PROFILE

OptimumBank Holdings, Inc. (the “Company”) is a bank holding company and
the parent company of OptimumBank (the “Bank”), a Florida state chartered commercial
bank. The Bank’s deposits are insured by the Federal Deposit Insurance Corporation. At
December 31, 2007, the Company had total assets of $255.3 million, net loans of $160.7
million, total deposits of $114.9 million and stockholder’s equity of $22.8 million.
During 2008, the Company had net earnings of $520,000 or $.17 and $.16 per basic and

diluted share, respectively.

OptimumBank offers real estate lending and retail banking products and services
to individuals and businesses in Broward, Miami-Dade and Palm Beach Counties. The
Bank also offers internet banking services through its “OptiNet” internet banking
website, located at www.optimumbank.com.

OptimumBank Holdings Common Stock is quoted on the NASDAQ Global
Market System under the symbol “OPHC.”
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To Our Shareholders,

In 2008, banks and financial services companies faced unprecedented weakness in both local
and national real estate markets. During this time, Congress and the various regulatory authorities
have taken extraordinary steps to restore liquidity and stability to the United States financial system,
stem the tide of home foreclosures and restore investors’ trust in markets shaken by the mortgage,
liquidity and credit crises. Some experts have said that this country is encountering some of the
worst economic times since the Great Depression.

In the midst of all of this turmoil, OptimumBank Holdings, Inc. still reported positive net
income for the year ended December 31, 2008 of $520,000, or $.17 per basic and $.16 per diluted
share, compared to net income of $1,742,000, or $.56 per basic and $.55 per diluted share, reported
for the prior year ended December 31, 2007. In a January 2009 article in the Florida Trend
magazine, we were included as one of six out of 17 of the largest publicly-traded bank holding
companies in the State of Florida to report positive earnings for the first half of 2008.

Assets as of December 31, 2008 increased to $255.7 million compared to $241.5 million at
December 31, 2007. Our securities portfolio increased to $82.2 million at December 31, 2008
compared to $58.5 million at December 31, 2007 and our net loan portfolio decreased to $160.7
million at December 31, 2008 from $173.3 million at December 31, 2007. We reduced our deposit
base from $125.0 million at December 31, 2007 to $114.9 million at December 31, 2008, because of
decreased lending activity caused by the weak real estate market.

We increased our allowance for loan losses during 2008 as a result of declining real estate
values in Florida and a worsening economic climate. The allowance for loan losses as a percentage
of total loans increased to 1.18% at the end of 2008 compared to .40% at the end of 2007. Our non-
performing loans and foreclosed assets grew during 2008 to 2.03% of total assets at the end of the
year, which is still better than most of our peers.

Stockholder’s equity continued to strengthen in 2008 as a result of our positive earnings,
increasing to $22.8 million at December 31, 2008 from $22.2 million at December 31, 2007. At
December 31, 2008, OptimumBank continued to be a classified as “well-capitalized” under the
regulatory definitions with a capital base almost double the regulatory capital requirements
necessary to remain in that category. Our book value per share at December 31, 2008 was $7.29
compared to $7.13 at December 31, 2007.

Many negative forces converged on banks and their customers during 2008 and few will
remain unaffected by this difficult economic environment as we enter 2009. Our ability to remain in
positive territory during these challenging times is a strong statement regarding our conservative
business philosophy and diligent business practices. Your continued confidence and support is
sincerely appreciated.

Yours truly,
Alberé Finch Richard L. Bév:/j:/lé\
Chairman of the Board President
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Management's Discussion and Analysis of Financial Condition and Results of Operations.
SELECTED FINANCIAL DATA

At December 31, or for the Year Then Ended

(Dollars in thousands, except per share figures)

At Year End: 2008 2007 2006 2005 2004
Cash and cash equivalents............ccccevvreiervrereennnn $ 3,220 701 1,604 1,154 3,223
Securities held to Maturity............cooccovininicinnnns 82,208 58,471 33,399 25,618 24,134
Security available for sale ..., 244 244 241 243 247
LOANS, NEL......cvvievieeicirieieee s 160,699 173,323 181,878 170,226 128,810
Loans held for sale ... - - - - 509
All Other @SSELS ....cvvvvireeeecer e 9,369 8,808 8,581 8,803 7,635

TOtal BSSELS .. $ 255,740 241,547 225,703 206,044 164,558
DEPOSIt ACCOUNTS.......cveveeieiiiierere ettt 114,925 125,034 129,502 114,064 97,994
Federal Home Loan Bank advances ...........c.cccceeeenae 68,700 56,850 56,550 52,950 37,650
Other DOITOWINGS.......cvovivririririeisieieieieieeeie e 41,800 28,900 10,950 12,950 5,000
Junior subordinated debenture ... 5,155 5,155 5,155 5,155 5,155
All other liabilities..........ccccovviviiiiiriieeeeceee 2,395 3,361 3,123 2,515 2,036
Stockholders' eQUILY ......ccovvvvvviviriiecceeeeee e 22,765 22,247 20,423 18,410 16,723

Total liabilities and stockholders' equity ........... $_ 255,740 241,547 225,703 206,044 164,558
For the Year:
Total interest iINCOME ... 15,570 16,137 14,191 11,334 8,815
Total INterest EXPENSE......cvveeverereeiereiereierererereeeeeeas 9,211 9,700 8,063 5,841 4,032
Net INterest INCOME ... 6,359 6,437 6,128 5,493 4,783
Provision for 10an 10SSeS ..........cccovvvrvnrnnnninn, 1,374 476 265 149 136
Net interest income after provision for loan losses .. 4,985 5,961 5,863 5,344 4,647
NONINLEreSt INCOME.......c.covviririririrrrr e 393 533 628 635 690
NONINtEreSt EXPENSES........cvvverireeeeiererereeereesesiereesenens 4,545 3,749 3,574 3,396 2,801
Earnings before income taxes ........cccceevveeevverierennnn, 833 2,745 2,917 2,583 2,536
INCOME TAXES ...t 313 1,003 1,083 982 966
NEE BAMINGS ... $ 520 1,742 1,834 1,601 1,570
Net earnings per share, basic (1) .......cccorvvvveivrvrirnenns $ 17 .56 .59 .52 51
Net earnings per share, diluted (1) .......cocoevvrirrrinne. $ .16 .55 57 .50 .50
Weighted-average number of shares

outstanding, basic (1) .....ccccevervreererererererereeenens 3,120,992 3,112,227 3,101,357 3,077,949 3,051,874
Weighted-average number of shares

outstanding, diluted (1) ....cooevvrvrvvreeieririrrceen 3,164,219 3,184,744 3,233,617 3,197,124 3,147,249
Ratios and Other Data:
Return on average assets .........ocoovvveveeniiecieiniiennnes 21% 13% .85% .86% 1.06%
Return on average equity..........c.ocvvvevniiersiiersiiensnnnns 2.26% 8.16% 9.37% 9.09% 10.05%
Average equity to average assets ..., 9.15% 8.96% 9.12% 9.42% 10.53%
Net interest margin during the year.............c.coocevnee. 2.61% 2.78% 2.96% 3.08% 3.35%
Interest-rate differential during the year .................. 2.26% 2.34% 2.63% 2.84% 3.05%
Net yield on average interest-earning assets............. 6.38% 6.96% 6.85% 6.36% 6.18%
Noninterest expenses to average assets..................... 1.81% 1.57% 1.67% 1.82% 1.89%
Ratio of average interest-earning assets to

average interest-bearing liabilities...................... 1.09 1.10 1.08 1.08 1.11
Nonperforming loans and foreclosed assets as

a percentage of total assets at end of year ......... 2.03% 0.13% - - 2.54%
Allowance for loan losses as a percentage of

total loans at end of year ....... 1.18% 40% .54% 46% 49%
Total number of banking offices................. 3 3 3 3 3
Total shares outstanding at end of year (1)............... 3,120,992 3,121,132 3,109,359 3,083,653 3,067,824
Book value per share at end of year (1) .......c.ccceeuee. $ 7.29 7.13 6.57 5.97 5.45

(1) All share and per share amounts have been adjusted to reflect the 5% stock dividends declared in May 2008, 2007 and

2006.
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OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

OptimumBank Holdings, Inc. is a one-bank holding company formed in 2004. Our only business is the
ownership and operation of OptimumBank. OptimumBank is a Florida chartered bank which opened in November
2000, and its deposits are insured by the FDIC. OptimumBank provides community banking services to individuals
and businesses in Broward, Miami-Dade and Palm Beach counties.  OptimumBank conducts operations from its
Fort Lauderdale headquarters and three branch offices in Fort Lauderdale, Plantation and Deerfield Beach.

At December 31, 2008, our company had total assets of $255.7 million, net loans of $160.7 million, total
deposits of $114.9 million and stockholders' equity of $22.8 million. During 2008, our company had net earnings of
$520,000.

Critical Accounting Policies

Our financial condition and results of operations are sensitive to accounting measurements and estimates of
matters that are inherently uncertain. When applying accounting policies in areas that are subjective in nature, we
must use our best judgment to arrive at the carrying value of certain assets. One of the most critical accounting
policies applied by us is related to the valuation of our loan portfolio.

A variety of estimates impact the carrying value of our loan portfolio including the calculation of the
allowance for loan losses, valuation of underlying collateral, the timing of loan charge-offs and the amount and
amortization of loan fees and deferred origination costs.

The allowance for loan losses is one of our most difficult and subjective judgments. The allowance is
established and maintained at a level we believe is adequate to cover losses resulting from the inability of borrowers
to make required payments on loans. Estimates for loan losses are determined by analyzing risks associated with
specific loans and the loan portfolio, current trends in delinquencies and charge-offs, the views of our regulators,
changes in the size and composition of the loan portfolio and peer comparisons. The analysis also requires
consideration of the economic climate and direction, changes in the interest rate environment which may impact a
borrower's ability to pay, legislation impacting the banking industry and economic conditions specific to the tri-
county region we serve in Southeast Florida. Because the calculation of the allowance for loan losses relies on our
estimates and judgments relating to inherently uncertain events, results may differ from management’s estimates.

The allowance for loan losses is also discussed as part of "Results of Operations" and in Note 3 of Notes to
the Consolidated Financial Statements. Our significant accounting policies are discussed in Note 1 of Notes to the
Consolidated Financial Statements.

Regulation and Legislation

As a state-chartered commercial bank, the Bank is subject to extensive regulation by the Florida
Department of Financial Services and the FDIC. We file reports with the Florida Department and the FDIC
concerning our activities and financial condition, in addition to obtaining regulatory approvals prior to entering into
certain transactions such as mergers with or acquisitions of other financial institutions. Periodic examinations are
performed by the Florida Department and the FDIC to monitor our compliance with the various regulatory
requirements. The Company is also subject to regulation and examination by the Federal Reserve Board of
Governors.

Loan Portfolio, Allowance for Loan Losses, Asset Quality and Credit Risk

Our primary business is making real estate loans. This activity may subject us to potential loan losses, the
magnitude of which depends on a variety of economic factors affecting borrowers which are beyond our control.
We have instituted detailed loan policies and procedures which include underwriting guidelines to minimize loss
exposure. We also have credit review procedures to protect us from avoidable credit losses. We believe our
procedures are adequate to insure asset quality and protect against credit risk, but some losses beyond our control
will inevitably occur.
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We grant the majority of our loans to borrowers throughout Broward and portions of Palm Beach and
Miami-Dade Counties, Florida. Although we have a diversified loan portfolio, a significant portion of our
borrowers’ ability to honor their contracts is dependent on the economy in Broward, Palm Beach and Miami-Dade
County, Florida, and to a lesser extent, other regions in Florida.

The following table sets forth the composition of our loan portfolio:

At December 31,
2008 2007 2006
% of % of % of

Amount  Total Amount  Total Amount  Total
(dollars in thousands)

Residential real estate........... $ 58,693 36.25% $ 65,908 38.08% $ 70,868  38.99%
Multi-family real estate......... 9,588 5.92 10,275 5.94 10,769 5.93
Commercial real estate......... 73,541 45.42 75,777 43.78 68,852 37.89
Land and construction.......... 19,223 11.87 21,093 12.19 31,022 17.07
Commercial ........cocovevverenene. - - - - - -
CONSUMET .....ocvveerveeeereereee. 878 .54 15 .01 227 A2
Total loans ...........cccveueee. 161,923 100.00% 173,068 100.00% 181,738 100.00%

Add (deduct):

Allowance for loan losses .. (1,906) (692) (974)
Net deferred loan costs
discounts..........ccevvvveunneee. 682 947 1,114
Loans, Net .......c.cceeeveveveennne $ 160,699 $173,323 $181,878
At December 31,
2005 2004
% of % of

Amount Total Amount Total
(dollars in thousands)

Residential real estate........... $ 65,016 38.29% $ 61,070 47.38%
Multi-family real estate......... 15,135 8.91 10,853 8.42
Commercial real estate......... 54,286 31.97 38,064 29.53
Land and construction.......... 34,760 20.47 18,169 14.09
Commercial ........cocoveveevennene. 570 .33 581 45
CONSUMEN ....oocvveerreiecrrereen. 43 .03 162 A3
Total loans ...................... 169,810 100.00% 128,899 100.00%

Add (deduct):

Allowance for loan losses .. 777) (628)
Net deferred loan costs

discounts........c.ccevvvvennneee. 1,193 539

Loans, Net .......ccceeeveveeeennne $170,226 $ 128,810
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The following table sets forth the activity in the allowance for loan losses (in thousands):

Year Ended December 31,

2008 2007 2006 2005 2004
Beginning balance..........cocoeveveiveveennnee, $ 692 $974 $777 $628 $ 492
Provision for loan 10SSes ........c.cccvveuenene. 1,374 476 265 149 136
Loans charged off:
Residential real estate........... (112) (758) (68) - -
Commercial real estate ........ (48) - - - -
Total Loans Charged Off .... (160) (758) (68) - -
Ending balance..........cccccevvevreccicieinnn, $1906 $692 $974 $ 777 $628

The allowance for loan losses is established as losses are estimated to have occurred through a provision for
loan losses charged to earnings. Loan losses are charged against the allowance when we believe the uncollectibility of a
loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance. In 2008, the charge-offs related
to single-family residential loans and a commercial real estate loan. In 2007, the charge-offs related to a single-family
residential loan. The allowance for loan losses represented 1.18% and .40% of the total loans outstanding at December
31, 2008 and 2007, respectively.

