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Report of |ndependent Registered Public Accounting Firm

Board of Directors
Magyar Bank (Fornmerly Magyar Savi ngs Bank)



We have audited the acconpanying consol i dated bal ance sheets of Magyar Bank
as of Septenber 30, 2005 and 2004 and the related consolidated statements of
incone, changes in retained earnings and cash flows for the years then ended
These financial statements are the responsibility of the Bank's managenent. Cur
responsibility is to express an opinion on these financial statenents based on
our audits.

We conducted our audits in accordance wth the standards of the Public
Conpany Accounting Oversight Board (United States). Those standards require that
we plan and performthe audits to obtain reasonable assurance about whether the
financial statements are free of material misstatenent. An audit includes
consideration of internal control over financial reporting as a basis for
desi gning audit procedures that are appropriate in the circunstances but not for
the purpose of expressing an opinion on the effectiveness of the Bank's interna
control over financial reporting. Accordingly, we express no such opinion. An
audit also includes exam ning, on a test basis, evidence supporting the amunts
and di sclosures in the financial statenents, assessing the accounting principles
used and significant estimtes nade by managenent, as well as evaluating the
overal |l financial statement presentation. W believe that our audits provide a
reasonabl e basis for our opinion.

In our opinion, the financial statenments referred to above present fairly
in all material respects, the consolidated financial position of Magyar Bank as
of Septenber 30, 2005 and 2004 and the consolidated results of its operations

and its cash flows for the years then ended, in conformty wth accounting
principles generally accepted in the United States of Anerica

Phi | adel phi a, Pennsylvania
January 23, 2006

MAGYAR BANK
Consol i dat ed Bal ance Sheets
(I'n Thousands)

Table 1

ASSETS

Cash
Interest bearing deposits with banks

Total cash and cash equival ents

I nvest ment securities - available for sale, at fair val ue

I nvestnent securities - held to maturity, at cost (fair value of $33,853 and $42, 857

at Septenber 30, 2005 and 2004, respectively)
Federal Honme Loan Bank of New York stock, at cost

Loans receivabl e, net

Sept ember 30

34, 269
2, 444

267,317

42,615
1,745

193, 550



Bank owned life insurance
Accrued interest receivable
Prem ses and equi pnent, net

O her assets

Total assets

LI ABI LI TIES AND RETAI NED EARNI NGS

Liabilities
Deposits
Escrowed funds
Federal Hone Loan Bank of New York advances
Securities sold under agreenents to repurchase
Loans payabl e
Accrued interest payable
Accounts payable and other liabilities

Total liabilities

Ret ai ned ear ni ngs
Ret ai ned earnings - substantially restricted
Accunul at ed ot her conprehensive |oss, net

Total retained earnings

Total liabilities and retained earnings

The acconpanyi ng notes are an integral part of these statenents
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MAGYAR BANK

Consol i dated Statenents of

(I'n Thousands)

Table 2

Interest and dividend i ncone
Loans, including fees
I nvest nent securities
Federal Hone Loan Bank of New York stock

Total interest and dividend i ncone

I nterest expense
Deposits
Borrowed noney

Year ended Septenber 30

$ 12,962

5,813 5, 636

1,556 1,274

19, 463 4,230

5, 032 1,882

$ 359, 705 $ 287, 078

$ 278, 090 $ 223,974

1,195 1,101

38, 872 25, 402

10, 000 9, 500

2,497 .

496 199

4,167 3,790

335, 317 263, 966

24,996 23, 436

(608) (324)

24, 388 23,112

$ 359, 705 $ 287, 078

2004

$ 9, 627
2,930
27
12, 584
3,220
1,039



Total interest expense

Net interest and dividend inconme

Provision for |oan |osses

Net interest and dividend inconme after provision
for loan |osses

O her incone
Servi ce charges
O her operating incone
Gains on the sale of |oans
Net loss on the sale of investnment securities
Gains on the sale of prem ses and equi pnent

Total other incone

O her expenses
Conpensati on and enpl oyee benefits
Occupancy expenses
Advertising
Prof essi onal fees
Federal insurance prem uns and assessnents
Service fees
Directors fees
O her expenses

Total other expenses

I ncome before incone taxes

I ncome taxes

Net incone

The acconpanying notes are an integral part of these statenments
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MAGYAR BANK
Consol i dat ed Statenent of Changes in Retained Earnings
Years ended Septenber 30, 2005 and 2004
(I'n Thousands)

Table 3
Ret ai ned
ear ni ngs
Bal ance, Septenber 30, 2003 $ 22,824

Net income for year ended Septenber 30, 2004 612

Accumul at ed

ot her
conpr ehensi ve
| oss
$ (165)

Conpr ehensi ve
i ncome

$ 612

$



O her conprehensive |oss, net of
recl assification adjustnents and taxes

Total conprehensive inconme

Bal ance, Septenber 30, 2004

Net inconme for year ended Septenber 30, 2005
O her conprehensive | oss, net of
recl assification adjustnents and taxes

Total conprehensive inconme

Bal ance, Septenber 30, 2005 $

24,996

$

(608)

The acconpanying notes are an integral part of this statement.
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MAGYAR BANK

Consol i dated Statenments of Cash Fl ows
(I'n Thousands)

Table 4

Qperating activities

Net incone

Adj ust nent to reconcile net incone to net cash provided by (used in)

operating activities

Depreci ati on expense

Prem um anortization on investnent and nortgage- backed
securities, net

Gains on sale of |oans

Gains on sale of premi ses and equi pment

Net |1 o0ss on sale of investnent securities

Provi sion for |oan |osses

Deferred income tax (benefit)

Increase in accrued interest receivable

(I'ncrease) decrease in bank owned life insurance

Increase in other assets

(Decrease) increase in accrued interest payable

(Decrease) increase in other liabilities

Net cash provided by (used in) operating activities

Investing activities
Net increase in | oans receivable
Pur chases of investnent securities held to maturity

Year ended Septenber 30

$ 1,560

519

166
(2, 891)
6

891
(1,048)
(282)
(177)
(2,129)
297
376

(79, 732)
(2, 000)

(19, 980)
(17, 165)



F

Purchases of investnent securities available for sale

Sal es of investnent securities available for sale

Proceeds frommaturities/calls of investment securities held to maturity
Proceeds frommaturities/calls of investment securities available for sale
Princi pal repaynments on investnent securities held to maturity

Princi pal repaynents on investnent securities available for sale

Pur chases of bank owned life insurance

Pur chases of prem ses and equi pnent

Net proceeds on sale of prem ses and equi prent

Purchases of Federal Hone Loan Bank of New York stock

Net cash used in investing activities

nancing activities

Net increase (decrease) in deposits

Net increase (decrease) in escrowed funds

Gross advances fromlong-term Federal Hone Loan Bank of New York advances
Gross repaynments from |l ong-term Federal Hone Loan Bank of New York advances
Net proceeds from short-term Federal Hone Loan Bank of New York advances
Net proceeds from securities sold under agreenents to repurchase

Net proceeds from | oans payabl e

Net cash provided by financing activities

Net decrease in cash and cash equival ents

Cash and cash equival ents, beginning of year

Cash and cash equival ents, end of year

Suppl ement al di scl osures of cash flow i nformation

Cash paid for
I nterest
I ncone taxes

The acconpanying notes are an integral part of these statements.
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MAGYAR BANK
Notes to Consolidated Financial Statenents
Sept erber 30, 2005 and 2004

NOTE A - ORGANI ZATI ON

On January 23, 2006, Magyar Bank conpleted a reorganization involving a
series of transactions by which our corporate structure was changed froma
mut ual savi ngs bank to the nmutual hol ding conpany form of ownership. Magyar
Bank becane a New Jersey-chartered stock savings bank subsidiary of Magyar
Bancorp, Inc., a Delaware-chartered md-tier stock holding conpany. Magyar
Bancorp, Inc. (the Company) owns 100% of the outstanding shares of common
stock of Magyar Bank. Magyar Bancorp, Inc. is a majority-owned subsidiary
of Magyar Bancorp, MHC, a New Jersey-chartered nutual hol ding conpany.

