted to partici-
pants under this grant become exercisable by participants on
January 20, 2001, 2002, 2003, 2004 and 2005, respectively.

Activity related to the Stock Option Plan for the fiscal
years ended June 30, 2000, 1999 and 1998 is as follows:

Year Ended June 30,
2000 1999 1998

Options outstanding—beginning of year 1,525,211 1,38'8,2257 1,393,425
Options granted v 66,500 — —
FIBC stock options converted into -

Company stock options - 177,286 —
Options exercised . . . 365 32,300 3,600
Options forfeited - — 8,000 1,600

Options outstanding—end of year 1,591,346
Remaining options available for

grant under the plan 4,425 70,925 62,925

1,525211 1,388,225

Exercisable options at end of year 1,024,946 771,361 305,225
Weighted average exercise price on ' - '
exercisable options—end of year $13.45 $13.10 ‘$14.50

The weighted average fair value per option at the date of
. grant/conversion for stock options granted/converted was esti-

mated as follows:
’ Granted FIBC Converted

Options® Options
Estimated fair value on date - o
of grant/conversion $5.69 $13.81
Pricing methodology utilized Binomial Option Binomia! Option
Expected life (in years) - i 10 10
Interest rate . . 578% . - 5.25%
Volatility - 23.42 22.78 .
Dividend yield 1.54 2.00

(a) Represents weighted average of stock options granted on
December 26, 1996 and January 20, 2000.

The Company continues to account for stock options
under APB 25, accordingly no compensation cost has been
recognized. Had the Company recorded compensation expense
under the fair value methodology encouraged under SFAS 123,
compensation expense would have increased by $1,108, $1,063
and $1,063, respectively, for the years ended June 30, 2000,
1999 and 1998, net income would have decreased by $598,
$574 and $574 respectively for the years ended June 30, 2000,
1999 and 1998, both basic and diluted earnings per share
would have decreased by $0.05 for the years ended June 30,
2000, 1999 and 1998. The effects of applying SFAS 123 for
disclosing compensation cost may not be representative of the
effect on reported net income for future years. R

17. Commitments and Contingencies

Mortgage Loan Commitments and Lines of Credit—
At June 30, 2000 and 1999, the Bank had outstanding com-
mitments to make mortgage loans aggregating approximately
$55,113 and $111,008, respectively.

At June 30, 2000,.commitments to-originate fixed-rate
and adjustable-rate mortgage loans were $345 and $54,768

“respectively. Interest rates on fixed-rate commitments ranged

between 7.0% to 8.5%. Substantially all of the Bank’s com-
mitments will expire within two months. A concentration risk
exists with these commitments as virtually all of the outstand-
ing mortgage loan commitments involve multi-family and
underlying cooperative properties located within the New

York City metropolitan area.
The Bank had available at June-30, 2000 unused lines of

. credit with the Federal Home Loan Bank of New York totaling

$100,000, expiring on September 13, 2000.

Lease Commitments—At June 30,2000, aggregate net mini-
mum annual rental commitments on leases are as follows:

Year Ended

_ Juue 30, Amount
2001 $ 731
2002 o ] : 588
2003 o ’ 578
2004 T ) : 564
2005 . o ) E 458

" Thereafter ~ 1,301

Net rental expense for the years endéd June 30, 2000, 1999
and 1998 approximated $84, $150, and $183, respectively.

: Litig_ation—Thé Company and its subsidiary are subject to

certain pending and threatened legal actions which arise out of
the normal course of business. Management believes that the
resolution of any pending or threatened litigation will not
have a material adverse effect on the financial condition or
results of operations.

18. Fair Value of Financial Instruments

The following disclosure of the estimated fair .value of finan-
cial instruments is made in accordance with the requirements
of Statement of Financial Standards No. 107, “Disclosures
About Fair Value of Financial Instruments.” The estimated
fair value amounts have been determined by the Company
using available market information and appropriate valuation
methodologies. However, considerable judgment is required to

interpret market data to develop the estimates of fair value.
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Accordingly, the estimates presented herein are not necessarily
indicative of the amounts-the Company could realize in a cur-
rent market exchange. The use of different market assump-
tions and/or estimation methodologies may have a material
effect on the estimated fair value amounts.