We evaluate the allowance for loan losses on a regular basis. It is based on our periodic review of the
collectibility of the existing loan portfolio in light of historical loss experience, the nature and volume of the loan
portfolio, adverse situations, including economic conditions, that may affect the borrower's ability to repay, estimated
value of any underlying collateral and prevailing economic conditions. This evaluation is inherently subjective as it
requires estimates that are susceptible to significant revision as more information becomes available.

The allowance consists of specific and general components. The specific component relates to loans that are
classified as impaired. For such loans, we establish an allowance when the discounted cash flows (or collateral value or
observable market price) of the impaired loan is lower than the carrying value of that loan. The general component
covers all other loans and is based on historical loss experience adjusted for qualitative factors.

We consider a loan impaired when, based on current information and events, it is probable that we will be
unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the loan
agreement. Factors we consider in determining impairment include payment status, collateral value, and the probability
of collecting scheduled principal and interest payments when due. Loans that experience insignificant payment delays
and payment shortfalls generally are not classified as impaired. We determine the significance of payment delays and
payment shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan and
the borrower, including the length of the delay, the reasons for the delay, the borrower's prior payment record, and the
amount of the shortfall in relation to the principal and interest owed.

We measure impairment on a loan by loan basis for all our loans by either the present value of expected future
cash flows discounted at the loan's effective interest rate, the loan's obtainable market price, or the fair value of the
collateral if the loan is collateral-dependent. For loans that are collateral dependent, our estimates of the fair value of
collateral are based on a variety of information, including the use of available appraisals, estimates of market value by
licensed appraisers or local real estate brokers, and the knowledge and experience of our management related to property
values in our market areas. Our management takes into consideration the type, location and occupancy of the property as
well as current economic conditions in the area the property is located in assessing estimates of fair value.
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In the table below, we have shown the two components, as discussed above, of our allowance for loan losses at
December 31, 2008 and 2007 (dollars in thousands):

At December 31,
2008 2007
Impaired loans $ 10938 $ -
Specific Allowance on Impaired Loans 1,120 -
Specific allowance as percentage of impaired loans 10.24% - %
Total loans other than impaired loans 150,985 173,068
General Allowance 786 692
General allowance as percentage of non impaired loans .52% 40%
Total loans 161,923 173,068
Total allowance for loan losses 1,906 692
Allowance for loan losses as percentage of total loans 1.18% 40%
The following table sets forth our allowance for loan losses by loan type (dollars in thousands):
At December 31,
2008 2007 2006
% of % of % of
Total Total Total
Amount Loans Amount Loans Amount Loans
Residential real estate............... $ 928  36.25% $187  38.08% $400  38.99%
Multi-family real estate............. 62 5.92 59 5.94 54 5.93
Commercial real estate............. 463 4542 379  43.78 406  37.89
Land and construction.............. 444  11.87 67 1219 114  17.07
Commercial .......cccccoeveveennene. - - - - - -
CONSUMET ..o 9 .54 - .01 - A2

Total allowance for loan losses ~ $1,906 100.00% $692 100.00% $974 100.00%

Allowance for loan losses as
a percentage of total

loans outstanding................. 1.18% 0.40% 0.54%
At December 31,
2005 2004
% of % of
Total Total
Amount Loans Amount Loans
Residential real estate............... $206 38.29% $218 47.38%
Multi-family real estate............. 81 8.91 52 8.42
Commercial real estate............. 347 31.97 240 29.53
Land and construction.............. 140 20.47 115 14.09
Commercial ........oceevveevvveennnen, 3 .33 3 .45
CONSUMET ....ocvvivviesieeirsiesiesieen - .03 - A3
Total allowance for loan losses $777 100.00% $628 100.00%

Allowance for loan losses as
a percentage of total
loans outstanding................
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Information about impaired loans, all of which are collateral dependent, is as follows (in thousands):

At December 31,
2008 2007
Loans identified as impaired:
Gross loans with no related allowance for [0SSes.........ccccccvveviveeennenne, $4,001 $ -
Gross loans with related allowance for loan losses recorded .............. 6,937 -
Less: Allowance onthese [0ans .........cccccoveveece e, (1,120) -
Net investment in impaired 10anS.........cccovvvreiniinenieneseese s $9,818 $_-

There were no impaired loans during 2006. During 2008 and 2007, the average net investment in impaired
loans and interest income recognized and received on impaired loans is as follows (in thousands):

Year Ended December 31,

2008 2007
Average investment in impaired loans.............c.cce..... $ 3,240 $1,581
Interest income recognized on impaired loans............ $_ - $__39
Interest income received on a cash basis
on impaired 10aNS.........cccc.evevecueveeeeeecce e $_ - $_39

The increase in impaired loans in 2008 is reflective of the current real estate market in Florida and the economy
in general. The net investment in impaired loans at December 31, 2008 consists of 10 land loans with a carrying value of
$7.41 million, net of related allowance for loan losses of $420,000, and one residential loan in the amount of $2.408
million, net of related allowance for loan losses of $700,000, secured by a single-family residence in Naples, Florida.
The largest impaired land loans consist of two loans in the aggregate amount of $4.299 million, net of related allowance
for loan losses of $5,033, secured by undeveloped waterfront land in North Fort Myers, Florida, and a $1.869 million
loan, net of related allowance for loan losses of $200,000, secured by waterfront lots in Bonita Springs, Florida.

At December 31, 2006 and 2005, the Company had no nonaccrual loans or loans over 90 days past due still
accruing interest. Nonaccrual and past due loans were as follows as of December 31, 2008, 2007 and 2004 (in
thousands):

At December 31,

2008 2007 2004
Nonaccrual [0ans...........ccccveiriviiieicicceeeeere e $ 5,086 $ 245 $ 3,268
Past ninety days or more, but still accruing interest.......... $__- $_- $_-

All non-accrual loans at December 31, 2008 have been identified by management as impaired loans at that date.

At December 31, 2008 and 2007, the Company had $95,000 and $79,000, respectively, of foreclosed real estate
assets.

Liquidity and Capital Resources

Liquidity represents an institution's ability to meet current and future obligations through liquidation or maturity
of existing assets or the acquisition of additional liabilities. Our ability to respond to the needs of depositors and
borrowers and to benefit from investment opportunities is facilitated through liquidity management.

Our primary sources of cash during the year ended December 31, 2008 were from other borrowings of $12.9
million, principal repayments of securities held to maturity of $11.4 million, net repayments of loans of $10.0 million
and proceeds from Federal Home Loan Bank advances of $22.5 million. Cash was used primarily to purchase securities
held to maturity totaling $35.6 million, repayment of Federal Home Loan Bank advances of $10.7 million and to fund

7
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deposit withdrawals of $10.1 million. We adjust rates on our deposits to attract or retain deposits as needed. In addition
to obtaining funds from depositors in our market area, from time to time we utilize brokers to obtain deposits outside our
market area.

In addition to obtaining funds from depositors, we may borrow funds from other financial institutions. We are a
member of the Federal Home Loan Bank of Atlanta, which allows us to borrow funds under a pre-arranged line of credit
equal to 40% of the Bank's total assets. As of December 31, 2008, we had $68.7 million in borrowings outstanding from
the Federal Home Loan Bank of Atlanta to facilitate loan fundings and manage our asset and liability structure. In
addition, we have an unsecured "federal funds" line of credit with Independent Bankers Bank of Florida totaling $6
million, none of which was outstanding at December 31, 2008. This credit line is normally used to meet short-term
funding demands. At December 31, 2008, we sold securities under an agreement to repurchase totaling $41.8 million.
These borrowings are collateralized by securities held to maturity with a carrying value of $55.6 million at December 31,
2008. We believe our liquidity sources are adequate to meet our operating needs.

Securities

Our securities portfolio is comprised primarily of mortgage-backed securities and a mutual fund. The securities
portfolio is categorized as either "held to maturity" or "available for sale." Securities held to maturity represent those
securities which we have the positive intent and ability to hold to maturity. These securities are carried at amortized
cost. Securities available for sale represent those investments which may be sold for various reasons including changes
in interest rates and liquidity considerations. These securities are reported at fair market value and unrealized gains and
losses are excluded from earnings and reported in other comprehensive income.

The following table sets forth the amortized cost and fair value of our securities portfolio (in thousands):

Amortized Fair
Cost Value
At December 31, 2008:
Securities held to maturity:
Mortgage-backed securities ..........ccc.cceunee. $ 82,108 $ 78,656
Foreign bond ..o 100 100
$82,208 $ 78,756
Security available for sale-
Mutual fund........ccceeveeveiiieiece e $__ 250 $_ 244
At December 31, 2007:
Securities held to maturity:
Mortgage-backed securities ...........ccocevvevenne, $58,371 $ 58,017
Foreign bond ... 100 100
$58471 $58,117
Security available for sale-
Mutual fund.......ccooeeervrnciereece e $__ 250 $_ 244
At December 31, 2006:
Securities held to maturity:
Mortgage-backed securities ..........ccccceeuen..e. $ 33,299 $ 33,050
Foreign bond........cccovevevieveicie e, 100 100
$ 33,399 $ 33,150
Security available for sale-
Mutual fund.......cccooevviiiiceccccce e, $_ 250 $_ 241
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A decline in the market value of any security below cost that is deemed to be other-then-temporary results in a
reduction of carrying value to fair value. The impairment is charged to earnings and a new cost basis for the security is
established. To determine whether an impairment is other-than-temporary, we consider (1) the length of time and the
extent to which fair value has been less than cost; (2) the financial condition and near-term prospects of the issuer; and
(3) whether we have the intent and ability to retain the investment for a period of time sufficient to allow for any
anticipated recovery in fair value. Because the decline in fair value and the unrealized losses on the investment securities
at December 31, 2008, are attributable to market conditions and not credit quality, and because we have the ability and
intent to hold these investments until a market price recovery or maturity, we do not consider these investments other-
than-temporarily impaired.

The following table sets forth, by maturity distribution, certain information pertaining to the securities portfolio
(dollars in thousands):

After One After Five
But Within Years

Within Five Through  After Ten
One Year Years Ten Years Years Total Yield

At December 31, 2008:

Mortgage-backed securities ..... $_ - $_ - $1,604 $80,504 $82,108 5.41%

Foreign bond............cccevevevnnenne $_ - $__- $_100 $_ - $_ 100 5.95%
At December 31, 2007:

Mortgage-backed securities ..... $_- $_ - $_ - $58,371 $58371 5.59%

Foreign bond...........cccceuevenanen. $_- $_ - $_100 $__ - $_ 100 5.95%
At December 31, 2006:

Mortgage-backed securities ..... $_- $__- $_ - $33,299 $33299 5.01%

Foreign bond...........cccoevevnanen. $_- $_ - $_100 $__ - $_ 100 5.95%

Regulatory Capital Adequacy

The Bank is subject to various regulatory capital requirements administered by the Federal and state banking
agencies. As of December 31, 2008, the most recent notification from the regulatory authorities categorized our Bank as
well capitalized under the regulatory framework for prompt corrective action. To be categorized as well capitalized, an
institution must maintain minimum total risk-based, Tier | risk-based, and Tier | leverage percentages as set forth in the
following tables. There are no conditions or events since that notification that management believes have changed our
category.
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The following table sets forth for the Bank the amount and the percentage of our actual regulatory capital,
regulatory capital for capital adequacy purposes, and the minimum regulatory capital to be well capitalized under the
prompt corrective action provisions of the Federal regulations (dollars in thousands).

REGULATORY CAPITAL REQUIREMENTS
Minimum
To Be Well
Capitalized Under

For Capital Adequacy Prompt Corrective

Actual Purposes Action Provisions
Amount % Amount % Amount %
As of December 31, 2008:
Total Capital to Risk-
Weighted Assets............. $ 29,357 18.91% $12,419 8.00%  $15,524 10.00%
Tier | Capital to Risk-
Weighted Assets............. 27,451 17.68 6,210 4.00 9,314 6.00
Tier | Capital
to Total Assets................ 27,451 10.71 10,254 4.00 12,818 5.00
As of December 31, 2007:
Total Capital to Risk-
Weighted Assets............. 27,966 17.95 12,465 8.00 15,581 10.00
Tier | Capital to Risk-
Weighted Assets............. 27,274 17.50 6,232 4.00 9,349 6.00
Tier | Capital
to Total Assets................ 27,274 11.15 9,787 4.00 12,234 5.00
As of December 31, 2006:
Total Capital to Risk-
Weighted Assets............. $ 26,334 16.72% $ 12,599 8.00%  $15,749 10.00%
Tier | Capital to Risk-
Weighted Assets............. 25,360 16.10 6,299 4.00 9,449 6.00
Tier | Capital
to Total Assets................ 25,360 11.24 9,026 4.00 11,282 5.00

Market Risk

Market risk is the risk of loss from adverse changes in market prices and rates. Our market risk arises primarily
from interest-rate risk inherent in our lending and deposit-taking activities. We do not engage in securities trading or
hedging activities and do not invest in interest-rate derivatives or enter into interest rate swaps.