As a result of the reorganization and stock offering, Magyar Bancorp, MC,
owns 54.03% of the outstanding shares of common stock of Magyar Bancorp,
Inc. The remaining 45.97%is held by public stockholders. So | ong as Magyar
Bancorp, MIC exists, it will be required to own a majority of the voting
stock of Magyar Bancorp, Inc. Magyar Bancorp, MHC is subject to
conprehensive regulation and exam nation by the Board of Governors of the
Federal Reserve System and the New Jersey Departnent of Banking and
I nsurance, see Note Q

- (1,994)
3,103 -

3, 000 2,239

2,002 5, 000

7,282 9, 495

5, 080 5, 457
- (520)
(11, 673) (271)

3, 905 -
(698) (143)
(69, 731) (17, 882)
54,116 (1,701)
94 (96)

10, 000 3, 000
(1, 660) (654)

5,130 12, 670

500 -

2, 497 -

70, 677 13, 219
(1,766) (3,574)

4,975 8, 549

$ 3, 209 $ 4,975
$ 5, 656 $ 4,378
$ - $ 176



NOTE

NOTE

Magyar Bank (the Bank) is subject to regulations issued by the New Jersey
Departnment of Banking and Insurance and the Federal Deposit Insurance
Cor por ati on. The Bank's admnistrative offices are located in New
Brunswi ck, New Jersey. The Bank has three branch offices which are |ocated
in New Brunswi ck (main branch), North Brunswi ck and South Brunsw ck, New
Jersey. The Bank's savings deposits are insured by the FDI C through the
Savi ngs Association Insurance Fund (SAIF); also, the Bank is a nenber of
the Federal Home Loan Bank of New York.

Magyar Service Corporation, a New Jersey corporation, is a wholly owned
non- bank subsidi ary of Magyar Bank. Magyar Service Corporation, which also
operates under the nane Magyar Financial Services, will receive comm ssions

from annuity and life insurance sales referred to a licensed, non-bank
financial planner

The Bank conpetes with other banking and financial institutions inits
primary market areas. Commercial banks, savings banks, savings and |oan
associ ations, «credit unions and noney market funds actively conpete for
savings and tinme certificates of deposit and all types of loans. Such
institutions, as well as consumer financial and insurance conpanies, may be
considered conpetitors of the Bank with respect to one or nore of the
services it renders.

The Bank is subject to regulations of certain state and federal agencies
and, accordingly, the Bank is periodically examned by such regulatory
authorities. As a consequence of the regulation of comercial banking
activities, the Bank's business is particularly susceptible to future state
and federal |egislation and regul ations

B - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES

1. Basi s of Financial Statement Presentation

The accounting and reporting policies of the Bank conformto accounting
principles generally accepted in the United States of America (US GAAP) and
predonm nant practices within the banking industry. The financial statenents

include the accounts of the conmpany, its wholly owned subsidiaries, the
Bank and Magyar Service Corporation, and the variable interest entity
Hungaria Urban Renewal, LLC, see Note F. All interconpany balances and

transactions have been elininated in the financial statenents.
(Conti nued)
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MAGYAR BANK
Not es to Consolidated Financial Statenents- Continued
Sept enber 30, 2005 and 2004

B - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLICIES - Conti nued

In preparing financial statenments in conformty with US GAAP, managenent is
required to make estimates and assunptions that affect the reported ampunts
of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statenents, and the reported
amounts of revenues and expenses during the reporting period. Actua
results could differ fromthose estimates

The principal estimate that is particularly susceptible to significant
change in the near term relates to the allowance for |loan |osses. The
eval uation of the adequacy of the allowance for |oan |osses includes an
anal ysis of the individual |oans and overall risk characteristics and size
of the different loan portfolios, and takes into consideration current
econoni ¢ and market conditions, the capability of specific borrowers to pay
specific loan obligations, as well as current loan collateral values

However, actual |osses on specific |oans, which also are enconpassed in the
anal ysis, may vary fromestimted | osses



NOTE

2. Cash and Cash Equival ents

For purposes of reporting cash flows, cash and cash equivalents include
cash on hand, anpunts due from banks, time deposits wth origina
maturities less than three nonths and overnight deposits. Non- cash
investing activities for 2005 include the conversion of $5.1 nillion
construction | oans receivable included in 2004 to Prem ses and Equi pment as
a result of the FIN 46(R) consolidation, see Note F

3. I nvest ment Securities

The Bank classifies investnent securities as either held to maturity or
avail able for sale

Investment securities held to maturity are carried at cost adjusted for
anmortization of premiumand accretion of discount over the termof the
related investments using the interest method. The Bank has the ability and
positive intent to hold these securities to maturity and, accordingly

adjustnments are not made for tenporary declines in fair value below
amortized cost. A decline in the fair value of any held to maturity
security that is deened other than tenporary is charged to earnings. The
i nvestment in Federal Home Loan Bank of New York stock is carried at cost

Investment securities classified as available for sale are carried at fair
value with unrealized gains and | osses excluded from earnings and reported
in a separate conmponent of retained earnings, net of related inconme tax
effects. Gains and | osses on sales of investment securities are recognized
upon realization utilizing the specific identification nethod

Prem um or di scount on investnent securities is recognized as an adj ust ment
of yield by use of the interest method over the expected life of the
i nvest ment security.

The Bank follows Statenment of Financial Accounting Standards (SFAS) No

133, which was anmended by SFAS No. 138, "Accounting for Certain Derivative
Instruments and Certain Hedging Activities", SFAS No. 149, " Anmendnent of
Statement 133 on Derivative Instrunents and Hedging Activities", and SFAS
No. 150, "Accounting for Certain Financial Instrunents with Characteristics
of both Liabilities and Equity", (collectively SFAS No. 133). SFAS No. 133

as amended, requires that entities recognize all derivatives as either
assets or liabilities in the statement of financial condition and neasure
those instrunents at fair value. The Bank did not have any derivative
instruments as of Septenber 30, 2005 and 2004

(Conti nued)
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MAGYAR BANK
Not es to Consolidated Financial Statenents- Continued
Sept ember 30, 2005 and 2004

B - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CIES - Conti nued

I'n Novernber 2005, the Financial Accounting Standards Board (FASB) issued
FASB Staff Position (FSP) 115-1, The Meaning of Oher-Than-Tenporary
I npai rment and Its Application to Certain Investnents. This FSP provides
addi tional guidance on when an investment in a debt or equity security
shoul d be considered inpaired and when that inpairnment should be considered
ot her-than-tenporary and recognized as a loss in earnings. Specifically
the guidance clarifies that an investor should recognize an inpairnment |oss
no later than when the inpairment is deemed other-than-tenporary, even if a
decision to sell has not been nade. The FSP also requires certain
di scl osures about unrealized |osses that have not been recognized as
ot her-than-tenporary inpairments. Managenent applied the guidance in this
FSP in 2005. At Septenber 30, 2005 and 2004, the Bank had no investnents
that woul d be defined as inpaired under FSP 115-1



NOTE

4. Loans and All owance for Loan Losses

Loans that nmnagenent has the intent and ability to hold for the
foreseeable future or until maturity or payoff are stated at the anount of
unpaid principal and reduced by an allowance for |oan |osses. Interest on
loans is accrued and credited to operations based upon the principa
amounts outstanding. The allowance for loan |l osses is established through a
provision for possible |oan | osses charged to operations. Loans are charged
agai nst the allowance for |oan |osses when nanagenent believes that the
collectibility of the principal is unlikely.