Cash and Due from Banks—The fair value is assumed to
be equal to their carrying value as these amounts are due
upon demand.

Investment Securities and Mortgage-Backed Securities—
The fair value of these securities is based on quoted market
prices obtained from an independent pricing service.

Federal Funds Sold and Short-Term Investments—The fair
value of these assets, principally overnight deposits, is assumed
to be equal to their carrying value due to their short maturity.

Federal Home Loan Bank of New York (FHLBNY) Stock—
The fair value of FHLBNY stock is assumed to be €qual to

- the carrying value as the stock is carried at par value and
redeemable at par value by the FHLBNY. '

Loans, Loans Held for Sale and Accrued Interest
Receivable—The fair value of loans receivable is determined
by utilizing either secondary market prices, or, to a greater
extent, by discounting the future cash flows, net of prepayments
of the loans using a rate for which similar loans would be

originated to new borrowers with similar terms. This method-

ology is applied to all loans, inclusive of impaired and non-
accrual loans. Accrued interest is stated at carrying amount.

Deposits and Accrued Interest Payable—The fair value of
savings, Money Market, NOW, Super NOW and cheéking

~ accounts is assumed to be their carrying amount. The fair
value of certificates of deposit is based upon the discounted
value of contractual cash flows using current rates for instru- .
ments of the same remaining maturity. Accrued interest
payable is stated at its carrying amount.

Escrow and Other Deposits—The estimated fair value of
escrow, other deposits and borrowed funds is assumed to be
the amount payable at the reporting date.

Borrowed Funds—The carrying amount is a reasonable esti-
mate of the fair value for borrowings which are either short-

term or for which applicable interest rates reprice based upon
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changes in market rates. For medium- and long-term borrow- -

" ings, fair value is based upon discounted cash flows through

contractual maturity, or earlier call date, if expected to be
called at rates currently offered at the balance sheet date
for similar terms. Accrued interest payable is stated at its

carrying amount.

_ Other Liabilities—The estimated fair value of other liabilities,

which primarily include trade accounts payable, is assumed to

be their carrying amount.

Commitments to Extend Credit—The fair value of commit-

ments is estimated using the fees currently charged to enter
into similar agreements, taking into account the remaining
terms of the agreements and the present creditworthiness of

. the counterparties. For fixed-rate loan commitments, fair

value also considers the difference between current levels of
interest rates and the committed rates.

The estimated fair values of the Company’s financial
instruments at June 30, 2000 and 1999 were as follows:

June 30, 2000
Carrying Fair
Amount Value
Assets: o :
Cash and due from banks : : $ 15371 $ 15,371
Investment securities held to maturity 17,489 31,768
Investment securities available for sale 121,121 121,121
Mortgage-backed securities held to maturity - 13,329 13,263
Mortgage-backed securities available for sale 429,361 429,361
Loans and-loans held for sale 1,706,515 1,726,469
Federal funds sold and short-term investments 9,449 9,449
FHLB stock 42,423 42,423
Liabilities: )
Savings, Money Market, NOW,
Super NOW and checking accounts 600,983 600,983
Certificates of Depdsit 618,165 616,159
" Escrow and other deposits : : 35,161 35,161
Borrowed funds 1,014,027 1,009,778
Off-Balance-Sheet

Commitments to extend credit — (499)




June 30, 1999

~and p0331bly additional dlscrenonary actions by regulators

) tha1 1f undertaken, could have a direct material effect on the

- tain off-balance-sheet items as calculated under regulatory
" accounting practices. The Bank’s capital amounts and classifi-

Carrying Fair

7 ‘Amount Value
Assets:
Cash and due from banks ; $ 17801 $ 17,801
Investment securities held to maturity ©31,698.. 31,768
Investment securities available for sale . 146,'6:32 146,632
Mortgage-backed securities held to maturity 22,820 23,192 o
Mortgage-backed securities available for sale 502,847 502,847
Loans and loans held for sale 1,368,260 1,375,248
Federal funds sold ) o 11,011 11,011
FHLB stock 28,281 - 28,281
Liabilities:
Savings, Money Market, NOW,