We may utilize financial instruments with off-balance-sheet risk in the normal course of business to meet the
financing needs of our customers. The measurement of market risk associated with financial instruments is meaningful
only when all related and offsetting on- and off-balance-sheet transactions are aggregated, and the resulting net positions
are identified. Disclosures about the fair value of financial instruments, which reflect changes in market prices and rates,
can be found in Note 8 of Notes to Consolidated Financial Statements.

Our primary objective in managing interest-rate risk is to minimize the potential adverse impact of changes in
interest rates on our net interest income and capital, while adjusting our asset-liability structure to obtain the maximum
yield-cost spread on that structure. We actively monitor and manage our interest-rate risk exposure by managing our
asset and liability structure. However, a sudden and substantial increase in interest rates may adversely impact our
earnings, to the extent that the interest-earning assets and interest-bearing liabilities do not change or reprice at the same
speed, to the same extent, or on the same basis.
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We use modeling techniques to simulate changes in net interest income under various rate scenarios. Important
elements of these techniques include the mix of floating versus fixed-rate assets and liabilities, and the scheduled, as well
as expected, repricing and maturing volumes and rates of the existing balance sheet.

Asset Liability Management

As part of our asset and liability management, we have emphasized establishing and implementing internal
asset-liability decision processes, as well as control procedures to aid in managing our earnings. Management believes
that these processes and procedures provide us with better capital planning, asset mix and volume controls, loan-pricing
guidelines, and deposit interest-rate guidelines, which should result in tighter controls and less exposure to interest-rate
risk.

The matching of assets and liabilities may be analyzed by examining the extent to which such assets and
liabilities are "interest rate sensitive™ and by monitoring an institution’s interest rate sensitivity "gap." An asset or
liability is said to be interest rate sensitive within a specific time period if it will mature or reprice within that time
period. The interest-rate sensitivity gap is defined as the difference between interest-earning assets and interest-bearing
liabilities maturing or repricing within a given time period. The gap ratio is computed as the amount of rate sensitive
assets less the amount of rate sensitive liabilities divided by total assets. A gap is considered positive when the amount
of interest-rate sensitive assets exceeds interest-rate sensitive liabilities. A gap is considered negative when the amount
of interest-rate sensitive liabilities exceeds interest-rate sensitive assets. During a period of rising interest rates, a
negative gap would adversely affect net interest income, while a positive gap would result in an increase in net interest
income. During a period of falling interest rates, a negative gap would result in an increase in net interest income, while
a positive gap would adversely affect net interest income.

In order to minimize the potential for adverse effects of material and prolonged increases in interest rates on the
results of operations, our management continues to monitor our assets and liabilities to better match the maturities and
repricing terms of our interest-earning assets and interest-bearing liabilities. Our policies emphasize the origination of
adjustable-rate loans, building a stable core deposit base and, to the extent possible, matching deposit maturities with
loan repricing timeframes or maturities.

The following table sets forth certain information relating to our interest-earning assets and interest-bearing

liabilities at December 31, 2008, that are estimated to mature or are scheduled to reprice within the period shown (dollars
in thousands):
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Hekdings. I GAP MATURITY / REPRICING SCHEDULE
More More
than One than Five
One Year and Years and Over
Year or Less than Less than Fifteen
Less Five Years Fifteen Years Years Total

Loans (1):

Residential real estate loans............ $ 37,274 $20,179 $ 1,240 $ - $ 58,693

Multi-family real estate loans......... 5,946 3,642 - - 9,588

Commercial real estate loans.......... 45,238 27,091 1,212 - 73,541

Land and construction .................... 13,937 5,286 - - 19,223

Consumer 10ans..........ocoveevevererennen. 518 257 - 97 872

Total 10aNnS.......coceevericieiii e 102,913 56,455 2,452 97 161,917
Federal funds sold...........cccceevvviivieinnnne 2,143 - - - 2,143
SECUNIIES (2)..vevviveieiieieirieise s 3,903 - 32,812 45,737 82,452
Federal Home Loan Bank stock ............ 3,526 - - - 3,526

Total rate-sensitive assets............... 112,485 56,455 35,264 45,834 250,038
Deposit accounts (3):

Money-market deposits .................. 28,009 - - - 28,009

Interest-bearing checking deposits . 1,464 - - - 1,464

Savings deposits .........cccevervrerienenn 1,195 - - - 1,195

Time deposits .......ccccevreeviirieinnenn 72,989 11,178 - - 84,167

Total deposits .......coevvverveiriiinienn, 103,657 11,178 - - 114,835
Federal Home Loan Bank advances...... 43,200 25,500 - - 68,700
Other borrowings........ccocveevvvevververennenns 20,900 20,900 - - 41,800
Junior subordinated debenture............... 5,155 - - - 5,155
Total rate-sensitive liabilities................. 172,912 57,578 - - 230,490
GAP (repricing differences) ................. $ (60,427) $ (1,123) $35264  $45834 $_19,548
Cumulative GAP ......ooovveeieieiiecee e $ (60,427)  $(61,550) $(26,286) $19,548
Cumulative GAP/total assets.................. (23.63)%  (24.07)% (10.28)% 7.64%

1) In preparing the table above, adjustable-rate loans are included in the period in which the interest rates are next scheduled to

adjust rather than in the period in which the loans mature. Fixed-rate loans are scheduled, including repayment, according to
their maturities.

2) Securities are scheduled through the repricing date.

?3) Money-market, interest-bearing checking and savings deposits are regarded as readily accessible withdrawable accounts.
All other time deposits are scheduled through the maturity dates.

The following table sets forth loan maturities by type of loan at December 31, 2008 (in thousands):

After One
One Year But Within After
or Less Five Years Five Years Total
Residential real estate...................... $ 3,040 $ 3,200 $ 52,453 $ 58,693
Multi-family real estate................... - - 9,588 9,588
Commercial real estate.................... 7,188 5,345 61,008 73,541
Land and construction..................... 7,136 303 11,784 19,223
CONSUMET ..oeeeevecrieiieee et 518 257 97 872
TOtal ..o $17,882 $9,105 $ 134,930 $161,917
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The following table sets forth the maturity or repricing of loans by interest type at December 31, 2008 (in
thousands):

After One
One Year But Within After
or Less Five Years Five Years Total
Fixed interest rate.........ccccoevvevvrenen. $ 15,269 $ 2,524 $ 7,877 $ 25,670
Variable interest rate.........coccceveenee.. 87,643 47,327 1,277 136,247
Total oo $102,912 $49,851 $9,154 $161,917

Scheduled contractual principal repayments of loans do not reflect the actual life of such assets. The average
life of loans is substantially less than their average contractual terms due to prepayments. In addition, due-on-sale
clauses on loans generally give us the right to declare a conventional loan immediately due and payable in the event,
among other things, that the borrower sells real property subject to a mortgage and the loan is not repaid. The average
life of mortgage loans tends to increase, however, when current mortgage loan rates are substantially higher than rates on
existing mortgage loans and, conversely, decrease when rates on existing mortgages are substantially higher than current
mortgage rates.

Off-Balance Sheet Arrangements and Aggregate Contractual Obligations

We are party to financial instruments with off-balance-sheet risk in the normal course of business to meet the
financing needs of our customers. These financial instruments include commitments to extend credit. At December 31,
2008, we had outstanding commitments to originate real estate loans totaling $2.0 million. These instruments involve, to
varying degrees, elements of credit and interest-rate risk in excess of the amounts recognized in the consolidated balance
sheet. The contractual amounts of those instruments reflect the extent of the Company's involvement in particular
classes of financial instruments.

Our exposure to credit loss in the event of nonperformance by the other party to the financial instrument for
commitments to extend credit is represented by the contractual amount of those instruments. We use the same credit
policies in making commitments as we do for on-balance-sheet instruments.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally have fixed-expiration dates or other termination clauses
and may require payment of a fee. Since certain commitments expire without being drawn upon, the total committed
amounts do not necessarily represent future cash requirements. We evaluate each customer's credit worthiness on a case-
by-case basis. The amount of collateral obtained, if we deem it necessary in order to extend credit, is based on
management's credit evaluation of the counterparty.

The following is a summary of the Bank's contractual obligations, including certain on-balance sheet
obligations, at December 31, 2008 (in thousands):
Payments Due by Period

Less More

Than 1 1-3 3-5 Than 5

Contractual Obligations Total Year Years Years Years

Federal Home Loan Bank advances........ $ 68,700 $11,000 $10,000 $ 19,500 $ 28,200
Junior subordinated debenture................. 5,155 5,155 - - -
Other bOrrowings.......ccoovvevverieennieniennas 41,800 - - 41,800 -
Operating [€ases..........covrvrvevrereirenanns 558 133 266 159 -
Loan commitments.........cocveevrviveeeeverenen. 2,000 2,000 - - -

LI ] 7= 1 R $118,213 $18,288 $10,266 $61,459 $ 28,200

Deposits

Deposits traditionally are the primary source of funds for our use in lending, making investments and meeting
liquidity demands. We have focused on raising time deposits primarily within our market area, which is the tri-county
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area of Broward, Miami-Dade and Palm Beach counties. However, we offer a variety of deposit products, which we
promote within our market area. Net deposits decreased $10.1 million in 2008 and $4.5 million in 2007.

In years prior to 2008, we used brokered deposits to facilitate mortgage loan fundings in circumstances when
larger than anticipated loan volumes occur and there was limited time to fund the additional loan demand through
traditional deposit solicitation. In general, brokered deposits can be obtained in one to three days. Historically, the rates
paid on these deposits are typically equal to or slightly less than the high end of the interest rates in our market area. In
2008, local deposit rates were driven higher by troubled institutions in our market area, and we increased our use of
brokered deposits because the rates we paid on brokered deposits were significantly lower than the local rates we would
have been otherwise required to pay. Brokered deposits amounted to $13.7 million and $7.5 million as of December 31,
2008 and December 31, 2007, respectively.

The following table displays the distribution of the Bank's deposits at December 31, 2008, 2007 and 2006
(dollars in thousands):

At December 31,
2008 2007 2006
% of % of % of
Amount Deposits Amount  Deposits Amount  Deposits

Noninterest-bearing demand deposits............ $ 90 08% $ 1,304 1.04% $ 545 42%
Interest-bearing demand deposits.................. 1,464 1.27 967 a7 1,780 1.37
Money-market deposits...........ccocvrereriereennnn. 28,009 24.37 26,760 21.40 23,239 17.95
SAVINGS..evveviereiieiresieiereet e 1,195 1.04 475 .39 856 .66

Subtotal ..o 30,758 26.76 29,506 23.60 26,420 20.40
Time deposits:

2.00% = 2.99%0...cecueree s $ 7,696 6.70% $ - - % $ 501 .39%

3.00% —3.99%0...ccciiiiee e 39,678 34.53 11,721 9.37 16,578 12.80

4.00% —4.99%0.....ccerieiieeee e 35,627 31.00 44,680 35.73 47,282 36.51

5.00% —5.99%0...c.cciiriiiiieeee 1,146 1.00 37,801 30.23 38,721 29.90

6.00% —6.99%0.....ccviriiiie e 20 .01 1,326 1.07 - -

Total time deposits (1) .....ccccovervrerenean 84,167 73.24 95,528 76.40 103,082 79.60

Total depoSitS......ccovevevreeerereirrerieeene $114,925 100.00% $125,034 100.00% $ 129,502 100.00%

Q) Included are Individual Retirement Accounts (IRA's) totaling $6,618,000 and $7,522,000 at December

31, 2008 and 2007, respectively, all of which are in the form of time deposits.

Deposits of $100,000 or more, or Jumbo Time Deposits, are generally considered a more unpredictable source
of funds. The following table sets forth our maturity distribution of deposits of $100,000 or more at December 31, 2008
and 2007 (in thousands):
At December 31,

2008 2007
DUE three MONLNS OF 18SS ....vviiviiciiciice et et $ 5980 $ 8,033
Due more than three months to SiX MONtNS.........cccoovviiiiiiiie e 6,225 16,616
More than Six MONthS t0 ONE YEAN ........ccevvirieriiiiece e 21,551 8,680
ONE 1O FIVE YRS ...ttt 3,103 5,543
1] | IR USRS TRTTRPTRTI $36,859 $38,872

ANALYSIS OF RESULTS OF OPERATIONS

Our profitability depends to a large extent on net interest income, which is the difference between the interest
received on earning assets, such as loans and securities, and the interest paid on interest-bearing liabilities, principally
deposits and borrowings. Net interest income is determined by the difference between yields earned on interest-earning
assets and rates paid on interest-bearing liabilities (“interest-rate spread") and the relative amounts of interest-earning
assets and interest-bearing liabilities. Our interest-rate spread is affected by regulatory, economic, and competitive
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factors that influence interest rates, loan demand, and deposit flows. Our results of operations are also affected by the

provision for loan losses, operating expenses such as salaries and employee benefits, occupancy and other operating
expenses including income taxes, and noninterest income such as loan prepayment fees.