Income recognition of interest is discontinued when, in the opinion of
managenment, the collectibility of such interest becones doubtful. A loan is
generally classified as nonaccrual when the loan is 90 days or nore
delinquent. Loan origination fees and certain direct origination costs are
deferred and anortized over the life of the related | oans as an adjustnent
to the yield on |l oans receivable using the effective interest method

The all owance for loan |l osses is mmintained at an anpbunt managenent deens

adequate to cover estimated losses. In determining the level to be
mai ntai ned, nanagenent eval uates many factors, including current econonic
trends, industry experience, historical |loss experience, industry |loan

concentrations, the borrowers' ability to repay and repaynent performance

and estimated collateral values. In the opinion of managenent, the present
al l owance is adequate to absorb reasonable, foreseeable |oan |osses. Wile
managenent uses the best information available to make such eval uations

future adjustnments to the allowance may be necessary based on changes in
econonmic conditions or any of the other factors used in nmanagenment's
determination. In addition, various regulatory agencies, as an integral

part of their exam nation process, periodically review the Bank's all owance
for losses on loans. Such agencies may require the Bank to recognize
additions to the allowance based on their judgnents about information
available to themat the time of their exam nation. Charge-offs to the
al l onance are nade when the loan is transferred to other real estate owned
or other determ nation of inpairment

The Bank accounts for its inpaired loans in accordance wth SFAS No. 114
"Accounting by Creditors for Inpairnment of a Loan," as anmended by SFAS No
118, "Accounting by Creditors for Inpairnment of a Loan - Income Recognition
and Disclosures.” This standard requires that a creditor neasure inpairnent
based on the present value of expected future cash flows discounted at the
loan's effective interest rate except that, as a practical expedient, a
creditor may neasure inpairment based on a | oan's observable market price
or the fair value of the collateral if the loan is collateral dependent
Regardl ess of the neasurenent method, a creditor may nmeasure inpairnment
based on the fair value of the collateral when the creditor determ nes that
foreclosure is probable. At Septenber 30, 2005 and 2004, the Bank had no
| oans that would be defined as inpaired under SFAS No. 114

(Conti nued)
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MAGYAR BANK
Not es to Consolidated Financial Statenents- Continued
Sept enber 30, 2005 and 2004

B - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CIES - Conti nued

The Bank accounts for its transfers of financial asset s, including sales
and loan participations and servicing assets in accordance with SFAS No
140, "Accounting for Transfers and Servicing of Financial Assets and
Exti ngui shnents of Liabilities." Transfers of financial assets, including
sal es of loans and |oan participations are accounted for as sales when
control over the assets has been surrendered. Control over transferred
assets is deened to be surrendered when (1) the assets have been isol ated
fromthe Conpany, (2) the transferee obtains the right (free of conditions
that constrain it from taking advantage of that right) to pledge or



NOTE

exchange the transferred assets, and (3) the Conpany does not maintain
effective control over the transferred assets through an agreenment to
repurchase them before their maturity.

The Bank follows Financial Accounting Standards Board (FASB) Interpretation
(FIN) 45, "Cuarantor's Accounting and Disclosure Requirenments for
Guar antees, including Indirect Guarantees of |Indebtedness of Others." FIN
45 requires a guarantor entity, at the inception of a guarantee covered by
the measurenent provisions of the interpretation, to record a liability for
the fair value of the obligation wundertaken in issuing the guarantee. At
Sept enber 30, 2005 and 2004, the Bank did not hold any guarantees subject
to FIN 45.

In Cctober 2003, the AICPA issued Statenent of Position (SOP) 03-3,
"Accounting for Loans or Certain Debt Securities Acquired in a Transfer."
SOP 03-3 applies to a loan with the evidence of deterioration of credit
quality since origination acquired by conpletion of a transfer for which it
is probable, at acquisition, that the Bank will be unable to collect all
contractual ly required paynments receivable. SOP 03-3 is effective for |oans
acquired in fiscal years beginning after December 31, 2004. The Bank has no
such | oans at Septenber 30, 2005 and 2004.

5. Prem ses and Equi pnent

Prem ses and equi pment are carried at cost |ess accumulated depreciation,
and include expenditures for new facilities, maj or betterments and
renewal s. Expenditures for maintenance and repairs are charged to expense
as incurred. Depreciation is conputed using the straight-line nmethod based
upon the estimated useful lives of the related assets.

The Bank accounts for the inpairment of long-lived assets in accordance
with SFAS No. 144, "Accounting for the Inpairnent or Disposal of Long-Lived
Assets." The standard requires recognition and neasurenment for the
i npai rment of long-lived assets to be held and used or to be disposed of by
sale. The Bank had no inpaired long-lived assets at Septenber 30, 2005 and
2004.

6. Real Estate Owned

Real estate properties acquired through |oan foreclosures are recorded at
estimated fair value less cost to sell at the tinme of foreclosure wth any
writedown charged against the allowance for Iloan 1osses. Subsequent
valuations are periodically perforned by managenment and the carrying val ue
is adjusted by a charge to expense to reflect any subsequent declines in
the estimated fair value. For the years ended Septenber 30, 2005 and 2004,
the Bank did not incur any witedowns on foreclosed properties. Further
declines in real estate values may result in increased foreclosed real
estate expense in the future. Routine holding costs are charged to expense
as incurred and inprovenents to real estate owned that enhance the val ue of
the real estate are capitalized. At Septenber 30, 2005 and 2004, the Bank
did not hold any real estate owned properties.

(Cont i nued)
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MAGYAR BANK
Not es to Consolidated Financial Statenments- Continued
Sept enmber 30, 2005 and 2004

B - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CIES - Conti nued

7. I ncome Taxes

Under the liability method, deferred tax assets and liabilities are
determ ned based on the difference between the financial statenent and the



tax basis of assets and Iliabilities as nmeasured by the enacted tax rates
which will be in effect when these tenporary differences are estimated to
reverse. Deferred tax expense is the result of changes in deferred tax
assets and liabilities. The principal types of accounts resulting in
di fferences between assets and liabilities for financial statenent and tax
return purposes are allowance for loan |losses, deferred loan fees

accunul at ed depreciation and investnment securities available for sale

8. Advertising Costs

The Bank expenses advertising costs as incurred

9. Fi nanci al Instruments

SFAS No. 107, "Disclosures about Fair Val ue of
requires the Bank to disclose the estimated fair value of their assets and
liabilities considered to be financial instrunents. Financial instrunents
requiring disclosure consist primarily of investnent securities, |oans and
deposits.

Fi nanci al Instrunents,"”

10. Conprehensive |Incone (Loss)

SFAS No. 130, "Reporting Conprehensive Income," established standards for
reporting conprehensive income, which includes net income as well as
certain other itens which result in a change to equity during the period

i ncome

The inconme tax effects allocated to

follows (in thousands)

conpr ehensi ve (loss) are as

Table 5

Year ended Septenber 30, 2005

Year ended Septenber 30, 2004

Net of
Bef ore tax Tax t ax
amount expense anmount
$ (292) $ 122 $ (170)
20 (9) 11
$ (272) $ 113 $ (159)

Net of
Bef ore tax Tax t ax
anount expense anount
Unrealized | osses
on securities
Unreal i zed hol di ng
| osses arising during
peri od $ (282) $ 118  $ (164)
Less reclassification
adj ustment for |osses
realized in net incone 6 (2) 4
M ni num pension liability (161) 37 (124)
O her conprehensive | oss, net $ (437) $ 153 $ (284)
(Cont i nued)
F- 10
MAGYAR BANK

Not es to Consolidated Financial Statenents- Continued
Sept enmber 30, 2005 and 2004

NOTE B - SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES - Conti nued

11. Reclassifications




Certain 2004 amounts have been reclassified to conform to the 2005
financial statement presentation

12. New Accounting Pronouncenents

The FASB recently issued SFAS No. 154, "Accounting Changes and Error
Corrections,"” a replacement of APB Opinion No. 20 and SFAS No. 3, as part
of its short-term convergence project with the International Accounting
Standards Board. SFAS No. 154 requires that all voluntary changes in
accounting principles and changes required by a new accounting
pronouncenent that do not include specific transition provisions be applied
retrospectively to prior periods' financial statenments, wunless it is
i mpracticable to do so. APB Opi nion 20, Accounting Changes, required that
nost voluntary changes in accounting principle be recognized by including
the cumulative effect of changing to the new accounting principle as a
conponent of net income in the period of the change. SFAS No. 154 is
effective prospectively for accounting changes and corrections of errors
made in fiscal years beginning after Decenber 15, 2005. Earlier application
is permtted for accounting changes and corrections of errors nade in
fiscal years beginning after the date the Statement was issued (May 2005)
SFAS No. 154 does not change the transition provisions of any existing
accounting pronouncenents, including those that are in a transition phase
as of the effective date of the Statenent. The Bank is currently evaluating
its possible inpact.