Super NOW and checking accounts ' 543,810 543,810
Certificates of Deposit 703,251 701,695 -

Escrow and other deposits 36,577 36,577

~ table below). The Bank’s primary regulatory agency, the OTS,

Borrowed funds 731,660 . 682,376
Off-Balance-Sheet
Commitments to extend credit : — . (1,316)

19. Treasury Stock

The Company repurchased 1,111,779 shares, 937,929
shares and 919,837 shares of its common stock into treasury
during the fiscal years ended June 30, 2000, 1999 and 1998,
respectively. All shares were repurchased in accordance with
applicable regulations of the Office of Thrift Supervision and
Securities and Exchange Commission. On January 21, 1999,
the Company reissued 1,504,704 shares of treasury stock in
conjunction with its acquisition of FIBC.

20. Regulatory Matters

The Bank is subject to varicus regulatory capital requirements
administered by the federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory

.nation of the Office of Thrift Supervision under the Uniform

" stances or risk profile of the institution. The Bank is also sub-

_ forth by the FDIC. These regulations require the Bank to
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Bank’s financial statements. Under capital adequacy gnidelines
and the regulatory framework for prompt corrective action,
the Bank must meet specific capital guidelines that involve
quantitative measures of the Bank’s assets, liabilities, and cer-

cation are also subject to qualitative judgments by the regula-
tors about components, risk weightings, and other factors.
Quantitative measures that have been established by reg-
ulation to ensure capital adequacy require the Bank to main-
tain minimum capital amounts and ratios (set forth in the

requires that the Bank maintain minimum ratios of tangible
capital (as defined in the regulations) of 1.5%, leverage capital
of 4%, and total risk-based capital (as defined) of 8%. In
addition, insured institutions in the strongest financial and
managerial condition, with a rating of one (the highest exami-

Financial Institutions Rating System) are required to maintain
a leverage capital ratio of not less than 3.0% of total assets
(the “leverage capital ratio”). For all other banks, the mini-
mum leverage capital reqﬁiremeﬁt is 4.0%, unless a higher
leverage capiral ratio is warranted by the particular circum-

ject to prompt corrective action requirement regulations set

maintain minimum of Total and Tier I capital (as defined

in the regulations) to risk-weighted assets (as defined), and

of Tier I capital (as defined) to average assets (as defined).
Management believes, as of June 30, 2000, that the Bank
meets all capital adequacy requirements to which it is subject.
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As of June 30, 2000, the most recent notification from the OTS categorized the Bank as “well capitalized” under the regu-

latory framework for prompt corrective action. To be categorized as “well capitalized” the Bank must maintain minimum total
risk-based, Tier I risk-based, Tier I leverage ratios as set forth in the table. There are no conditions or events since that notification

that management believes have changed the institution’s category..

As of June 30,2000
v To Be Categorized as
“Well Capitalized”
For Capital Under Prompt
Adequacy Corrective Action
- Actual Purpqses Provisions
) Amount Ratio Amount Ratio Amount Ratio
Tangible capital $136,772 5.76% $ 35,600 7 1.5% N/A N/A
Leverage capital 136,772 5.76 94,934 4.0 N/A N/A
Total risk-based capital (to risk-weighted assets) 151,556 11.62 104,386 8.0 $130,483 10.00%
Tier I risk-based capital (to risk-weighted assets) 136,772 10.48 N/A N/A 78,290 6.00
Tier I leverage capital (to average assets) 136,772 5.82 N/A N/A 117,417 5.00
As of June 30, 1999
To Be Categorized as
. “Well Capitalized”
For Capital Under Prompt
Adequacy Corrective Action
Actual Purposes “Provisions ~
Amount - Ratio Amount - Ratio Amount Ratio
Tangible capital $123,817 5.83% $31,846 1.5% N/A N/A
Leverage capital 123,817 5.83 63,693 - 3.0 . N/A N/A
Total risk-based capital (to risk-weighted assets) 138,123 1145 96,515 8.0 $120,644 10.00%
Tier I risk-based capital (to risk-weighted assets) 123,817 10.28 "N/A N/A 72,387 6.00
Tier I leverage capital (to average assets) 123,817 6.52 . N/A - N/A 94,904 5.00