The following table sets forth, for the periods indicated, information regarding (i) the total dollar amount of
interest income from interest-earning assets and the resultant average yield; (ii) the total dollar amount of interest
expense on interest-bearing liabilities and the resultant average cost; (iii) net interest income; (iv) interest rate spread;
and (v) net interest margin. Average balances are based on average daily balances (dollars in thousands):

Years Ended December 31,
2008 2007 2006
Interest  Average Interest Average Interest Average
Average and Yield/  Average and Yield/  Average and Yield/
Balance Dividends Rate Balance Dividends Rate Balance Dividends Rate

Interest-earning assets:

LOANS ..o $162,157 $ 11,236 6.93% $176,679 $ 13,086 741% $175225 $12,662 7.23%
SECUIMLIES ...veeicieecieieicicieees 76,975 4,183 5.43 50,891 2,803 5.51 28,129 1,323 4.70
Other interest-earning
ASSLS (1) oo 4,786 151 3.16 4,364 248 5.68 3,851 206 5.35
Total interest-earning
assets/interest income ... 243,918 15,570 6.38 231,934 16,137 6.96 207,205 14,191 6.85
Cash and due from banks........... 538 346 311
Premises and equipment 3,181 3,433 4,034
Other assetS.........cocvveveveeeeirnnnns 3,234 2,609 3,019
Total asSets ......oeevrericnne $ 250,871 $ 238,322 $ 214,569
Interest-bearing liabilities:
Savings, NOW and money-
market deposits................. 32,291 1,024 3.17 26,648 1,196 4.49 11,974 390 3.26
Time deposits........ 81,461 3,497 4.29 97,269 4,640 4.77 108,448 4,758 4.39

Borrowings (4) 109,961 4,690 4.27 86,089 3,864 4.49 70,614 2,915 4.13

Total interest-bearing
liabilities/interest

EXPENSE .ovvreverererererenenns 223,713 9,211 4.12 210,006 9,700 4.62 191,036 8,063 4.22
Noninterest-bearing demand
dEPOSItS ..o 715 1,684 747
Other liabilities.......... 3,478 5,289 3,214
Stockholders' equity .........cc..c..... 22,965 21,343 19,572
Total liabilities and
stockholders' equity ....... $ 250,871 $ 238,322 $ 214,569
Net interest inCOMe ..........c.c.c..... $ _6,359 $_6,437 $ 6,128
Interest rate spread (2).........ccc.... 2.26% 2.34% 2.63%
Net interest margin (3) ............... 2.61% 2.78% 2.96%
Ratio of average interest-earning
assets to average interest-
bearing liabilities.................... 1.09 1.10 1.08

(1)  Includes interest-earning deposits with banks, Federal funds sold and Federal Home Loan Bank stock dividends.

(2) Interest rate spread represents the difference between average yield on interest-earning assets and the average cost of interest-bearing
liabilities.

(3) Net interest margin is net interest income divided by average interest-earning assets.

(4)  Includes Federal Home Loan Bank advances, junior subordinated debenture and securities sold under an agreement to repurchase.
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RATE/VOLUME ANALYSIS

The following tables set forth certain information regarding changes in interest income and interest expense for
the periods indicated. For each category of interest-earning assets and interest-bearing liabilities, information is provided
on changes attributable to (1) changes in rate (change in rate multiplied by prior volume), (2) changes in volume (change
in volume multiplied by prior rate) and (3) changes in rate-volume (change in rate multiplied by change in volume) (in

thousands):

Interest-earning assets:

SBCUNMEIES ..ottt e
Other interest-earning assets .........ccocoovvererernne

Total interest-earning assets........cccevvveevernenan,
Interest-bearing liabilities:

Savings, NOW and money-market....................

TimMe dePOSItS ....ovevevieiiieie e

L@ ] 1 1 SR

Total interest-bearing liabilities ..............c.........

Net interest iNCOME .......ccovvvcveeiiiie e

Interest income:

Interest expense:
Savings, NOW and money-market.....................
TimMe dePOSItS ....cvevereiecireeccree e
BOITOWINGS. ...
Total interest eXPense......ocovvvereeerieeieiereene e

Net INtErest INCOME ......ocvveeevcriieeeeiee e

16

Year Ended December 31,

2008 versus 2007
Increases (Decreases) Due to Change In:
Rate/
Rate Volume Volume Total
$ (844) $(1,076) $70 $(1,850)
(37) 1,437 (20) 1,380
(111) 23 ) _ 97
(992) 384 41 (567)
(351) 253 (74) (172)
(464) (754) 75 (1,143)
(192) 1,070 (52) 826
(1,007) 569 (51) (489)
$__15 $_(185) $92 $_(78)
Year Ended December 31,
2007 versus 2006
Increases (Decreases) Due to Change In:
Rate/
Rate Volume Volume Total
$316 $ 105 $ 3 $ 424
227 1,071 182 1,480
_14 _26 _2 _ 42
557 1,202 187 1,946
148 478 180 806
414 (491) (41) (118)
254 638 57 949
816 625 196 1,637
$(259) $ _577 $_(9) $_309



a’apamumsank

Holdings, Inc

Year Ended December 31, 2008 Compared to Year Ended December 31, 2007

General. Net earnings for 2008 were $520,000, or $.17 per basic and $.16 per diluted share, $1.2 million less than in
2007. The primary factors explaining the decline were a $796,000 increase in noninterest expenses coupled with a
$898,000 increase in the provision for loan losses, and a $78,000 decrease in net interest income, partially offset by a
$690,000 decrease in income tax expense.

Interest Income. Interest income decreased to $15.6 million for 2008 compared to $16.1 million for 2007. Interest
income on loans decreased to $11.2 million due primarily to a decrease in the average loan portfolio balance and a
decrease in the average yield earned in 2008. Interest on securities increased by $1.4 million due primarily to an increase
in the average balance of the securities portfolio in 2008.

Interest Expense. Interest expense on deposit accounts decreased to $4.5 million for 2008, from $5.8 million for 2007.
Interest expense on deposits decreased primarily because of a decrease in the average balance of deposits and rates paid
in 2008. Interest expense on borrowings increased to $4.7 million for 2008 from $3.9 million for 2007 due primarily to
an increase in the average balance of borrowings.

Provision for Loan Losses. The provision for 2008 was $1,374,000 compared to $476,000 for 2007. In 2008, the
provision was increased primarily to reflect the impairment in value of ten loans in the amount of $1.1 million. The
provision for loan losses is charged to earnings as losses are estimated to have occurred in order to bring the total
allowance for loan losses to a level deemed appropriate by management. Management's periodic evaluation of the
adequacy of the allowance is based upon historical loan loss experience, the volume and type of lending conducted by
us, adverse situations that may affect the borrower's ability to repay, estimated value of the underlying collateral, loans
identified as impaired, general economic conditions, particularly as they relate to our market areas, and other factors
related to the estimated collectibility of our loan portfolio. The allowance for loan losses totaled $1,906,000 or 1.18% of
loans outstanding at December 31, 2008, compared to $692,000, or .40% of loans outstanding at December 31, 2007.
Management believes the balance in the allowance for loan losses at December 31, 2008 is adequate.

Noninterest Income. Total noninterest income decreased to $393,000 for 2008, from $533,000 for 2007 primarily as a
result of a litigation settlement of $155,000 in 2007 and a decrease in loan prepayment fees in 2008.

Noninterest Expenses. Total noninterest expenses increased to $4.5 million for 2008 from $3.7 million for 2007,
primarily due to losses relating to foreclosed assets recorded in 2008 of $517,000 related to one residential property,
compared to no such losses in 2007.

Income Taxes. Income taxes for 2008, were $313,000 (an effective rate of 37.6%) compared to income taxes of
$1,003,000 (an effective rate of 36.5%) for 2007.

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

General. Net earnings for 2007 were $1.7 million, or $.56 per basic and $.55 per diluted share, $92,000 less than in
2006. The primary factors explaining the decline were a $175,000 increase in noninterest expenses coupled with a
$211,000 increase in the provision for loan losses, partially offset by a $309,000 increase in net interest income.

Interest Income. Interest income totaled $16.1 million in 2007, an increase of $1.9 million, or 13.7%. This increase was
primarily due to a $22.8 million, or 80.9%, increase in the average securities portfolio balance coupled with an increase
in the average yield earned on securities, from 4.70% to 5.51%, resulting in a $1.5 million increase in interest on
securities. Interest income on loans increased by 3.4%, or $424,000, primarily due to an increase in the average yield
earned on loans, from 7.23% to 7.41%.

Interest Expense. Interest expense totaled $9.7 million in 2007, an increase of $1.6 million, or 20.3%, primarily as a
result of an increase in the overall cost of interest-bearing liabilities to 4.62% compared to 4.22% a year ago, coupled
with a $15.5 million or 21.9% increase in the average balance of borrowings used to fund the Company's growth.
Average balances in deposit accounts increased only marginally by $3.5 million, or 2.9%, and interest expense on
deposit accounts increased by $688,000, or 13.4%, to $5.8 million for 2007.

Provision for Loan Losses. The provision for loan losses in 2007 was $476,000 compared to $265,000 in 2006. The
provision for loan losses is charged to earnings as losses are estimated to have occurred in order to bring the total
allowance for loan losses to a level deemed appropriate by management. Management's periodic evaluation of the
adequacy of the allowance is based upon historical experience, the volume and type of lending conducted by us, adverse
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situations that may affect the borrower's ability to repay, estimated value of the underlying collateral, loans identified as
impaired, general economic conditions, particularly as they relate to our market areas, and other factors related to the
estimated collectibility of our loan portfolio. The allowance for loan losses totaled $692,000 or .40% of loans
outstanding at December 31, 2007, compared to $974,000, or .54% of loans outstanding at December 31, 2006.
Management believes the balance in the allowance for loan losses at December 31, 2007 is adequate.

Noninterest Income. Total noninterest income decreased $95,000, to $533,000 in 2007, from $628,000 in 2006,
primarily due to a reduction of $202,000 due to no gains recognized on the payoff of Federal Home Loan Bank advances
in 2007, partially offset by a $62,000 increase in litigation settlements and a $44,000 increase in loan prepayment fees.

Noninterest Expenses. Noninterest expenses totaled $3.7 million in 2007, a $175,000 increase from 2006, due primarily
to a $59,000 increase in salaries and employee benefits, a $49,000 increase in the FDIC insurance premium, and a
$26,000 increase in professional fees, all due to general increases in the cost of services.

Income Taxes. Income taxes for 2007 were $1,003,000 (an effective rate of 36.5%) compared to income taxes of
$1,083,000 (an effective rate of 37.1%) for 2006.

Impact of Inflation and Changing Prices

The financial statements and related data presented herein have been prepared in accordance with accounting
principles generally accepted in the United States of America, which requires the measurement of financial position and
operating results in terms of historical dollars, without considering changes in the relative purchasing power of money
over time due to inflation. Unlike most industrial companies, substantially all of our assets and liabilities are monetary in
nature. As a result, interest rates have a more significant impact on our performance than the effects of general levels of
inflation. Interest rates do not necessarily move in the same direction or in the same magnitude as the prices of goods and
services, since such prices are affected by inflation to a larger extent than interest rates.

Selected Quarterly Results

Selected quarterly results of operations for the four quarters ended December 31, 2008 and 2007 are as follows
(in thousands, except share amounts):

2008 2007
Fourth  Third  Second First Fourth Third Second  First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
Interest iNnCOME ......ccccevvenee. $3,665 $3,900 $3980 $4,025 $4,175 $4,130 $4,005 $3,827
Interest EXpeNse ........cccveveeee.. 2,260 2,283 2,319 2,349 2,531 2,499 2430 2,240
Net interest income................ 1,405 1,617 1,661 1,676 1,644 1631 1575 1587
Provision (credit) for
[0an 10SSES .......cvvivevreranes 1,213 47 (7) 121 (60) 16 209 311
Net interest income after
provision for loan losses ... 192 1,570 1,668 1,555 1,704 1,615 1,366 1,276
Noninterest income............... 235 78 38 42 93 47 159 234
Noninterest expense.............. 1,228 1,325 1,083 909 993 959 905 892
(Loss) earnings before
income taxes......cc.coovevenen. (801) 323 623 688 804 703 620 618
Net (loss) earnings................ (498) 201 388 429 501 438 387 416
Basic (loss) earnings per
common share.........c.c....... (.16) .06 12 13 .16 14 A2 14
Diluted (loss) earnings per
common share.................. (.16) .06 12 13 .16 A3 13 13
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QUARTERLY STOCK PRICE INFORMATION

Our common stock currently trades on the NASDAQ Global Market, under the symbol "OPHC." The table
below presents the high and low sales prices for the periods indicated.

Year Quarter High Low
2007 First $13.00 $8.12
Second $10.50 $8.50
Third $10.16 $6.39
Fourth $ 9.00 $6.51
2008 First $ 9.71 $5.16
Second $ 9.45 $6.75
Third $ 8.01 $3.84
Fourth $ 6.00 $3.08

We had approximately 208 holders registered or in street name as of December 31, 2008.

We have not paid any cash dividends in the past. We intend that, for the foreseeable future, we will retain
earnings to finance continued growth rather than pay cash dividends on our common stock.