SFAS No. 123 (revised 2004), Share-Based Paynent. SFAS No. 123(R) addresses
the accounting for share-based paynent transactions in which an enterprise
receives enployee services in exchange for (a) equity instrunents of the
enterprise or (b) liabilities that are based on the fair value of the
enterprise's equity instrunments or that nay be settled by the issuance of
such equity instrunents. SFAS No. 123(R) requires an entity to recognize
the grant-date fair-value of stock options and other equi ty-based
conpensation issued to enployees in the incone statenent. The revised
Statenent generally requires that an entity account for those transactions
using the fair-value-based nethod; and elimnates an entity's ability to
account for share-based conpensation transactions using the intrinsic value
nmet hod of accounting in APB Opinion No. 25, Accounting for Stock Issued to
Enpl oyees, which was permtted under SFAS No. 123, as originally issued

The revised Statement requires entities to disclose information about the
nature of the share-based paynment transactions and the effects of those
transactions on the financial statenents. SFAS No. 123(R) is effective for
the Bank beginning July 1, 2005. Managenent is in the process of evaluating
SFAS No. 123(R) and does not anticipate an affect on the consolidated
results of operations at this tine, or until the adoption of a stock-based
incentive program

(Cont i nued)
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NOTE C - | NVESTMENT SECURI Tl ES
The unanortized cost, gross unrealized gains or |osses and the fair val ue

of the Bank's investnment securities available for sale and held to maturity
are as follows (in thousands)

Table 6

Sept ember 30, 2005



Gross Gross
Anortized unreal i zed unreal i zed Fair
cost gai ns | osses val ue
Avail able for sale
U.S. governnent and agency obligations $ 4,000 $ - $ (106) $ 3,894
Equity securities 142 - - 142
Mor t gage- backed securities 17, 047 - (481) 16, 566
Tot al $ 21, 189 $ - $ (587) $ 20, 602
Held to naturity
U. S. government and agency obligations $ 4,313 $ 17 $ (64) $ 4, 266
Cor porate notes 2,001 14 - 2,015
Mort gage- backed securities 27, 955 124 (507) 27,572
Tot al $ 34, 269 $ 155 $ (571) $ 33,853
Table 7
Sept ember 30, 2004
Gross Gross
Anortized unreal i zed unreal i zed Fair
cost gai ns | osses val ue
Avail able for sale
U.S. governnent and agency obligations $ 5, 498 $ 57 $ (39) $ 5,516
Cor porate notes 2,002 5 - 2,007
Equity securities 142 - - 142
Mor t gage- backed securities 23,841 1 (336) 23,506
Tot al $ 31, 483 $ 63 $ (375) $ 31,171
Held to naturity
U.S. governnent and agency obligations $ 7,423 $ 30 $ (8) $ 7,445
Cor porate notes 2,005 92 - 2,097
Mor t gage- backed securities 33, 187 352 (224) 33, 315
Tot al $ 42,615 $ 474 $ (232) $ 42, 857
(Cont i nued)
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NOTE C - | NVESTMENT SECURI TI ES - Conti nued
The anortized cost and fair value of the Bank's investnent securities
available for sale and held to maturity at Septenmber 30, 2005, by
contractual maturity, is shown bel ow Expected maturities will differ from

contractual maturities because borrowers may have the right to cal



prepay obligations with or w thout cal

Tabl e 8
Due in one year or
Due
Due
Due after ten years

Equity securities

or

| ess

after one year through five years
after five years through ten years

Mor t gage- backed securities

prepaynment penal ties.

Sept ember 30, 2005
Avai |l abl e for sale Held to maturity
Anortized Fair Anortized Fair
cost val ue cost val ue
$ - $ - $ 4,001 $ 3,986
4,000 3,894 2,000 1, 966
- - 147 160
- - 166 169
142 142 - -
17, 047 16, 566 27,955 27,572
$ 21,189 $ 20, 602 $ 34, 269 $ 33, 853

There were sales of $1,536,000 of U.S. agency obligations and $1, 567,000 of
nort gage- backed securities fromthe available for sale portfolio during the

year ended Septenber 30, 2005. The Bank recogni zed a gross gain of $36, 000
and a gross |loss of $42,000 on these sales. There were no sales of
investment securities during the fiscal year ended Septenber 30, 2004.
As of Septenber 30, 2005 and 2004, securities having an estimated fair
value of approximately $1,023,000 and $1,207,000, respectively, were
pl edged to secure public deposits
As of Septenber 30, 2005, details of securities with unrealized | osses are
as follows (dollars in thousands)
Table 9
Nunber Less than 12 nonths 12 nmonths or | onger Tot a
Descri ption of of Fair Unrealized Fair Unrealized Fair Unrealized
securities securities val ue | osses val ue | osses val ue | osses

U.S. governnent

and agenci es 5 $ 133 $ 1 $ 7,831 $ 169 $ 7,964 $ 170
Mor t gage- backed

securities 41 2,705 36 35,229 952 37,934 988
Total tenporarily

i mpai red

i nvest ment

securities 46 $ 2,838 $ 37 $ 43, 060 $ 1,121  $ 45, 898 $ 1,158

(Conti nued)
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NOTE C - | NVESTMENT SECURI TIES - Conti nued

As of Septenmber 30, 2004, details of securities with wunrealized |osses are as
follows (dollars in thousands)

Tabl e 10
Nunber Less than 12 nonths 12 nmonths or | onger Tot a
Descri ption of of Fair Unrealized Fair Unrealized Fair Unrealized
securities securities val ue | osses val ue | osses val ue | osses
U.S. governnent
and agenci es 3 $ 5,953 $ 47 3% - $ -8 5,953 $ 47
Mor t gage- backed
securities 29 23,590 221 19, 166 339 42,756 560
Total tenporarily
i mpai red
i nvest ment
securities 32 $ 29, 543 $ 268 $ 19, 166 $ 339 §$ 48,719 $ 607
The investnent securities |listed above currently have fair values |less than
amortized cost and therefore contain wunrealized |osses. The Conpany
eval uated these securities and determined that the decline in value is
primarily related to fluctuations in the interest rate environnent and not
related to any conmpany or industry specific event. At Septenber 30, 2005
and Septenber 30, 2004, there were approximtely forty-six and thirty-two
investment securities with unrealized |osses. The Conpany anticipates ful
recovery of anortized costs with respect to these securities. The Conpany
has the intent and ability to hold these investnents wuntil pmaturity or
mar ket price recovery. Management has considered factors regarding other
than tenporarily inpaired securities and determined that there are no
securities that are inpaired as of Septenber 30, 2005 and 2004.
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NOTE D - LOANS RECEI VABLE, NET
Loans receivable are conprised of the followi ng (in thousands):
Table 11
Sept ember 30
2005 2004
One-to-four famly residential $ 126, 269 $ 108, 722
Commerci al real estate 57, 366 19, 935
Construction 44,418 5,526
Home equity lines of credit 10, 398 9, 065
Commer ci al busi ness 17, 413 27,698
O her 14, 862 24,964



Total | oans receivable 270, 726 195, 910

Deferred | oan costs (fees) (280) (19)
Al l owance for |oan | osses (3,129) (2,341)
Total | oans receivable, net $ 267, 317 $ 193, 550

Certain directors and executive officers of the Bank have loans with the
Bank. Such | oans were nade in the ordinary course of business at the Bank's
normal credit terms, including interest rate and collateralization, and do
not represent nore than a normal risk of collection. Total |oans receivable
from directors and executive officers was approximtely $2,967,000 and
$2, 324,000 at Septenber 30, 2005 and 2004, respectively. Total principa
additions were approximately $968,000, total principal repaynents were
$71, 000, and $254,000 pertained to officers no longer with the Bank for the
years ended Septenber 30, 2005

At Septenber 30, 2005 and 2004, the Bank was servicing |oans for others
amounting to approximtely $12,698, 000 and $3, 032,000, respectively.
Servicing loans for others generally consist of «collecting nortgage
paynments, nmmintaining escrow accounts, disbursing paynments to investors

and foreclosure processing. Loan servicing incone is recorded on the cash
basis and includes servicing fees from investors and certain charges
collected from borrowers, such as |ate paynent fees. In connection wth
| oans serviced for others, the Bank held borrowers' escrow balances of
appr oxi mately $29,000 and $34,000 at Septenber 30, 2005 and 2004

respectively.