The following is a reconciliation of generally accepted accounting principles (GAAP) capital to regulatory capital for the Bank:

At June 30,
2000 1999
Tangible  Leverage Risk-Based Tangible Leverage Risk-Based
Capital Capital Capital Capital Capital Capital
GAAP capital $194,236 $194,236 $194,236 $189,405 $189,405 $189,405
Non-allowable assets: . i )
Core deposit intangible (3,760) (3,760} (3,760) " (4,585) (4,585) (4,585)
Unrealized loss on available for sale securities 6,550 6,550 6,550 3,868 3,868 . 3,868
Goodwill (60,254) - (60,254) (60,254) | . " (64,871) (64,871) (64,871)
General valuation allowance —_ — 14,784 ) — — 14,306
Regulatory capital 136,772 136,772 151,556 123,817 123,817 138,123
Minimum capital requirement 35,600 - 94,934 104,386 31,846 63,693 96,515
Regulatory capital excess. . $101,172 $ 41,838 $ 47,170 $ 91,971 $ 60,124 $ 41,608
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21. Quarterly Financial Information . ' 22. Condensed Parent Company Only

L . : . Financial Statements
The following represents the unaudited results of operations

for each of the quarters during the fiscal years ended June 30, The following statements of condition as of Juné 30, 2000
2000 and 1999. ] ) ~ and 1999, and the related statements of operations and cash
For the Three Months Ended ~ flows for the years ended June 30, 2000, 1999 and 1998

Sept. 30, Dec. 31, March31, June 30, reflect the Company’s investment in its wholly-owned sub-

‘ S 1% LZQOO 2000 sidiaries, the Bank and 842 Manhattan Avenue Corp., using
Net interest income $16,560 $16,729 $16,746 $16,768 the equity method of accountin g:
Provision for loan losses 60 60 60 60 )
Net interest income after : } DIME COMMUNITY BANCSHARES, INC.
provision for loan losses 16,500 16,669 16,686 16,708 CONDENSED STATEMENTS OF FINANCIAL CONDITION
Non-interest income ) 2,103 1,497 1,442 1 At June 30,
Non-interest expense . 8,886 9,009 '8,811 73089  (porrarsiNTHOUSANDS) . 2000 1999
Income before income taxes 9,717 9,157 9,317 9,400 ASSETS:
Income tax expense : 4,157 3,741 . 3,655 3,764 Cash and due from banks o ) $ 37 $ 61
Net income _ ‘$ 5560 $5416 $ 5762 $ 5636 Investment securities available for sale 18,881 9,529
Earninas oer share: Mortgage-backed securities available for sale 42,015 - 45,248
B mas p are™ $ 048 § 047 § 051 § 052 Federal funds sold and short-term investments 8,830 3,517
ane : 2 - : _ ESOP loan to subsidiary 6.853 8,016
_Diluted ) $ 045 $ 045 $ 049 $ 050 Investment in subsidiary : 194,422 189,575
" Receivable for securities sold ~ ~ —_ —
For the Three Months Ended ' ,O,ther assets - i - 1.256 264 o
‘Sept. 30, . Dec. 31, March 31, June 30, . Total assets $272,294 $256,210 @
Net interest income $12,833  $12,833 $15,913 ° '$16,592 - STOCKHOLDERS’ EQUITY:
Provision for loan losses 60 60 60 60 Securities sold under agreement to
Net interest income after . . ’ repurchase ) $ 39,126 $ 43,766
provision for loan losses 12,773 12,773 15,853 16,532 - Subordinated notes payable 25,000 —
Non-interest income 1,021 2,060 1,482 1,875 Other liabilities - 7 1,125 875
Non-interest expense 6,692 7,074 8,172 8,555 ~ Stockholders® equity : 207,043 211,569
Income before income taxes 7,102 7,759 ~ 9,163 9,852 - Total liabilities and
Income tax expense 3,119 3,074 3,614 4,208 stockholders’ equity $272,294 | $256,210
Net income $3,983 $4685 $5549 §$ 5644 ‘ B '
Earnings per share?: o ‘
Basic ~$ 038 § 046 $ 049 $ 049
Diluted $ 035 $ 042 $ 045 § 045