As a state chartered bank, OptimumBank is subject to dividend restrictions set by Florida law and the FDIC.
Except with the prior approval of the Florida Department, all dividends of any Florida bank must be paid out of retained
net profits from the current period and the previous two years, after deducting expenses, including losses and bad debts.
In addition, a state-chartered bank in Florida is required to transfer at least 20% of its net income to surplus until its
surplus equals the amount of paid-in capital. Under the Federal Deposit Insurance Act, an FDIC-insured institution may
not pay any dividend if payment would cause it to become undercapitalized or while it is undercapitalized.
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Report of Independent Registered Public Accounting Firm

OptimumBank Holdings, Inc.
Fort Lauderdale, Florida:

We have audited the accompanying consolidated balance sheets of OptimumBank Holdings, Inc.
and Subsidiary (the "Company") as of December 31, 2008 and 2007, and the related consolidated
statements of earnings, stockholders' equity, and cash flows for the years then ended. These financial
statements are the responsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of the Company at December 31, 2008 and 2007, and the results
of its operations and its cash flows for the years then ended, in conformity with U.S. generally accepted
accounting principles.

HACKER, JOHNSON & SMITH PA
Fort Lauderdale, Florida
March 13, 2009
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Assets

OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Consolidated Balance Sheets

(Dollars in thousands, except share amounts)

Cash and due from banks..........oovveeioieeeeeee
Interest-bearing deposits with banks.............c...........
Federal funds SO ........oooeeioiieee e

Total cash and cash equivalents..............

Securities held to maturity (fair value of $78,756 and

$58,117)

Security available for sale..........c.ccccoecvvievveccciennn,
Loans, net of allowance for loan losses of $1,906 and $692.............
Federal Home Loan Bank stocK..........ccccoevvveeeivnnen.
Premises and equipment, Net............ccoeevevereervenenne.
FOreclosSed aSSEtS......uuviiiiireiieiiiiiieeeeiieee e s e s
Accrued interest receivable..........ccocveevvcieree i
Deferred tax aSSel........coovvvviieiiiiiiie e

Other assets

TOtal ASSELS...eeeeeeeee oo

Liabilities and Stockholders' Equity

Liabilities:

Noninterest-bearing demand deposits..................

Savings,

NOW and money-market deposits........

TIME dEPOSILS ..vvvveeiieieceere e

Total depositS......ccccvvevvvieeieereie e

Federal Home Loan Bank advances....................
Other bOrrOWINgS......cccvevveeiieieee e
Junior subordinated debenture..........c.cccccceevennnn
Advanced payment by borrowers for taxes and insurance...........
Official Checks........c.ccoevveviiiice e
Other liabilitieS.........cceveiieeiieie e
Deferred tax liability .........cccooeviveiiiiiiiei

Total liabilitieS.......ooeeeeeeeeeeeeeeeee

Commitments and contingencies (Notes 4, 8 and 15)

Stockholders' equity:
Common stock, $.01 par value; 6,000,000 shares authorized,
3,120,992 and 2,972,507 shares issued and outstanding .......
Additional paid-in capital..........c.ccccoovvivevrinnnnnn
Retained earnings ........cccocevvererieeneereesieeseeeenens
Accumulated other comprehensive loss..............

Total stockholders' equity.........ccccveuenee.

Total liabilities and stockholders' equity

See Accompanying Notes to Consolidated Financial Statements.
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Consolidated Statements of Earnings
(In thousands, except share amounts)

Year Ended December 31,

. 2008 2007
Interest income:
LLOBNS ..ottt bbb $ 11,236 $ 13,086
SECUNEIBS vttt e ettt ettt ettt e e st e e s e st e e e s s b e e e e s ebrene s 4,183 2,803
ONEY e 151 248
Total iNterest INCOME ......oovviireiiieeee s 15,570 16,137
Interest expense:
DBPOSITS ..ottt 4521 5,836
BOITOWINGS ...ttt 4,690 3,864
Total INterest eXPENSE .....covveevereeiieeeee e 9,211 9,700
NEt INErESt INCOIME ...t 6,359 6,437
Provision for 10an 10SSeS.........ccvrvrriieiiiienereee e 1,374 476
Net interest income after provision for loan 10SSes...........c.cccccvveeniee. 4,985 5,961
Noninterest income:
Service charges and fEES.........coivvvveie i 141 79
Loan prepayment fees...........ccovvviviiiiiiiiiniee s 154 294
Litigation Settlement...........coooviieiiiii e - 155
ONEY e 98 5
Total noninterest iINCOME .......cccovvvviininiee e 393 533
Noninterest expenses: _
Salaries and employee benefits ..., 2,175 2,061
Occupancy and eqUIPMENT .........ccocviviieiiiniine e 696 662
Data ProCesSING ........cccvviviiiiiiieic i 167 171
Professional fEeS.........cooviiiiiiee e 376 280
Insurance ................. TR 81 59
Stationary and SUPPIIES........ccevveriiieieese e 35 39
Loss on sale of foreclosed assets..............coccovvviviiiiiiniicccne, 443 -
Provision for losses on foreclosed assets ...........ccocvvrerininnenen, 74 -
OBNBE . e 498 477
Total NONINtErest EXPENSES........covrereeierieriene e 4,545 3,749
Earnings before inCOMe taxXes ........ccoevveve e v 833 2,745
INCOME TAXES ....ee et 313 1,003
NEL BAIMMINGS ...ttt st e e re e $_ 520 $ 1,742
Net earnings per share:
BASIC oot $_ .17 .56
DIULEA ... $_ .16 55

See Accompanying Notes to Consolidated Financial Statements.
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Consolidated Statements of Stockholders’ Equity

Years Ended December 31, 2008 and 2007

Balance at December 31, 2006...............
Proceeds from sale of common stock .....

Proceeds from exercise of common
Stock OptioNnsS ......ccvvvveveieee e

5% stock dividend (fractional shares
paid in cash) ...

Comprehensive income:
Net €arnings .......ccoceverererereeinniininns

Net change in unrealized loss on
security available for
sale, net of taX........cocoeeveverrennenn,
Comprehensive income....................

Balance at December 31, 2007 ...............

5% stock dividend (fractional shares
paid in cash) ...

Comprehensive income-
Net earnings ........ccceevevvevreneneriennn.

Balance at December 31, 2008...............

(Dollars in thousands)

Accumulated

Other
Additional Compre- Total
Common Stock Paid-In  Retained hensive Stockholders’

Shares Amount Capital Earnings Loss Equity
2,820,280 $28 $15930 $4,474 $(9) $ 20,423
4172 - 37 - - 37
7,166 - 41 - - 41
140,889 2 1,300 (1,303) - @))

- - - 1,742 - 1,742

- - - - 5 5

— _ _1,747

2,972,507 $30 $17,308 $4,913 $4) $ 22,247
148,485 1 1,186 (1,189) - 2

- - - 520 - 520
3,120,992 $31 $18494 $4,244 $4) $ 22,765

See Accompanying Notes to Consolidated Financial Statements.
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Consolidated Statements of Cash Flows
(In thousands)

Year Ended December 31,

2008
Cash flows from operating activities:
N = U T o RSP P $ 520
Adjustments to reconcile net earnings to net cash provided by
operating activities:
Depreciation and amortization ............ccoeveeveeneniie e e, 201
Provision for 10an 10SSES.........ccciveiiiieiie i 1,374
Deferred income tax benefit..........cccoviiiiiineiiies (604)
Net amortization of fees, premiums and discounts.......................
Decrease (increase) in accrued interest receivable........................ 171
Decrease (increase) in Other assets .........ccovvevevirneeneniin e 260
Loss on sale of foreclosed assets .........ccocevvrienieniciin e, 443
Provision for losses on foreclosed assets..........ccocvveveeienieneene. 74
Decrease in official checks and other liabilities ..............c.cc.c..... (175)
Net cash provided by operating activities...........c..ccccue.... 3,130
Cash flows from investing activities:
Purchases of securities held to maturity ...........cccoocevveieninnnnieienns (35,580)
Principal repayments and calls of securities held to maturity............. 11,399
Net decrease IN J0ANS.........ooeeiieiie e 10,038
(Purchase) sale of premises and equipment, Net...........ccoccvverrienennnns (46)
Proceeds from sale of foreclosed assets, Net ..........ccccevveviviieinieennnn, 257
Purchase of Federal Home Loan Bank Stock .........c.cccccevviiiinncnnnns (561)
Net cash used in investing activitieS...........ccoccvevverveninnen. (14,493)
Cash flows from financing activities:
Net decrease IN ePOSIES ........cvvererieiieiierie e (10,109)
Net increase in other DOrrOWINGS. ........cooveiiiiieiiie e 12,900
Proceeds from Federal Home Loan Bank advances............cccoceeuennnes 22,500
Net (decrease) increase in advanced payment by borrowers
for taxes and INSUFANCE ......cc.everiieieeie e (757)
Repayments of Federal Home Loan Bank advances.............c.ccccceeue. (10,650)
Proceeds from sale of common StOCK............ccoovvvviiiniinnciie e -
Proceeds from exercise of common Stock options ..........ccccceevverieennen. -
Fractional shares of stock dividend paid in cash.........ccccccoooevinninnnnne. (2
Net cash provided by financing activities..............cc....... 13,88
Net increase (decrease) in cash and cash equivalents..............cccccceeveene. 2,51
Cash and cash equivalents at beginning of the year ...........ccccceeeiennnee. 70

Cash and cash equivalents at end of the year...........cccccoovviveieicieic e, $_3,22

25

2007

$ 1,742

225
476
(13)
372

(194)

(686)

(34,206)
9,193
7,569

516
()
(16,937)
(4,468)

17,950

11,300

269
(11,000)
37

41
(@

$_701

(continued)



OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Consolidated Statements of Cash Flows, Continued
(In thousands)

2008
Supplemental disclosure of cash flow information:
Cash paid during the year for:
INEEIEST ..o $9,232
INCOME TAXES ..ottt $_928
Noncash transactions:
Change in accumulated other comprehensive loss, net

change in unrealized loss on security available for sale,

NEL OF TAX oecviiceee e $_ -
Common stock dividend ............ccccoveviiiiiiiieccece e $1,187
Loan reclassified to foreclosed assets..........coevvevveiievecieieenenn, $ 2,390
Loans made in connection with sale of foreclosed assets............. $ 1,600

See Accompanying Notes to Consolidated Financial Statements.
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2008 and 2007 and the Years Then Ended

(1) Summary of Significant Accounting Policies
Organization. OptimumBank Holdings, Inc. (the "Holding Company") is a one-bank holding
company and owns 100% of OptimumBank (the "Bank"), a state (Florida)-chartered commercial
bank (collectively, the "Company™"). The Holding Company's only business is the operation of
the Bank. The Bank's deposits are insured by the Federal Deposit Insurance Corporation. The
Bank offers a variety of community banking services to individual and corporate customers
through its three banking offices located in Broward County, Florida.

Basis of Presentation. The accompanying consolidated financial statements include the accounts of
the Holding Company and the Bank. All significant intercompany accounts and transactions
have been eliminated in consolidation. The accounting and reporting practices of the Company
conform to U.S. generally accepted accounting principles and to general practices within the
banking industry. The following summarizes the more significant of these policies and
practices:

Use of Estimates. In preparing consolidated financial statements in conformity with U.S. generally
accepted accounting principles, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the date of the consolidated balance
sheet and reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates. A material estimate that is particularly susceptible to
significant change in the near term relates to the determination of the allowance for loan losses.

Cash and Cash Equivalents. For purposes of the consolidated statements of cash flows, cash and
cash equivalents include cash and balances due from banks, interest-bearing deposits and federal
funds sold, all of which mature within ninety days.

The Company is required by law or regulation to maintain cash reserves in the form of vault cash
or in accounts with other banks. There were no reserve balances required at December 31, 2008
and 2007.

Securities. Securities may be classified as either trading, held to maturity or available for sale.
Trading securities are held principally for resale and recorded at their fair values. Unrealized
gains and losses on trading securities are included immediately in earnings. Held to maturity
securities are those which management has the positive intent and ability to hold to maturity and
are reported at amortized cost. Available for sale securities consist of securities not classified as
trading securities nor as held to maturity securities. Unrealized holding gains and losses, net of
tax on available for sale securities are reported as a net amount in accumulated other
comprehensive loss in stockholders' equity until realized. Gains and losses on the sale of
available for sale securities are determined using the specific-identification method. Premiums
and discounts on securities available for sale and held to maturity are recognized in interest
income using the interest method over the period to maturity.

(continued)
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued
Loans. Loans that management has the intent and ability to hold for the foreseeable future or until
maturity or pay-off are reported at their outstanding principal adjusted for any charge-offs, the

allowance for loan losses, and any deferred fees or costs.

Commitment fees, and loan origination fees are deferred and certain direct origination costs are
capitalized. Both are recognized as an adjustment of the yield of the related loan.

The accrual of interest on loans is discontinued at the time the loan is ninety days delinquent
unless the loan is well collateralized and in process of collection. In all cases, loans are placed
on nonaccrual or charged-off at an earlier date if collection of principal or interest is considered
doubtful.

All interest accrued but not collected for loans that are placed on nonaccrual or charged-off is
reversed against interest income. The interest on these loans is accounted for on the cash-basis
or cost-recovery method, until qualifying for return to accrual. Loans are returned to accrual
status when all the principal and interest amounts contractually due are brought current and
future payments are reasonably assured.