The following sunmarizes the activity in the allowance for loan losses (in
t housands) :

Table 12
Sept ember 30
2005 2004

Bal ance, begi nning of year $ 2,341 $ 2,150
Provision for loan | oss charged to incone 891 202
Charge-offs (103) (11)
Bal ance, end of year $ 3,129 $ 2,341

(Cont i nued)
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NOTE D - LOANS RECEI VABLE, NET - Conti nued

At  September 30, 2005 and 2004 nonaccrual loans had a total principa
bal ance of approxinmately $577,000 and $247, 000, respectively. The anpunt of
interest incone not recognized on |loans nore than 90 days delinquent was
approxi mtely $26,000 and $17,000 for the years ended Septenber 30, 2005
and 2004, respectively. As of September 30, 2005 and 2004 there were no
| oans greater than 90 days past due on which the Bank continued to accrue
interest incone, and the Bank did not have any inpaired | oans. At Septenber
30, 2005 and Septenber 30, 2004, there were no commitnents to lend
addi tional funds to borrowers whose |oans are classified as nonaccrual



NOTE E - ACCRUED | NTEREST RECEI VABLE

The following is a sunmary of accrued interest receivable (in thousands)

Tabl e 13

Loans
I nvest nent securities
Mor t gage- backed securities

Accrued interest receivable

NOTE F - PREM SES AND EQUI PMENT

Prem ses and equi pnent consist of the followi ng (in thousands):

Table 14

Land

Bui | di ngs and i nprovenents
Construction in progress
Furniture, fixtures and equi pnent

Less accunul at ed depreciation

For the years ended Septenber 30, 2005 and 2004

$

$
useful lives

Indefinite $
10- 35 years
10- 40 years
5-7 years

$

depreciation expense

included in occupancy expense anounted to approximtely $519,000 and

$503, 000, respectively

Variable Interest Entity

As the Bank was previously a non-public conpany

it was not required to

conply with Financial Interpretation No. 46 ("FIN 46"), "Consolidation of
Variable Interest Entities," as anended by FIN 46-R for variable interest

entities created prior to Decenber 31, 2003. A

nonpublic conpany was

required to apply FIN 46 (R) to all entities that are subject to standard
by the beginning of the first annual period beginning after Decenber 15
2004, which would have been October 1, 2005 for the Bank

(Cont i nued)
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NOTE

NOTE

F - PREM SES AND EQUI PMENT - Conti nued

However, since the Bank as of January 23, 2006 conpleted its registration
process to become a public conpany under the Snall Business |ssuers rules
as defined by the SEC, it is required to conply with FIN 46(R) by the end
of the first annual period beginning after Decenber 15, 2004, which would
be Septenber 30, 2005 for the Bank. For purposes of adopting FIN 46(R), the
Bank has adopted this standard, as anmended effective October 1, 2004.

Upon adoption of FIN 46 and FIN 46(R), the Bank has perforned an eval uation
to identify any variable interests and to determ ne whether they are in
variable interest entities. Managenent has identified one entity they
believe to be a variable interest entity, because the Bank determined it
was the primary beneficiary to this entity, and as such, is included in the
Bank consolidated financial statenents.

The variable interest entity identified by the Bank is the borrower of two
first nortgage | oans secured by |land and an office building, which the Bank
currently leases as its main headquarters. The entity was forned in 2002
and its sole purpose was to purchase the land and construct the office
building for which the Bank would be the primary tenant. Aside fromthe
information discussed above, the entity is independent of the Bank. The
Bank has made loans to this entity during 2003 and 2004 to finance the
purchase of the land and begin construction of the building. During the
period of construction and to present tine, the Bank has |eased the |and
and building fromthe entity. The |ease paynents were structured to equa
the debt service on the |oans plus a nominal fee. |Included in the |ease
agreenent is an irrevocable purchase option allowi ng the Bank to purchase
the land and building fromthis entity for the aggregated outstanding
i ndebt edness. As of Septenber 30, 2005, the Conpany has not exercised this
purchase option

The Bank's consolidated financial statenents as of and for the year ended
Sept ember 30, 2005 include this entity's total assets and total liabilities
of $15,972,000 and $2, 497,000, respectfully. Total assets are conprised of

land, building, and construction in progress. Total |liabilities are
conprised of a loan payable to another financial institution. The |oan
payable is equal to the anount participated by the Bank to another
financial institution and was not elimnated in consolidation. The |oan

bears interest at Prinme plus 1% and has a maturity date of March 1, 2006
Al activities between the Bank and this entity have been elimnated in the
consol i dated financial statements

G - DEPOSITS

A summary of deposits by type of account follows (in thousands):

Tabl e 15

Demand

Passbook savi ngs

Money mar ket passbook
Club accounts

Regul ar NOW account s
Money mar ket NOW accounts
Certificates of deposit

I RA

(Conti nued)

Sept enber 30,

2005 2004
$ 14, 566 $ 9, 925
52, 326 49, 550
1, 254 2,206
239 229
28, 149 24,548
30, 499 25,164
126, 165 89, 487
24,892 22, 865
$ 278, 090 $ 223,974
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NOTE G - DEPOCSI TS - Conti nued

At Septenber 30, 2005, certificates of deposit have contractual maturities
as follows (in thousands):

Tabl e 16
2006 $ 99, 709
2007 39, 029
2008 7,939
2009 2,325
2010 2, 055

$ 151, 057

The aggregate ampunt of accounts with a m ni rum denomi nation of $100, 000 was

approxi mately $72,317 (in thousands) and $47,072 at Septenber 30, 2005 and

2004, respectively.

NOTE H - BORROW NGS

1. Federal Home Loan Bank of New York Advances

Long term Federal Home Loan Bank of New York (FHLBNY) advances at Septenber

30, 2005 and Septenber 30, 2004 totaled approximtely $21,072,000 and

$25, 402, 000, respectively. The advances were collateralized by FHLBNY stock

and ot herwi se unencunbered qualified assets. These advances had a wei ghted

average interest rate of 4.44% and 3.08% for the years ended Septenber 30,

2005 and 2004, respectively. Advances are made pursuant to several

different credit progranms offered fromtine to tinme by the FHLBNY.

Long term FHLBNY advances as of Septenber 30, 2005 mature as follows (in

t housands) :

Table 17
2006 $ 1,951
2007 6,579
2008 1,022
2009 6, 064
2010 456
Thereafter 5,000
$ 21,072
Addi tionally, the Bank has est abl i shed two short-term borrow ng

arrangenents wth the FHLBNY: (1) an Overnight Line of Credit and (2) a
One-Month Overnight Repricing Line of Credit in the amount of $30, 411, 000
each. Each of the foregoing expire on July 31, 2006. As of Septenber 30,
2005, the Bank had an aggregate bal ance of $17,800,000 outstanding under
these short term arrangenents. There was no outstanding borrowi ng under
these arrangenents as of Septenber 30, 2004.