(1) On January 21, 1999, the Company completed the FIBC acquisition.

(2) The quarterly earnings per share amounnts, when added, may not
agree to earnings per share reported on the Consolidated State-
ment of Operations due to differences in the computed weighted
average shares outstanding as well as rounding differences.

- DIME COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES




NOTES TO CONSOLIDATED

FINANCIAL STATEMENTS

DIME COMMUNITY BANCSHARES, INC.

CONDENSED STATEMENTS OF OPERATIONS
For the Year Ended June 30,

(DOLLARS IN THbUSANDs) 2000 1999 1998
Net interest income $ 1,214 $ 1,503 §$ 2,041
Dividends received from Bank 18,013 54,000 13,000
Gain on sales of securities 117 - 555 2521
Non-interest expense ) (447) (431) (481)
Income before income taxes and

equity of undistributed

(overdistributed) earnings ,

of subsidiaries™ . 18,897 55,627 15,081
Income tax expense . 435 - 752 935

" Income before equity of

undistributed (overdistributed) . :

earnings of subsidiaries . 18,462 54,875 14,146
Equity in (overdistributed) '

undistributed earnings of :

subsidiaries™ 3912 | (35,014) (1,048)
Net income $22,374 | $19,861 $13,098

(1) The equity in overdistributed earnings of subsidiaries for the years
ended June 30, 2000, 1999 and 1998, represents dividends paid

to the Company by its subsidiaries in excess of the current year's

 earnings of subsidiaries.

DIME COMMUNITY BANCSHARES, INC. AND SUBSIDIARIES

(CONTINUED)

DfMF. COMMUNITY BANCSHARES, INC.

- CONDENSED. STATEMENTS OF CASH FLOWS

For the Year Ended June 30,

(DOLLARS IN THOUSANDS) 2000 - 1999 1998
Cash Flows from
Operating Activities: .
Net income $22374 | $19,861 § 13,098
Adjustments to reconcile net income to  ~
et cash provided by operating activities:
Equity in (undistributed) over dis- :
tributed earnings of subsidiaries (3,912) 35,014 1,048
Gain on sale of investment )
securities available for sale - {117) (555) (520)
Net accretion of discount.on
. securities available for sale 279 - (283) (291)
Decrease (increase) in other assets (992) (80) 160
Decrease (increase) in receivable )
for securities purchased — 1,264 (1,264) .
Decrease in other liabilities 9) (747) (71)
Net cash provided by operating activities 17,623 54,474 12,160
‘Cash Flows from :
Investing Activities:
(Increase) decrease in federal funds
sold and short-term investments {5,313} (2,226) 4,749
Proceeds from sale of investment )
securities available for sale 341 9,373 13,439
Proceeds from calls and maturities of ‘
investment securities available for sale — 5,000 13,500
Purchases of investment securities ’
available for sale ) {10,069) (5,425) (20,940)
Purchases of mortgage-backed
securities available for sale (9,906) (54,015) —
Principal repayments on mortgage-
backed securities available for sale 12,779 8,485 —
Principal repayments on ESOP loan 1,164 691 911
Cash disbursed in acquisition of Financial
Bancorp, net of cash acquired —_ (33,068) —
Net cash (used in) provided by
_ investing activities’ (11,004) (71,185} 11,659
Cash Flows from .
Financing Activities:
(Decrease) increase in securities sold
under agreement to repurchase {4,640} 43,766 —_—
Proceeds from issuance of ) .
subordinated notes payable 25,000 — —_
Common stock issued for
exercise of stock options - 468 52
“Cash dividends paid to stockholders (7,704) (5,919)  (2,635)
Purchase of treasury stock {19,299) (21,198) (20,767)
Purchase of common stock by
Benefit Maintenance Plan : — (400) (431)
Net cash (used in) provided by
financing activities- (6,643) 16,717  (23,781)
Net (decrease) increase in cash
and due from banks - {24) 6 38
Cash and due from banks,
_ beginning of period 61 55 . 17
Cash and due from banks, '
end of period $ 37 | § 61 55