Allowance for Loan Losses. The allowance for loan losses is established as losses are estimated to
have occurred through a provision for loan losses charged to earnings. Loan losses are charged
against the allowance when management believes the uncollectibility of a loan balance is
confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon
management's periodic review of the collectibility of the loans in light of historical experience,
the nature and volume of the loan portfolio, adverse situations that may affect the borrower's
ability to repay, estimated value of any underlying collateral and prevailing economic
conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to
significant revision as more information becomes available.

The allowance consists of specific and general components. The specific component relates to
loans that are classified as impaired. For such loans, an allowance is established when the
discounted cash flows (or collateral value or observable market price) of the impaired loans are
lower than the carrying value of those loans. The general component covers all other loans and
is based on historical loss experience adjusted for qualitative factors.

(continued)
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

Allowance for Loan Losses, Continued. A loan is considered impaired when, based on current
information and events, it is probable that the Company will be unable to collect the scheduled
payments of principal or interest when due. Factors considered by management in determining
impairment include payment status, collateral value, and the probability of collecting scheduled
principal and interest payments when due. Loans that experience insignificant payment delays
and payment shortfalls generally are not classified as impaired. Management determines the
significance of payment delays and payment shortfalls on a case-by-case basis, taking into
consideration all of the circumstances surrounding the loan and the borrower, including the
length of the delay, the reasons for the delay, the borrower's prior payment record, and the
amount of the shortfall in relation to the principal and interest owed. Impairment is measured on
a loan by loan basis for commercial real estate, land and construction and multi-family real
estate loans by either the present value of expected future cash flows discounted at the loan's
effective interest rate, the loan's obtainable market price, or the fair value of the collateral if the
loan is collateral-dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment.
Accordingly, the Company does not separately identify individual consumer and residential
loans for impairment disclosures.

Foreclosed Assets. Assets repossessed or acquired by foreclosure or deed in lieu of foreclosure are
carried at the lower of estimated fair value or the balance of the loan on the assets at date of
acquisition. Costs relating to the development and improvement of assets are capitalized,
whereas those relating to holding the assets are charged to expense. Valuations are periodically
performed by management and losses are charged to earnings if the carrying value of the assets
exceeds its estimated fair value.

Premises and Equipment. Land is stated at cost. Buildings and improvements, furniture, fixtures,
equipment, and leasehold improvements are stated at cost, less accumulated depreciation and
amortization. Depreciation and amortization expense are computed using the straight-line
method over the estimated useful life of each type of asset or lease term, if shorter.

(continued)
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

Preferred Securities of Unconsolidated Subsidiary Trust. On September 30, 2004, the Company
acquired the common stock of OptimumBank Holdings Capital Trust I (“Issuer Trust"), an
unconsolidated subsidiary trust. The Issuer Trust used the proceeds from the issuance of
$5,000,000 of its preferred securities to third-party investors and common stock to acquire a
$5,155,000 debenture issued by the Company. This debenture and certain capitalized costs
associated with the issuance of the preferred stock comprise the Issuer Trust's only assets and the
interest payments from the debentures finance the distributions paid on the preferred securities.
The Company recorded the debenture in "Junior Subordinated Debenture™ and its equity interest
in the business trust in "Other Assets” on the consolidated balance sheets.

The Company has entered into agreements which, taken collectively, fully and unconditionally
guarantee the preferred securities of the Issuer Trust subject to the terms of the guarantee.

The debenture held by the Issuer Trust currently qualifies as Tier | capital for the Company
under Federal Reserve Board guidelines.

Transfer of Financial Assets. Transfers of financial assets are accounted for as sales, when control
over the assets has been surrendered. Control over transferred assets is deemed to be
surrendered when (1) the assets have been isolated from the Company, (2) the transferee obtains
the right (free of conditions that constrain it from taking advantage of that right) to pledge or
exchange the transferred assets, and (3) the Company does not maintain effective control over
the transferred assets through an agreement to repurchase them before their maturity.

Income Taxes. Deferred income tax assets and liabilities are recorded to reflect the tax consequences
on future years of temporary differences between revenues and expenses reported for financial
statement and those reported for income tax purposes. Deferred tax assets and liabilities are
measured using the enacted tax rates expected to apply to taxable income in the years in which
those temporary differences are expected to be realized or settled. Valuation allowances are
provided against assets which are not likely to be realized.

The Holding Company and the Bank file a consolidated income tax return. Income taxes are
allocated proportionately to the Holding Company and subsidiary as though separate income tax
returns were filed.

Advertising. The Company expenses all media advertising as incurred. Media advertising expense
included in other in the accompanying consolidated statements of earnings was approximately
$17,000 and $40,000 during the years ended December 31, 2008 and 2007, respectively.

(continued)
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued

Stock Compensation Plans. The Company follows the fair value recognition provisions of
Statement of Financial Accounting Standards ("SFAS™) No. 123(R), Share-Based Payment
("SFAS 123(R)"), using the modified-prospective-transition method. Under that transition
method, compensation cost recognized includes: (a) compensation cost for all share-based
payments granted prior to, but not yet vested as of January 1, 2006, based on the grant date fair
value calculated in accordance with the original provisions of SFAS 123, Accounting for Stock-
Based Compensation (as amended by SFAS No. 148, Accounting for Stock-Based Compensation
Transition and Disclosure) (collectively SFAS 123) and (b) compensation cost for all share-
based payments granted subsequent to December 31, 2005, based on the grant-date fair value
estimated in accordance with the provisions of SFAS 123(R). At December 31, 2005, all
outstanding options had vested.

Earnings Per Share. Basic earnings per share is computed on the basis of the weighted-average
number of common shares outstanding. Diluted earnings per share is computed based on the
weighted-average number of shares outstanding plus the effect of outstanding stock options,
computed using the treasury stock method. All amounts reflect the 5% stock dividends declared
in May 2008 and 2007. Earnings per common share have been computed based on the
following:

Year Ended December 31,

2008 2007
Weighted-average number of common shares outstanding
used to calculate basic earnings per common share.......... 3,120,992 3,112,227
Effect of dilutive Stock Options..........ccocovvviiiiiiiiiccice 43,227 72,517
Weighted-average number of common shares outstanding
used to calculate diluted earnings per common share....... 3,164,219 3,184,744

The following options were excluded from the calculation of EPS due to the exercise price being
above the average market price:

Number Exercise
Outstanding Price Expire
For the year ended December 31, 2008-
Options 278,987 $7.81-11.90 2014-2015
For the year ended December 31, 2007-
Options 267,412 $9.52-11.90 2014-2015

Off-Balance-Sheet Financial Instruments. In the ordinary course of business the Company has
entered into off-balance-sheet financial instruments consisting of commitments to extend credit.
Such financial instruments are recorded in the consolidated financial statements when they are
funded.

(continued)
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued
Fair Value Measurements. Effective January 1, 2008, the Company adopted SFAS No. 157, Fair
Value Measurements ("SFAS 157"). SFAS 157 defines fair value, establishes a framework for
measuring fair value and enhances disclosures about fair value measurements.

SFAS 157 defines fair value as the exchange price that would be received for an asset or paid to
transfer a liability (an exit price) in the principal or most advantageous market for the asset or
liability in an orderly transaction between market participants on the measurement date. SFAS
157 also establishes a fair value hierarchy which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value. The
standard describes three levels of inputs that may be used to measure fair value:

Level 1: Observable inputs such as quoted prices (unadjusted) in active markets for identical
assets or liabilities.

Level 2: Inputs other than quoted prices that are observable for the asset or liability, either
directly or indirectly. These include quoted prices for similar assets or liabilities in active
markets; quoted prices for identical or similar assets or liabilities that are not active; and model-
driven valuations whose inputs are observable or whose significant value drivers are observable.
Valuations may be obtained from, or corroborated by, third-party pricing services.

Level 3: Unobservable inputs to measure fair value of assets and liabilities for which there is
little, if any market activity at the measurement date, using reasonable inputs and assumptions
based upon the best information at the time, to the extent that inputs are available without undue
cost and effort.

In October 2008, the Financial Accounting Standards Board ("FASB") issued FASB Staff
Position No. 157-3, Determining the Fair Value of a Financial Asset When the Market for That
Asset Is Not Active. This FASB Staff Position clarifies the application of SFAS 157 in
determining the fair value of a financial asset when the market for that financial asset is not
active. This FASB Staff Position was effective upon issuance.

In February 2008, the FASB issued FASB Staff Position ("FSP") No. FAS 157-2, Effective Date
of FASB Statement No. 157. This FSP delays the effective date of FAS 157 for all non-financial
assets and non-financial liabilities, except those that are recognized or disclosed at fair value on
a recurring basis (at least annually) to fiscal years beginning after November 15, 2008. The
impact of adoption had no effect on the Company.

(continued)
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued
Fair Value Measurements, Continued. The following describes valuation methodologies used for
assets and liabilities measured at fair value:

Securities Available for Sale. Where quoted prices are available in an active market, securities
are classified within level 1 of the valuation hierarchy. Level 1 securities include highly liquid
government bonds, certain mortgage products and exchange-traded equities. If quoted market
prices are not available, then fair values are estimated by using pricing models, quoted prices of
securities with similar characteristics, or discounted cash flows. Examples of such instruments,
which would generally be classified within level 2 of the valuation hierarchy, include certain
collateralized mortgage and debt obligations and certain high-yield debt securities. In certain
cases where there is limited activity or less transparency around inputs to the valuation,
securities are classified within level 3 of the valuation hierarchy. Securities classified within
level 3 include certain residual interests in securitizations and other less liquid securities.

Impaired Loans. All of the Company's loans are evaluated individually for impairment.
Estimates of fair value is determined based on a variety of information, including the use of
available appraisals, estimates of market value by licensed appraisers or local real estate brokers
and the knowledge and experience of the Company's management related to values of properties
in the Company's market areas. Management takes into consideration the type, location and
occupancy of the property as well as current economic conditions in the area the property is
located in assessing estimates of fair value. Accordingly, fair value estimates for impaired loans
is classified as Level 3.

Fair Values of Financial Instruments. The following methods and assumptions were used by the
Company in estimating fair values of financial instruments disclosed herein:

Cash and Cash Equivalents. The carrying amounts of cash and cash equivalents approximate
their fair value.

Securities. Fair values for securities are based on the framework for measuring fair value
established by SFAS 157.

Federal Home Loan Bank Stock. Fair value of the Company's investment in Federal Home
Loan Bank stock is based on its redemption value, which is its cost of $100 per share.

Loans. For variable-rate loans that reprice frequently and have no significant change in credit
risk, fair values are based on carrying values. Fair values for certain fixed-rate mortgage (e.g.
one-to-four family residential), commercial real estate and commercial loans are estimated using
discounted cash flow analyses, using interest rates currently being offered for loans with similar
terms to borrowers of similar credit quality.

(continued)
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued
Fair Values of Financial Instruments, Continued.
Deposit Liabilities. The fair values disclosed for demand, NOW, money-market and savings
deposits are, by definition, equal to the amount payable on demand at the reporting date (that is,
their carrying amounts). Fair values for fixed-rate time deposits are estimated using a discounted
cash flow calculation that applies interest rates currently being offered on time deposits to a
schedule of aggregated expected monthly maturities of time deposits.

Accrued Interest Receivable. The carrying amounts of accrued interest approximate their fair
values.

Federal Home Loan Bank Advances, Junior Subordinated Debenture and Other Borrowings.

Fair values of Federal Home Loan Bank advances, junior subordinated debenture and other
borrowings which consist of securities sold under an agreement to repurchase are estimated
using discounted cash flow analysis based on the Company's current incremental borrowings
rates for similar types of borrowings.

Off-Balance-Sheet Financial Instruments. Fair values for off-balance-sheet lending
commitments are based on fees currently charged to enter into similar agreements, taking into
account the remaining terms of the agreements and the counterparties' credit standing.

Comprehensive Income. Accounting principles generally require that recognized revenue,
expenses, gains and losses be included in net earnings. Although certain changes in assets and
liabilities, such as unrealized gains and losses on available for sale securities, are reported as a
separate component of the equity section of the consolidated balance sheets, such items along
with net earnings, are components of comprehensive income. The only component of other
comprehensive income is the net change in unrealized loss on securities available for sale for the
year ended December 31, 2007.

Recent Accounting Pronouncements. In December 2007, the FASB issued SFAS No. 141(R),
Business Combinations ("SFAS 141(R)"). SFAS 141(R) is effective for the Company's financial
statements for the year and interim periods within the year beginning January 1, 2009. SFAS
141(R) requires the acquiring entity in a business combination to recognize all (and only) the
assets acquired and liabilities assumed in the transaction; establishes the acquisition date fair
value as the measurement objective for all assets acquired and liabilities assumed; and requires
the acquirer to disclose to investors and other users all of the information they need to evaluate
and understand the nature and financial effect of the business combination. Acquisition related
costs including finder's fees, advisory, legal, accounting valuation and other professional and
consulting fees are required to be expensed as incurred. The adoption of SFAS 141(R) had no
current effect on the Company's financial condition or results of operations.