(Cont i nued)
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NOTE H - BORROW NGS - Conti nued

Information concerning these short-term arrangenents wth the FHLBNY are
summari zed as follows (in thousands, except percentages)

Tabl e 18
Sept enber 30,
2005 2004
Bal ance at end of period $ 17, 800 $ -
Wei ght ed average bal ance during the year 9, 409 4,900
Wei ghted average interest rate at end of year 4.11% 1.25%
Maxi mum nont h-end bal ance during year 22,100 11, 500
Average interest rate during the year 2. 85% 1.52%
As of Septenmber 30, 2005, the Bank had the ability to borrow $82,500,000
i ncludi ng repurchase agreenents fromthe FHLBNY, described bel ow
2. Securities Sold Under Reverse Repurchase Agreenents
Qual i fying repurchase agreenents are treated as financings and are
reflected as liability in the consolidated balance sheet. At Septenber 30
2005 and 2004, the Bank had repurchase agreenents of approximtely
$10, 000, 000 and $9, 500, 000, respectful ly. These agreenents are
collateralized by securities wunderlying the agreements and are held in
saf ekeeping with the FHLBNY. At Septenber 30, 2005, the fair value of the
collateral for these agreenents total ed approxi mately $9, 561, 000
Qut standing securities sold under agreements to repurchase as of Septenber
30, 2005 mature as follows (in thousands):
Table 19
2006 $ 5, 000
2007 -
2008 5, 000
$ 10, 000
3. Loans Payabl e
Loans payable to other financial institutions at Septenber 30, 2005 and

Sept enmber 30, 2004 totaled approximtely $2,497,000 and $0, respectively
The loan is a participant balance related to the variable interest entity
identified by the Bank in Note F. The first nortgage loan is secured by
Iand and an office building, which the Bank currently |leases as its nain
headquarters. The loan bears interest at Prime plus 1% and has a naturity
date of March 1, 2006

F-19
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NOTE | - | NCOME TAXES
The income tax provision is conprised of the following conmponents (in
t housands) :
Tabl e 20
Sept enber 30,
2005 2004
Current $ 562 $ 4
Deferred 389 253
$ 951 $ 257

A reconciliation of the statutory income tax rate to the effective income
tax rate is as follows:

Table 21
Year ended Septenber 30,
2005 2004
Income tax at statutory rate $ 854 $ 295
I ncrease (decrease) resulting from
State i ncone taxes, net of Federal
incone tax benefit 141 38
Tax- exenpt incone, net (55) (87)
Nondeducti bl e expenses 9 7
O her, net 2 4
Total incone tax provision $ 951 $ 257

The major sources of tenporary differences and their deferred tax effect as
Sept enber 30, 2005 and 2004 are as foll ows:

Tabl e 22
Sept enber 30,
2005 2004

Non- qual i fi ed conpensation plan $ 38 $ 50
Accrued conpensation - 23
Net unrealized holding |osses on investnent securities

available for sale 246 131
Unrealized | oss, mninmmpension liability 178 140
Deferred | oan fees 108 (107)
Di scount accretion on | oans (101) (103)

Depr eci ati on (1, 045) (115)



NOTE

NOTE

Pensi on

Al l owance for |oan |osses
O her

Net operating |oss

Net deferred tax asset, included in other assets

(Cont i nued)
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I - I NCOVE TAXES - Conti nued

Prior to 1996, savings banks that net certain definitions, tests and other
conditions prescribed by the Internal Revenue Code were allowed to deduct
with limtations, a bad debt deduction conputed as a percentage of taxable
incone before such deduction. Currently, the Bank enploys the reserve
nmet hod to account for bad debt

The Bank is not required to provide a deferred tax liability for its tax
loss reserve as of Decenber 31, 1987 (the Base Year). The anmpunt of this
reserve on which no deferred taxes have been provided is approxi mtely
$1, 258, 000. This reserve could be recogni zed as taxable incone and create a
current and/or deferred tax liability wusing the income tax rates then in
effect if one of the following occur: (1) the Bank's retained earnings
represented by this reserve is used for purposes other than to absorb
| osses from bad debts, including dividends or distributions in |iquidation

(2) the Bank fails to neet the definitions, tests, or other «conditions
provided by the Internal Revenue Code for a qualified savings and |oan
association, or (3) there is a change in the Federal tax |aw Deferred tax
liabilities have been recorded for tax loss reserves in excess of book
reserves recorded after the Base Year

J - PENSI ON PLAN

The Bank has a noncontributory defined benefit pension plan covering al
eligible enployees. The Bank's policy is to fund pension benefits as
accrued. Plan assets are invested in six diversified investnent funds of
the Pentegra Retirenent Trust (the Trust), a no load series open-ended
mutual fund. The investnment funds include four equity nutual funds, one
bond nmutual fund, and one nmoney narket fund each with its own investnent
objectives, investment strategies and risks, as detailed in the Trust's
prospectus. The Trust has been given discretion by the Plan Sponsor to
determ ne the appropriate strategic asset al | ocation versus plan
liabilities, as governed by the Trust's Statenent of |nvestment Objectives
and Gui delines (the Guidelines).

The long-term investment objective is to be invested 65% in equity
securities (equity rmutual funds) and 35%in debt securities (bond nutual
funds). If the plan is underfunded under the Guidelines, the bond fund
portion will be tenporarily increased to 50%in order to | essen asset val ue
volatility. When the plan is no |onger underfunded, the bond fund portion
will be decreased back to 35% Asset rebalancing is performed at |east
annual ly, with interim adjustnments made when the investment mix varies nore
than 5% fromthe target (i.e., a 10%target range)

The investnent goal is to achieve investment results that will contribute
to the proper funding of the pension plan by exceeding the rate of
inflation over the long-term In addition, investnent managers for the
Trust are expected to provide above average performance when conpared to
their peer managers. Per f or mance volatility is also nmoni t or ed
Ri sk/volatility is further managed by the distinct investnent objectives of
each of the Trust funds and the diversification within each fund



The following table sets forth the plan's funded status and anounts
recogni zed in the Bank's consolidated balance sheet at Septerber 30, 2005
and 2004 (in thousands):

(Conti nued)
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Tabl e 23

Actuarial present value of benefit obligations

Change in benefit obligation
Proj ected benefit obligation, beginning
Increase due to decrease in the discount rate
Servi ce cost
I nterest cost
Amendnent s
Actuarial gain (loss)
Annuity paynments and |unmp sum distributions

Proj ected benefit obligation, end

Tabl e 24

Change in plan assets

Mar ket val ue of assets, beginning

Actual return on plan assets

Enpl oyer contributions

Annuity paynments and | unp sum distributions

Mar ket val ue of assets, end

Projected benefit obligation in excess of plan assets
Unr ecogni zed net obligation

Unr ecogni zed net | osses

Unr ecogni zed prior service cost

(Accrued) prepaid pension costs

Net pension cost for the years ended Septenber 30, 2005 and 2004
respectively, included the follow ng components (in thousands):

Tabl e 25

(1,311)
50
1,118
120




Service cost benefits earned during the year $ 153
Interest cost on projected benefit obligation 169
Expected return on plan assets (141)
Anortization of transitional obligation 3
Anortization of unrecognized | oss 66
Anortization of unrecognized past service liability 23
Net periodic pension cost $ 273

(Conti nued)
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For 2005 and 2004, the weighted average discount rate and rate of increase
in future conpensation levels used in determning the actuarial present
val ue of the projected benefit obligation were 5.50% and 3.25% and 6. 125%
and 3.25% respectively. The expected long-termrate of return on assets
was 7.50% for 2005 and 2004.

Det ernmi nati on of Long-Term Rate-of-Return

The long-term rate-of-return on assets assunption was set based on
historical returns earned by equities and fixed incone securities, adjusted
to reflect expectations of future returns as applied to the plan's target
al location of asset classes. Equities and fixed income securities were
assuned to earn real rates of return in the ranges of 5-9%and 2-6%
respectively. The long-term inflation rate was estimted to be 3% Wen
these overall return expectations are applied to the plan's target
allocation, the expected rate of return is determned to be between 6.5%
and 10.5%

Current Asset Allocation

The Bank's pension plan wei ght ed-average asset allocations at Septenber 30,
2005 and 2004, by asset category are as foll ows:

Tabl e 26

2005

Equity securities 55%
Debt securities (Bond Miutual Funds) 42%
O her (Money Market Fund) 3%
Tot al 100%

Expected Contri butions

For the fiscal vyear ending Septenber 30, 2006, the Bank expects to



contribute approxi mately $132,000 to the Pl an.