INDEPENDENT AUDITORS® REPORT

To the Stockholders and the Board of Directors of
Dime Community Bancshares, Inc. and Subsidiaries

We have audited the accompanying consolidated state-
ments of financial condition of Dime Community Bancshares,
Inc. and Subsidiaries (the “Company™) as of June 30, 2000
and 1999, and the related consolidated statements of opera-
tions, changes in stockholders’ equity and comprehensive
income and cash flows for each of the three years in the
period ended June 30, 2000. These financial statements are
the responsibility of the Company’s management. Our réspon-
sibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance W1th auditing
standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the consolidated
financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An

audit also includes assessing the accounting principles used

and significant estimates made by management, as well

 as evaluating the overall financial statement presentation.

We believe that our audits prov1de a reasonable basis for
our opinion.
In our opinion, the consolidated financial statements

referred to above present fairly, in all material respects, the

financial position of the Company as of June 30, 2000 and
1999, and the results of their operations and their cash flows
for each of the three years in the period ended June 30, 2000
in conformity with accounting principles generally accepted in
the United States of Amemca

Deloth *jww (P

| New York, New York
August 11,2000




MARKET FOR OUR COMMON STOCK
AND RELATED STOCKHOLDER MATTERS

Our common stock is traded on the Nasdaq National Market®
and quoted under the symbol “DCOM.” Prior to June 15, 1998,
our common stock was quoted under thé symbol “DIME.”

‘The following table shows the high and low sales price for
our common stock and dividends declared during the period
indicated. Our common stock began trading on June 26, 1996,
the date of the initial public offering.

Fiscal Year End June 30, 2000 " Fiscal Year End June 30, 1999

High Low High . Low
7 ‘ Dividends - Sales Sales | - Dividends Sales Sales
Quarter Ended Declared Price Price : Declared. Price © Price
September 30" : $0.15 $23%:  $20% | $0.10 $28% $15%
December 31% ' S 047 2% 17 0.12 27 The 14 %
March 31* 0.17 177% 13% 0.14 25% 19%
June 3’0th ' . - 0.17 18 %2 15% 0.15 23 7% ‘ 20

On June 30, 2000, the last trading date in the fiscal year,
our stock closed at $16%. At September 22, 2000, we had
approximately 860 shareholders of record, not including the
number of persons or entities holding stock in nominee
or street name through various brokers and banks. There
—@ were 11,664,174 shares of common stock outstanding at

© June 30, 2000. o
As the principal asset of the Company, the Bank could be

called upon to provide the principal source of funds for pay-
ment of dividends by the Company. The Bank will not be per-
mitted to pay dividends on its capital stock if its stockholders’
equity would be reduced below applicable regulatory require-
ments or the amount required for the liquidation account
established during the Bank’s conversion. See Note 2 to the
Consolidated Financial Statements of the Company for a fur-
ther discussion of the liquidation account. The OTS limits all
capital distributions by the Bank directly or indirectly to us,
including dividend payments. As the subsidiary of a savings
and loan holding company, the Bank must file a notice with
the OTS for each capital distribution. However, if the total
amount of all capital distributions (including each proposed
capital distribution) for the applicable calendar year exceeds
net income for the calendar year to date plus the retained net -
income (i.e., net income after deductmg prior capltal distribu-
tions) for the preceding two years, then the Bank must file an
application to receive the approval of the OTS for the pro-
posed capital distribution. In addition, capital distributions
from the Bank to the Company, if in excess of established
*limits, could result in recapture of the Bank s New York State
and City bad debt reserves. .