(continued)
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OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(1) Summary of Significant Accounting Policies, Continued
Recent Accounting Pronouncements, Continued. In December 2007, the FASB issued SFAS
No0.160, Non-controlling Interests in Consolidated Financial Statements ("SFAS 160"). SFAS
160 requires the Company to establish accounting and reporting standards for the non-
controlling interest in a subsidiary and for the deconsolidation of a subsidiary. SFAS 160 is
effective for the Company's financial statements for the year and interim periods within the year
beginning January 1, 2009. The adoption of SFAS 160 had no effect on the Company.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and
Hedging Activities ("SFAS 161"). This standard requires enhanced disclosures regarding
derivative instruments and hedging activities so as to enable investors to better understand their
effects on an entity's financial position, financial performance, and cash flows. SFAS 161 is
effective for the Company's financial statements for the year and interim periods within the year
beginning January 1, 2009. The Company does not engage in trading or hedging activities, nor
does it invest in interest rate derivatives or enter into interest rate swaps. Accordingly, the
adoption of SFAS 161 had no effect on its financial statements

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting
Principles ("SFAS 162"). This statement identifies the sources of accounting principles and the
framework for selecting the principles to be used in the preparation of financial statements of
non-governmental entities that are presented in conformity with generally accepted accounting
principles ("GAAP") in the United States. This Statement was effective in December 2008. The
adoption of SFAS 162 had no effect on the Company.

In September 2008, the FASB issued FSP No. 133-1 and FIN 45-4, Disclosures about Credit
Derivatives and Certain Guarantees: An Amendment of FASB Statement No. 133 and FASB
Interpretation No. 45; and Clarification of the Effective Date of FASB Statement No. 161 ("FSP
133-1"). FSP 133-1 requires expanded disclosures about credit derivatives and guarantees. The
expanded disclosure requirements for FSP 133-1 were effective for the Company's financial
statements for the year ending December 31, 2008. The adoption of FSP 133-1 had no effect on
the Company.

In June 2008, the FASB issued FSP EITF 03-6-1, Determining Whether Instruments Granted in
Share-Based Payment Transactions Are Participating Securities ("FSP 03-6-1"). FSP 03-6-1
defines unvested share-based payment awards that contain non-forfeitable rights to dividends as
participating securities that should be included in computing earnings per share (EPS) using the
two-class method under SFAS No. 128, Earnings per Share. FSP 03-6-1 is effective for the
Company's financial statements for the year and interim periods within the year beginning
January 1, 2009. Additionally, all prior-period EPS data shall be adjusted retrospectively. The
adoption of FSP 03-6-1 had no effect on the Company.

(continued)
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(1) Summary of Significant Accounting Policies, Continued

Recent Accounting Pronouncements, Continued. In February 2008, the FASB issued FSP No. FAS
140-3, Accounting for Transfers of Financial Assets and Repurchase Financing Transactions
("FSP 140-3"). FSP 140-3 requires that an initial transfer of a financial asset and a repurchase
financing that was entered into contemporaneously with, or in contemplation of, the initial
transfer be evaluated together as a linked transaction under SFAS 140, unless certain criteria are
met. FSP 140-3 is effective for the Company's financial statements for the year and interim
periods within the year beginning January 1, 2009. The adoption of FSP 140-3 had no effect on
the Company.

Reclassifications. Certain amounts in the 2007 consolidated financial statements have been
reclassified to conform to the 2008 presentation.

(2) Securities
Securities have been classified according to management's intent. The carrying amount of securities
and approximate fair values are as follows (in thousands):

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
At December 31, 2008:
Securities Held to Maturity:
Mortgage-backed securities.......... $82,108 $ 886 $(4,338) $ 78,656
State of Israel bond ...................... 100 - - 100
$ 82,208 $ 886 $(4,338) $ 78,756
Security Available for Sale-
Mutual fund .........cccoeeviiiiinnn $_ 250 $_- $__(6) $_ 244
At December 31, 2007:
Securities Held to Maturity:
Mortgage-backed securities......... $58,371 $229 $ (583) $ 58,017
State of Israel bond ...................... 100 - - 100
$58,471 $229 $ _(583) $58,117
Security Available for Sale-
Mutual fund ..o $_ 250 $ - $__ (6) $_ 244

(continued)
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(2) Securities, Continued
Available for sale securities at December 31, 2008 measured at fair value on a recurring basis are

summarized below (in thousands):

Fair Value Measurements Using
Quoted Prices

Fair In Active Significant
Value Markets for Other Significant
As of Identical Observable Unobservable
December 31, Assets Inputs Inputs
2008 (Level 1) (Level 2) (Level 3)
Available for sale
SECUNtIeS....cevevererenee $244 244 - -

There were no securities sold during the years ended December 31, 2008 or 2007.

Securities with gross unrealized losses at December 31, 2008, aggregated by investment category
and length of time that individual securities have been in a continuous loss position, is as follows
(in thousands):

Less Than Twelve Months Over Twelve Months
Gross Gross
Unrealized Fair Unrealized Fair
Losses Value Losses Value
Securities Held to Maturity-
Mortgage-backed securities..... $(1.647) $21,119 $(2,691) $26,814
Security Available for Sale-
Mutual fund.........ccoevvvvieneenen. $_ - $_ - $_ (6) $_ 244

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis,
and more frequently when economic or market concerns warrant such evaluation. Consideration
is given to (1) the length of time and the extent to which the fair value has been less than cost,
(2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of
the Company to retain its investment in the issuer for a period of time sufficient to allow for any
anticipated recovery in fair value.

The unrealized losses on twenty investment securities were caused by market conditions. It is
expected that the securities would not be settled at a price less than the par value of the
investments. Because the decline in fair value is attributable to market conditions and not credit
quality, and because the Company has the ability and intent to hold these investments until a
market price recovery or maturity, these investments are not considered other-than-temporarily
impaired.

(continued)
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(3) Loans
The components of loans are as follows (in thousands):

At December 31,

2008 2007

Residential real ESALE .........eeeeeeee et eeee e $ 58,693 $ 65,908
Multi-family real estate..........cccccevveieiieiiee e 9,588 10,275
Commercial real eState .......oeceeeeeeeeee e 73,541 75,777
Land and CONSIIUCTION.......coooeeeeeeeeeeeeee e 19,223 21.093
(O00] 111111 0 1=] TR 878 15
TOLAL LOANS ettt 161,923 173,068
Add (deduct):

Net deferred loan fees, costs and premiums........................ 689 970

L0aN diSCOUNES .....ccvveivreieciiecieee e @) (23)

Allowance fOr 10an 10SSES ......eeeeeeeeeeeeeeeeeeeiiieees (1,906) (692)
LOANS, NBL.. ettt eee et e e et e et e et e et e et ene e et e enteeneeenaes $160,699 $173,323

An analysis of the change in the allowance for loan losses follows (in thousands):

Year Ended December 31,

2008 2007
Beginning balance ... $ 692 $974
Charge-offs ..o (160) (758)
Provision for 10an [0SSES.........cceeevieeiciee e 1,374 476
ENding balanCe..........ccooviviieieiescce e $ 1,906 $ 692

Information about impaired loans, all of which are collateral dependent, is as follows (in thousands):

At December 31,

2008 2007
Loans identified as impaired:

Gross loans with no related allowance for losses................... $ 4,001 $ -
Gross loans with related allowance for loan losses

(£=1070] (0 (<o R 6,937 -
Less: Allowance on these 10ans.........ccocevvveieenenie e, (1,120) -
Net investment in impaired 10ans ..........ccccceeeeveervece e, $9,818 $_-

(continued)
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(3) Loans, Continued
The average net investment in impaired loans and interest income recognized and received on
impaired loans is as follows (in thousands):

Year Ended December 31,

2008 2007
Average investment in impaired 10ans ..........cccccooeveieieieeeeneen, $ 3,240 $1,581
Interest income recognized on impaired 10ans ...........c.cccceeeveneen. $_ - $__39
Interest income received on impaired l0ans ...........c.ccccccevevieeneen, $_ - $__39

Impaired collateral-dependent loans are carried at the lower of cost or fair value. At December 31,
2008, those impaired collateral-dependent loans which are measured at fair value or a
nonrecurring basis are as follows (in thousands):

Losses
Recorded in
Earnings
Fair Total During
Value®  Levell Level2  Level3 Losses 2008
Impaired loans................ $5,817 - - 5,817 (1,120) (1,220)

@ In addition, loans with a carrying value of $4.0 million were measured for impairment using
Level 3 inputs and had a fair value in excess of carrying value.

Nonaccrual and past due loans were as follows (in thousands):

At December 31,
2008 2007
NONACCIUAl 08NS .......vcveviiiicccce e $ 5,086 $ 245
Past due ninety days or more, but still accruing interest ............. $__- $ -

(continued)

39



OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(4) Premises and Equipment
A summary of premises and equipment follows (in thousands):

Buildings and improvements ...........ccccoovveeveeresieneese e
Furniture, fixtures and equUIPMENt..........ccccoveveiiieiie e
Leasehold IMProvements...........ccoooeveriiin e

TOtal, At COSE.....voiviiiiieieie e

Less accumulated depreciation and amortization ..................

Premises and equipment, Net.........ccccvvvvereeresieese e

At December 31,
2008 2007

$1,171 $1,171
1,959 1,940
997 987
_119 _114

4,246 4,212

(1,152) (963)

$3,094  $3,249

On February 1, 2007, the Company entered into a sale/leaseback transaction for its Galt Ocean Mile

branch facility. No gain or loss was recognized on this transaction.

The Company currently leases two branch facilities under operating leases. One lease contains
renewal options and requires the Company to pay an allowable share of common area
maintenance and real estate taxes. The other lease only requires the Company to pay real estate
taxes. Rent expense under operating leases during the years ended December 31, 2008 and 2007
was $128,000 and $119,000 respectively. At December 31, 2008, the future minimum lease

payments are approximately as follows (in thousands):

Year Ending
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(5) Deposits
The aggregate amount of time deposits with a minimum denomination of $100,000, was

approximately $36.9 million and $38.9 million at December 31, 2008 and 2007, respectively.

A schedule of maturities of time deposits at December 31, 2008 follows (in thousands):

Year Ending

December 31 Amount
2009, $ 72,989
2010 7,918
2010, 1,207
2012, 352
2013, 1,701

$ 84,167

(6) Federal Home Loan Bank Advances and Junior Subordinated Debenture
The maturities and interest rates on the Federal Home Loan Bank ("FHLB") advances were as
follows (dollars in thousands):

Maturity

Year Ending Call Interest At December 31,

December 31 Date Rate 2008 2007
Daily.....ccoovviriiiinn - 4.40% $ - $ 700
2009......cciiiee - 4.92 1,000 1,000
2009......coiiieee - 4.99 5,000 5,000
2009......cciiieee - 4.95 5,000 5,000
2010....ciiee - 3.16 5,000 -
2010....ciiiiiee - 3.12 5,000 -
2012, 2009 4.75 4,000 4,000
2013, 2008 3.42 - 2,000
2013, 2008 3.09 - 3,000
2013, 2008 2.80 - 1,950
2013, 2008 2.56 - 3,000
2013, - 3.44 3,000 3,000
2013, 2011 3.00 5,000 -
2013, 2011 3.64 7,500 -
2014 2009 3.64 8,000 8,000
2016, 2009 4.51 5,000 5,000
2016....cccieieee 2009 4.65 8,000 8,000
2016....cccieieeeee 2009 4.44 5,600 5,600
2017 i 2009 4.38 1,600 1,600

(o]

$ 68,700 $ 56,850
(continued)
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(6) Federal Home Loan Bank Advances and Junior Subordinated Debenture, Continued

Certain of the above advances are callable by the FHLB in the year indicated.

At December 31, 2008 and 2007, the FHLB advances were collateralized by a blanket lien on
qualifying residential one-to-four family mortgage loans, commercial and multi-family real
estate loans, second mortgage loans and all of the Company's Federal Home Loan Bank stock.

On September 30, 2004, the Company issued a $5,155,000 junior subordinated debenture to an
unconsolidated subsidiary. The debenture has a term of thirty years. The interest rate is fixed at
6.4% for the first five years, and thereafter, the coupon rate will float quarterly at the three-
month LIBOR rate plus 2.45%. The junior subordinated debenture, due in 2034, is redeemable

in certain circumstances after October 2009.

(7) Other Borrowings

Other borrowings consist of securities sold under an agreement to repurchase. The securities sold
under the agreement to repurchase were delivered to the broker-dealer who arranged the
transactions. Information concerning the securities sold under an agreement to repurchase is

summarized as follows (dollars in thousands):

Year Ended December 31,

2008 2007
Balance at year €nd ...........cccoveeiieie e $41,800 $28,900
Average balance during the year............cccocevevviiiieneincie e $39,051 $26,971
Average interest rate during the year ...........c.ccoovveveiinnennnn 4.35 % 4.72%
Maximum month-end balance during the year ...........c..cccceeuane. $41,800 $31,900
Securities held to maturity pledged as collateral .......................... $55,636  $33,675

The maturities and interest rates on securities sold under an agreement to repurchase are as follows

(dollars in thousands):

At December 31,

Maturing
Year Ended Interest
December 31 Rate 2008
2012 . 4.60% $ 6,000
2012 4.63% 4,500
2012 oo 4.69% 8,000
2012 oo 4.71% 4,600
2012 . 4.64% 5,800
2003 3.19% 6,500
2013 oo 3.20% 6,400
$ 41,800
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$ 6,000
4,500
8,000
4,600
5,800
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(7) Other Borrowings, Continued

At December 31, 2008, the Company also had $6 million available under a line of credit with its
correspondent bank. There were no amounts outstanding in connection with this agreement at

December 31, 2008 or 2007.