Esti mated Future Benefit Paynents

The followi ng benefit paynents, which reflect approximte expected future
service, as appropriate, are expected to be paid as follows (in thousands):

Tabl e 27

2006 $ 36
2007 46
2008 65
2009 84
2010 104
Years 2011-2015 953

(Conti nued)
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NOTE K - NONQUALI FI ED COVPENSATI ON PLAN

During 1996, the Bank adopted a Supplenmental Executive Retirenment Plan
(SERP) for the benefit of its officers. In addition, the Bank al so adopted
voluntary Deferred Incone and Emeritus Plans on behalf of their directors
and those directors elected by the Board as "Director Eneritus." The SERP
provides the Bank with the opportunity to supplenent the retirenent incone
of selected officers to achieve equitable wage replacenent at retirenent
while the Deferred Income Plan provides participating directors wth an
opportunity to defer all or a portion of their fees into a tax deferred
accunul ation account for future retirement. The Director Eneritus Plan
enables the Bank to reward its directors for Jlongevity of service in
consideration of their availability and consultation at a sumequal to a
fifteen year certain annuity based on fifty-percent of their directors'
| ast years' Board fee. The SERP is based upon achieving retirenent benefits
equal to two percent nultiplied by the nunber of service years nultiplied
by the final salary.

In 2001, the Bank adopted a New Director Enmeritus Plan (the New Pl an),
whi ch supplenented the prior Director Eneritus Plans. Under the New Pl an,

the Directors wll be entitled to a Benefit wupon attainment of his/her
benefit age. The Directors wll receive an annual amount in nonthly
installments based on the his/her total Board and Conmittee fees in the
twelve nmonth prior to attai nment of his/her benefit age. The ampunt will be

10% plus 2% for each year of service with a maxi num of 50% provided that
the Director has served for at |east five years with a maxi mum of 60%

The Bank funded the original plans through a nodified endowrent contract
with a cash prem um paid of $2,468,000 during fiscal 1996 and an additi onal
cash prem um of $800,000 during 2000. The New Pl an was funded on August 1,
2001 with a cash prem um paid of $845,000. |Income recorded for the plans
represents life insurance incone as recorded based on the projected
increases in cash surrender values of life insurance policies. As of
Septenber 30, 2005 and 2004, the Life |Insurance Contracts have a cash
surrender value of approximately $5,813,000 and $5, 636, 000, respectively.

The Bank is recording benefit costs so that the cost of each participant's
retirement benefits is being expensed and accrued over the participant's
active enploynent so as to result in aliability at retirenent date equal to



the present value of the benefits expected to be provided. As of Septenber
30, 2005 and 2004, the Bank had accrued approxi mately $94, 000 and $127, 000
respectively, for benefits under these Pl ans

NOTE L - 401(K) EMPLOYEE CONTRI BUTI ON PLAN
The Bank has a defined contribution 401(k) plan covering all enployees, as
defined under the plan document. Enployees may contribute to the plan, as
defined wunder the plan docunment, and the Bank can nmake discretionary
contributions. The Bank contributed approxi mtely $81,000 and $76,000 to
the plan for the years ended Septenber 30, 2005 and 2004, respectively.
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NOTE M - LEASE COWM TMENTS

Approxi mate future mni mum paynents under non-cancel able operating |eases
are due as follows (in thousands):

Tabl e 28

Peri od endi ng Septenber 30

2006 $ 101
2007 116
2008 116
2009 116
2010 116
Thereafter 145

$ 710

The total rental expense was approxi mately $887,000 and $333,000 for the
years ended Septenber 30, 2005 and 2004, respectively.

NOTE N - FI NANCI AL | NSTRUVENTS W TH OFF- BALANCE- SHEET RI SK

The Bank is a party to financial instruments with of f-bal ance-sheet risk in
the normal course of business to neet the financing needs of its custoners

These financial instruments are commtnments to extend credit. Those
instruments involve, to varying degrees, elenments of credit and interest
rate risk in excess of the anpunts recognized in the bal ance sheets

The Bank's exposure to credit loss in the event of nonperformance by the
other party to the financial instrument for commitnments to extend credit is
represented by the contractual notional anmount of those instruments. The
Bank uses the same credit policies in making conmtnents and conditiona
obligations as it does for on-bal ance-sheet instrunents

At  Septenber 30, 2005 and 2004, the Bank had outstanding conmmtments
(substantially all of which expire within one year) to originate
residential nortgage |oans, construction |oans, comercial real estate and
consuner |oans. These commitnents were conprised of fixed and variable rate
I oans (in thousands)

NOTE N - FINANCI AL | NSTRUMENTS W TH OFF- BALANCE- SHEET RI SK - Conti nued

Tabl e 29



Sept ember 30

2005 2004
Fi nanci al instrunments whose contract anounts
represent credit risk
Unused |ines of credit $ 29, 687 $ 18, 190
Fi xed rate | oan commitnents $ 1,983 $ 763
Variable rate | oan comitnments $ 8,745 $ 30, 888
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NOTE O - FAIR VALUE OF FI NANCI AL | NSTRUMENTS

The following methods and assunptions were used to estimate the fair val ue
of each class of financial instrunents for which it is practicable to
estimate fair val ue

Cash on hand and on deposit -- For these short-term instruments, the
carrying amount is a reasonable estimate of fair val ue

Investment securities -- For investment securities, fair values are
based on quoted market prices

Loans -- Fair value for the loan portfolio is estimted based on
di scounted cash flow analysis using interest rates currently offered
for loans with simlar terns to borrowers of simlar credit quality.

For nonperformng loans, fair value is calculated by first reducing
the carrying value by a reserve anount based on internal and
regul atory loan classifications. Values are further adjusted according
to recent appraised values on the individual properties. |If recent
apprai sals are not available, a discount is applied depending on the
date of the last appraisal performed on the property. The carrying
val ue, which is net of reserves and valuation allowances, is therefore
consi dered a reasonable estimte of fair value

The fair value of commitments to extend credit is estinmated based on
the amount of wunanortized deferred loan commitnment fees. The fair
value of letters of credit is based on the ampunt of unearned fees
plus the estimated costs to termnate the letters of credit. Fair
val ues of unrecognized financial instrunments including comitnents to
extend credit and the fair value of letter of credit are considered

immateri al
Savi ngs deposits -- The fair value of savings deposits with no stated
maturity, such as nobney market deposit accounts, interest-bearing

checki ng accounts and savi ngs accounts, is equal to the anpbunt payable
on demand. The fair value of <certificates of deposit is based on the
di scounted value of contractual cash flows. The discount rate is
equivalent to the rate currently offered by the Bank for deposits of
simlar size, type and maturity

Accrued interest receivable and payable -- For these short-term
instruments, the carrying anount is a reasonable estimate of fair
val ue

Federal Home Loan Bank of New York advances and Securities sold under
reverse repurchase agreenents -- The fair value of borrow ngs is based
on the discounted value of contractual cash flows. The discount rate
is equivalent to the rate currently offered by the Federal Home Loan
Bank of New York for borrow ngs of simlar maturity and terns.



Loans payable- Carrying anount is a reasonable estinate of fair value
as this is a variable rate instrument
(Cont i nued)
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NOTE O - FAIR VALUE OF FI NANCI AL | NSTRUMENTS - Conti nued

The carrying amounts and estimated fair values of the Bank's financia
instruments at Septenber 30, 2005 and 2004 are as follows (in thousands)

Tabl e 30
2005
Carrying
val ue
Fi nanci al assets
I nvest nent and nortgage- backed securities $ 54,871 $
Loans, net of allowance for |oan |osses 267, 317
Bank owned insurance policies 5, 813
Financial liabilities
Deposits
Demand, NOW and noney mar ket savings 127, 033
Certificates of deposit, other 151, 057
Total deposits 278, 090
Federal Home Loan Bank of New York
Advances and securities sold under reverse
repurchase agreenents $ 48,872 $
Loans Payabl e $ 2,497 $

54, 455
265, 787
5,813

48, 737

2,497

val ue

$ 73,786
193, 550
5,636

$ 74,028
194,971
5, 636

The fair value of conmmtnents to extend credit is estimted based on the
anount of unanortized deferred loan conmitrment fees. The fair val ue of
letters of «credit is based on the amunt of wunearned fees plus the
estimated cost to termnate the letters of credit. Fair values of
unrecogni zed financial instruments including conmtnments to extend credit
and the fair value of letters of credit are considered i nmateri al

NOTE P - REGULATORY CAPI TAL

The Bank is required to maintain average reserve balances with the Federal
Reserve Bank. The average amount of this balance for the year ended
Sept enber 30, 2005, was approxi mately $274, 000.