DIME COMMUNITY BANCSHARES, INC. . AND SUBSIDIARIES

Unlike the Bank, we are not subject to OTS regulatory

- restrictions on the payment of dividends to our shareholders,

although the source of such dividends will be dependent on
the net proceeds retained by us and earnings thereon and may
be dependent, in part, upon dividends from the Bank. We are
subject, however, to the réquirements of Delaware law, which
generally limit dividends to an amount equal to the excess of
our net assets (the amount by which total -assets exceed total
liabilities) over its statutory capital, or if there is no such
excess, to its net profits for the current and/or immediately
preceding fiscal year.

Research Reports
As of the date of this report, the followmg investment firms
have issued research reports on us:

- Advest, Inc.; Friedman, Billings, Ramsey & Co., Inc.;
Keefe Bruyette & Woods, Inc.; Lehman Brothers, Inc.
McConnell Budd & Downes; Merrill Lynch & Co.;
Ryan, Beck & Co.; Sandler O’Neill & Partners, L.P.

Copies of these research reports are available upon request to:
Dime Community Bancshares, Inc
Investor Relations,’
_ 209 Havemeyer Street,
Brooklyn, NY 11211

{5 s




CORPORATE INFORMATION

Directors and Executive Officers
of the Company and Bank

Directors

Vincent F. Palagiano
Chairman of the Board and Chief Executive Officer

Michael P. Devine
President and Chief Operating Officer

Kenneth J. Mahon*
Executive Vice President and Chief Financial Officer

Anthony Bergamo
Managing Director of the Milford Plaza Hotel

George L. Clark, Jr.
President of George L. Clark Inc. Realtors

Steven D. Cohn
Managing partner at Goldberg and Cohn, Esq.

Patrick E. Curtin

Senior partner at Conway Farrell Curtin & Kelly, P.C.

Joseph H. Farrell
Chairman of Conway Farrell Curtin & Kelly, P.C.

Fred P. Fehrenbach
President of Consolidated Brokerage Corp. and
BF International Corp.

John J. Flynn
Self-employed real estate mortgage broker

Malcolm T. Kitson
Retired. Formerly a Vice President at Citibank, N.A.

Stanley Meisels
Stockbroker with Gruntal & Co. and President of
Small Business Electronics Investment Corp.

Louis V. Varone
Self-employed real estate mortgage broker

*Director of the Bank only

Executive Officers
Timothy B. King
Senior Vice President and Treasurer

Michael Pucella
Senior Vice President—Finance

Executive Officers of the Bank

Vincent J. Martucci
Senior Vice President—Morigage Officer

Transfer Agent and Registrar

Inquiries regarding stockholder administration and services
should be directed to:

ChaseMellon Shareholder Services

Overpeck Centre

85 Challenger Road

Ridgefield Park, NJ 07660

Independent Auditors
Deloitte & Touche LLP
Two World Financial Center
New York, NY 10281

General Counsel

Conway Farrell Curtin & Kelly, P.C.
63 Wall Street

New York, NY 10005-3001

Special Counsel
Thacher Proffitt & Wood

Two World Trade Center
New York, NY 10048

Investor Relations
Inquiries regarding Dime Community Bancshares, Inc. should
be directed to:

Kenneth A. Ceonzo

Dime Community Bancshares, Inc.

209 Havemeyer Street
Brooklyn, NY 11211

Annual Meeting of Shareholders

The Company’s Annual Meeting of Shareholders will be held
at 10 a.m. on November 9, 2000, at Giando on the Water,
400 Kent Avenue, Brooklyn, New York. Holders of common
stock as of September 22, 2000 will be eligible to vote.

Annual Report on Form 10-K

A copy of the Annual Report on Form 10-K for the year
ended June 30, 2000 (without exhibits), which was filed with
the Securities and Exchange Commission, is available upon
request to:

Investor Relations

209 Havemeyer Street
Brooklyn, NY 11211
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