(8) Financial Instruments

The estimated fair values of the Company's financial instruments were as follows (in thousands):

Financial assets:
Cash and cash equivalents...........c.ccceeevernnne.
Securities held to maturity..........c..ccccceevennene
Security available for sale ............ccccceevennee.

Financial liabilities:
Deposit liabilities.........ccccoevvvviiiiieneeieeinne
Federal Home Loan Bank advances..............
Other borrowings .......cccccevevevievve e
Junior subordinated debenture ......................
Off-balance sheet financial instruments........

At December 31, 2008

At December 31, 2007

Carrying
Amount

$ 3,220
82,208
244
160,699
3,526
1,277

114,925
68,700
41,800

5,155

Fair Carrying Fair

Value Amount Value
$ 3220 $ 701 $ 701
78,756 58,471 58,117
244 244 244
160,684 173,323 172,860
3,526 2,965 2,965
1,277 1,448 1,448
115,807 125,034 125,134
71,058 56,850 56,346
43,714 28,900 29,317
4,871 5,155 5,083

The Company is party to financial instruments with off-balance-sheet risk in the normal course of

business to meet the financing needs of its customers.

These financial instruments are

commitments to extend credit and may involve, to varying degrees, elements of credit and
interest-rate risk in excess of the amount recognized in the consolidated balance sheet. The
contract amounts of these instruments reflect the extent of involvement the Company has in

these financial instruments.

The Company's exposure to credit loss in the event of nonperformance by the other party to the
financial instrument for commitments to extend credit is represented by the contractual amount
of those instruments. The Company uses the same credit policies in making commitments as it

does for on-balance-sheet instruments.
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(8) Financial Instruments, Continued

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of
any condition established in the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. Because some of the commitments
are expected to expire without being drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. The Company evaluates each customer's credit
worthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by
the Company, upon extension of credit, is based on management's credit evaluation of the
counterparty.

Commitments to extend credit typically result in loans with a market interest rate when funded. A
summary of the amounts of the Company's financial instruments with off-balance-sheet risk at
December 31, 2008 follows (in thousands):

Contract
Amount

Commitments to extend Credit........oooveeeeeeeeeeeeeeeeeeeeeeenn, $ 2,000

(9) Credit Risk
The Company grants the majority of its loans to borrowers throughout Broward and portions of Palm
Beach and Miami-Dade Counties, Florida. Although the Company has a diversified loan
portfolio, a significant portion of its borrowers' ability to honor their contracts is dependent upon
the economy in Broward, Palm Beach and Miami-Dade Counties, Florida.

(10) Income Taxes
Income taxes consisted of the following (in thousands):

Year Ended December 31,

2008 2007
Current:
FRABTAL ..o $ 784 $ 866
] -1 (TR 133 150
Total CUMENT ... 17 1,016
Deferred:
Federal ..o (516) (10)
SEALE L (88) 3)
Total deferred........ccooooveieiiiiiieie e, (604) (13)
TOUAl e $ 313 $1,003

(continued)

44



OPTIMUMBANK HOLDINGS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements, Continued

(10) Income Taxes, Continued
The reasons for the differences between the statutory Federal income tax rate and the effective tax
rate are summarized as follows (dollars in thousands):

Year Ended December 31,
2008 2007
% of % of
Pretax Pretax
Amount Earnings Amount Earnings

Income taxes at statutory rate ....................... $283 34.0% $ 933 34.0%
Increase (decrease) resulting from:
State taxes, net of Federal tax benefit...... 30 3.6 97 3.5
(O] 1011 SRR - - (27) (10)

$313 37.6% $1,003 36.5%

The tax effects of temporary differences that give rise to significant portions of the deferred tax
assets and deferred tax liabilities are presented below (in thousands).

At December 31,

2008 2007
Deferred tax assets:
Allowance for 10an [0SSES .........cccveveiiieieeieieeceee e, $ 638 $ 186
Premises and eqUIPMENT .........oooveiieiinienieeeee e 22 -
Unrealized loss on security available for sale........................ 2 2
Deferred taX aSSetS.......ccvveiiiieiiiieiie e 662 188
Deferred tax liabilities:
LLOBN COSES ...vvevveeiiecieeie ettt re e (31) (39)
Accrual to cash adjustment.............ccccovveveiieiiece e, - (62)
Premises and eqUIPMENT .......c.covueiieienierie e - (104)
OBNEE e (61) (17)
Deferred tax liabilities .........ccccccevvveiiiiiiiiieeece, (92) (222)
Net deferred tax asset (liability).........cccooveervrninnnnns $ 570 $ (34)

(11) Related Party Transactions
The Company has entered into transactions with its executive officers, directors and their affiliates in
the ordinary course of business. There were loans to related parties at December 31, 2008 and
2007 of approximately $8,292,000 and $3,810,000, respectively. At December 31, 2008 and
2007, these same related parties had approximately $1,488,000 and $1,436,000, respectively, on
deposit with the Company.

(continued)
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(12) Stock-Based Compensation
The Company established an Incentive Stock Option Plan (the "Plan™) for officers, directors and

employees of the Company and reserved 600,686 (amended) shares of common stock for the
plan. Both incentive stock options and nongualified stock options may be granted under the
plan. The exercise price of the stock options is determined by the board of directors at the time
of grant, but cannot be less than the fair market value of the common stock on the date of grant.
The options vest over three and five years. However, the Company's board of directors
authorized the immediate vesting of all stock options outstanding as of December 29, 2005 in
order to reduce noncash compensation expense that would have been recorded in its consolidated
statements of earnings in future years upon adoption of SFAS 123(R) in January 2006. The
options must be exercised within ten years from the date of grant. At December 31, 2008,
14,239 options were available for grant.

A summary of the activity in the Company's stock option plan is as follows. All option amounts

reflect the 5% stock dividends declared in May 2008 and 2007 (dollars in thousands, except
share amounts):

Weighted-
Weighted-  Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Options Price Term Value
Outstanding at December 31, 2006 ......... 514,805 $ 7.66
EXErcised.......cccovvivieiveiecieieece e (7,166) 5.67
Forfeited.......coovviveiiece e, (4,052) 10.00
Outstanding at December 31, 2007
and 2008..........cccoveeiieieeee e 503,587 $ 7.68
Exercisable at December 31, 2008 .......... 503,587 $ 7.68 4.7 years $35

The total intrinsic value of options exercised during the year ended December 31, 2007 was
$16,675. There was no tax benefit recognized in 2007.

Effective January 1, 2002, the Board of Directors adopted a nonemployee director compensation and

stock purchase plan under which each outside director was required to purchase Company stock
with compensation for board meetings at a price no less than fair market value. A total of 15,941
shares (as adjusted to reflect the 5% stock dividend declared in May 2007) were authorized for
issuance to outside directors under this plan. A total of 4,172 shares of common stock were
issued to outside directors under this plan during the year ended December 31, 2007. This plan
was terminated effective January 1, 2008.

(continued)
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(13) Regulatory Matters

The Bank is subject to various regulatory capital requirements administered by the regulatory
banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory
and possibly additional discretionary actions by regulators that, if undertaken, could have a direct
material effect on the Company's and Bank's financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, the Bank must meet
specific capital guidelines that involve quantitative measures of their assets, liabilities, and
certain off-balance-sheet items as calculated under regulatory accounting practices. The capital
amounts and classification are also subject to qualitative judgments by the regulators about
components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain minimum amounts and percentages (set forth in the following table) of total and Tier 1
capital (as defined in the regulations) to risk-weighted assets (as defined) and of Tier 1 capital (as
defined) to average assets (as defined). Management believes, as of December 31, 2008, the
Bank met all capital adequacy requirements to which they are subject.

As of December 31, 2008, the most recent notification from the regulatory authorities categorized
the Bank as well capitalized under the regulatory framework for prompt corrective action. To be
categorized as well capitalized, an institution must maintain minimum total risk-based, Tier I
risk-based, and Tier | leverage percentages as set forth in the following tables. There are no
conditions or events since that notification that management believes have changed the Bank's
category. The Bank's actual capital amounts and percentages are also presented in the table
(dollars in thousands).

Minimum
To Be Well
Capitalized Under
For Capital Adequacy Prompt Corrective
Actual Purposes Action Provisions
Amount % Amount _% Amount _%
As of December 31, 2008:
Total Capital to Risk-
Weighted Assets............. $ 29,357 18.91%  $12,419 8.00% $ 15,524 10.00%
Tier | Capital to Risk-
Weighted Assets............. 27,451 17.68 6,210 4.00 9,314 6.00
Tier | Capital
to Total Assets................ 27,451 10.71 10,254 4.00 12,818 5.00
As of December 31, 2007:
Total Capital to Risk-
Weighted Assets............. 27,966 17.95 12,465 8.00 15,581 10.00
Tier | Capital to Risk-
Weighted Assets............. 27,274 17.50 6,232 4.00 9,349 6.00
Tier | Capital
to Total Assets................ 27,274 11.15 9,787 4.00 12,234 5.00

(continued)
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(14) Dividends

The Company is limited in the amount of cash dividends that may be paid. Banking regulations place
certain restrictions on dividends and loans or advances made by the Bank to the Holding
Company. The amount of cash dividends that may be paid by the Bank to the Holding Company
is based on the Bank's net earnings of the current year combined with the Bank's retained
earnings of the preceding two years, as defined by state banking regulations. However, for any
dividend declaration, the Company must consider additional factors such as the amount of
current period net earnings, liquidity, asset quality, capital adequacy and economic conditions.
It is likely that these factors would further limit the amount of dividend which the Company
could declare. In addition, bank regulators have the authority to prohibit banks from paying
dividends if they deem such payment to be an unsafe or unsound practice.

(15) Contingencies
Various claims also arise from time to time in the normal course of business. In the opinion of
management, none have occurred that will have a material effect on the Company's consolidated
financial statements.

(16) Simple IRA
The Company has a Simple IRA Plan whereby substantially all employees participate in the Plan.
Employees may contribute up to 15 percent of their compensation subject to certain limits based
on federal tax laws. The Company makes matching contributions equal to the first 3% of an
employee's compensation contributed to the Plan. Matching contributions vest to the employee
immediately. For the years ended December 31, 2008 and 2007, expense attributable to the Plan
amounted to $45,525 and $42,333, respectively.

(17) Stock Purchase Plan
On September 25, 2008, the Company adopted a stock purchase plan (the "Plan™). The Plan allows
the Company to purchase up to 5% of the common stock outstanding (approximately 156,050
shares). As of December 31, 2008, no shares had been purchased.

(continued)
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(18) Holding Company Financial Information
The Holding Company's unconsolidated financial information as of December 31, 2008 and 2007

and for the years then ended follows (in thousands):

Condensed Balance Sheets

At December 31,

2008 2007
Assets
CaSN e $ 362 % 13
Investment in SUDSIAIAIY ........ccoovvieiiiiiese e 27,447 27,270
OBNBE BSSEES...eeeeee e e ettt e e e e 256 218
TOLAL BSSPES....eeee e et eeeee et e et e e et e e et e e et e e e e e e eteeeeeeas $28,065 $27,501
Liabilities and Stockholders' Equity
Other THADIIILIES ...vveeeeeee ettt r e e e e e e eeeeenes $ 145 $ 99
Junior subordinated debenture..........ccoeeeeeeee e 5,155 5,155
StoCKNOIAErs' €QUILY......ccvveeiiieie e 22,765 22,247
Total liabilities and stockholders' equity ..........ccccevevenene, $28,065 $27,501

Condensed Statements of Earnings

Year Ended December 31,

2008 2007
Earnings of subsidiary ..........cccccevvveieiniiiseec e $ 852 $2,011
INErESt EXPENSE ... (320) (320)
OLher EXPENSE ...eevveeeiecieecieeiee et e et e e et e e reenae e (213) (111)
Earnings before income tax benefit ...........cccooeieiiinnen. 319 1,580
Income tax benefit.......c.covevviiiiiec e (201) (162)
NEE AMMINGS .. e $ 520 $1,742
(continued)
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(18) Holding Company Financial Information, Continued

Condensed Statements of Cash Flows

Year Ended December 31,

2008
Cash flows from operating activities:

NEL BAMINGS ..c.vveveececeie e $ 520
Adjustments to reconcile net earnings to net cash
used in operating activities:

Equity in undistributed earnings of subsidiary .............. (852)
(Increase) decrease in other assets ..........cccccvevvevveiieennns (38)
Increase (decrease) in accrued other liabilities............... 46
Net cash used in operating activities.............ccccevervvennene. (324)

Cash flow from investing activities:
Dividend from subsidiary ..........cccccoovviieninencnecceee, 675
Investment in subsidiary

Net cash provided by investing activities ...................... 675

Cash flows from financing activities:
Proceeds from sale of common stock ............cccceevveiinenee, -
Proceeds from exercise of common stock options............... -

Fractional shares of stock dividend paid in cash ................. _ (2
Net cash provided by financing activities...................... )

Net increase (decrease) in Cash.........ccovvveiiiiiei i, 349
Cash at beginning of the year...........ccccceveiiiiii i _ 13
Cash at end Of Year ........ccocivireiiiireee e, $_362

Noncash transactions:
Change in accumulated other comprehensive loss of
subsidiary, net change in unrealized loss on security
available for sale, net of taX..........cccoovvvevveveie e $

Common stock dividend ...........oooveeeeeee e $1,187

50

2007

$ 1,742
(2,011)
37
)
(236)
175
_(78)

97

$ 1,302
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