The Bank is required to nmmintain mninmm amunts of capital to total
"risk-weighted" assets, as defined by the banking regulators. Failure to
meet minimum capital requirements can initiate certain mandatory and
possibly discretionary actions by regulators that, if undertaken, could
have a direct material effect on the Banks' financial statements. Under




NOTE

capi tal
corrective
i nvol ve
certain off bal ance sheet
practices.

Quantitative
require the Bank to maintain mninumratios of Leverage Capital

Ri sk-based Capital. The following table sets forth (in thousands)
| evel s under those measures

Tot al
Bank' s act ual

adequacy guidelines and the
action,

quantitative measures of the
The Bank's capital amounts and

qualitative judgnents by the

wei ghtings and other factors

(Conti nued)
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P - REGULATORY CAPI TAL - Conti nued

and required capita

Tabl e 31

framewor k
gui del i nes
liabilities,
accounting
classification are al so subject
conmponents,

latory

i nued

nmeasures established by regulation to ensure capita

for

pr onpt
t hat

and

risk

adequacy
Tier

and
t he

To be well -

capitalized under

For capital

pronpt corrective

Act ual adequacy purposes action provisions

mount Ratio amount  Ratio  Amunt  Ratio

As of Septenber 30, 2005
Total capital (to risk-weighted assets) $ 27,965 10. 30% $ 21,724 > 8. 00% 27,155 10. 00%
Tier | Capital (to risk-weighted assets) 24,837 9. 15% 10, 862 ; . 00% 16, 293 6. 00%
Tier | Capital (to average assets) 24,837 7.23% 10, 305 ; . 00% 17,175 5. 00%

As of Septenber 30, 2004
Total capital (to risk-weighted assets) $ 25,602 13.79% $ 14,849 > 8.00% 18, 561 10. 00%
Tier | Capital (to risk-weighted assets) 23,227 12.54% 7,424 ; . 00% 11, 137 6. 00%
Tier | Capital (to average assets) 23, 227 8. 36% 8, 357 ; . 00% 13,929 5. 00%

NOTE

fromthe Federa
wel | -capitalized
There are no
bel i eves have
bel i eves

2005, the nost recent notification
Deposit Insurance Corporation categorized the Bank as
under the regulatory framework for pronpt corrective action
conditions or events since that notification that managenent
changed the Bank's category. At Septenber 30, 2005, managenent

As of Septenber 30,

that the Bank neets all capital adequacy requirenents to which it is
subj ect

Q - REORGANI ZATI ON

On July 6, 2005, the Board of Directors of Magyar Bank adopted a Plan of

Reorgani zation froma Mitual Savings Bank to a Mitual Hol ding Conpany and
Stock Issuance Plan pursuant to which the Bank proposed to reorganize from
a New Jersey-chartered nutual savings bank into the mutual hol di ng conpany
structure pursuant to the laws of the State of New Jersey, the regul ations
of the Commissioner, the regulations of the FDIC, and other applicable
federal laws and regul ations.



NOTE

On January 23, 2006, the Conpany conpleted its Plan of Reorganization from
a Mitual Savings Bank to a Mitual Holding. A principal part of the
Reor gani zation was (i) the formation of the Miutual Holding Conpany as a New
Jersey-chartered nutual holding conpany, (ii) the formation of the Stock
Hol ding Conpany as a capital stock corporation and a wholly-owned
subsi diary of the Mutual Holding Conpany, and (iii) the conversion of the
Bank to the Stock Bank, which is a New Jersey-chartered stock savings bank
and a wholly-owned subsidiary of the Stock Holding Conpany as long as the
Mutual Hol ding Conpany is in existence. The Miutual Holding Conpany will
al ways own at least a majority of the Stock Holding Conpany's commopn stock
so long as the Mutual Hol ding Conpany is in existence. The Reorganization
was approved by the Commi ssioner, the FDIC, and the FRB.

(Cont i nued)
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Q - REORGANI ZATI ON - Conti nued

Concurrently with the Reorganization, the Stock Hol di ng Conpany offered for
sale 45.97% of its Common Stock in the Stock Offering on a priority basis
to qualifying depositors and Tax-Qualified Enployee Plans of the Bank. The
Stock Offering was conducted in accordance with applicable federal and
state laws and regulations. 3,200,450 shares of Common Stock of the Stock
Hol di ng Conpany were issued to the Conpany, and 2,618,550 shares of Common
Stock of the Stock Holding Conpany were sold to depositors of the Bank at
$10. 00 per share (the "Stock Offering"). The gross offering proceeds were
$26, 185, 500 and net proceeds are estimted to be approxi mately $24, 818, 000.

As part of the Stock Offering and consistent wth the Bank's ongoing
commitment to remain an independent comunity-oriented savings bank, the

Bank established a charitable foundation. The charitable foundation
conplements the Bank's existing community reinvestment and charitable
activities in a manner that will allow the comunity to share in the growth

and success of the Bank. Accordingly, concurrently with the conpletion of
the Stock Offering, the Bank contributed 104, 742 shares of Commpon Stock and
$500, 000 cash to the Magyar Bank Charitabl e Foundation.

Management has not presented earnings per share data as it is not
meani ngful for the year ended Septenber 30, 2005, as the Conpany did not
conplete its initial public offering wuntil January 23, 2006. The Conpany
did not have any shares outstanding in 2005, 2004, or 2003. Beginning with
the quarter ended March 31, 2006, the Conpany will follow the provisions of
SFAS No. 128, "Earnings Per Share". Basic earnings per share excludes
dilution and is conputed by dividing i ncone available to conmon
sharehol ders by the weighted-average comopn shares outstanding during the
period. Diluted earnings per share takes into account the potential
dilution that could occur if securities or other contracts to issue conmon
stock were exercised and converted into common stock.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities

Exchange Act of 1934, the Registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

MAGYAR BANCORP, | NC.



Dat e: February 9, 2006 By: /s/ Elizabeth E. Hance
El i zabeth E. Hance
President and Chi ef Executive Oficer
(Principal Executive Oficer)

Pursuant to the requirenents of the Securities Exchange of 1934, this
report has been signed below by the following persons on behalf of the
Regi strant and in the capacities and on the dates indicated.

Si gnatures Title Dat e
/sl Elizabeth E. Hance President and Chi ef Executive February 9, 2006
---------------------- O ficer (Principal Executive
Eli zabeth E. Hance O ficer)
/'s/ Jon R Ansari Seni or Vice President and Chief February 8, 2006
----------------- Financial Oficer (Principal
Jon R Ansari Fi nanci al and Accounting O ficer)
/sl Joseph J. Lukacs, Jr. Chai rman of the Board February 9, 2006

Joseph J. Lukacs, Jr.

/'s/ Andrew Hodul i k Di rector February 9, 2006

oirector , 2006
Thomas Lankey
/sl Martin A. Lukacs Di rector February 8, 2006
Martin A, Lukacs, D.MD.
/s/ Salvatore J. Ronano Di rector February 9, 2006
Sal vatore J. Romano, Ph.D.

oirector , 2006
Edward C. Stokes, 111
/sl Joseph A. Yel encsics Di rector February 8, 2006

Joseph A. Yel encsics
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Certification pursuant to Rule 13a-14
Of the Securities Exchange Act of 1934, as Amended
As adopted pursuant to
Section 302 of the Sarbanes-Oxl ey Act of 2002

I, Elizabeth E. Hance, certify that

1. | have reviewed this special financial report pursuant to Exchange Act Rule
15d-2 of Magyar Bancorp, Inc.

2. Based on ny know edge, this report does not contain any untrue statenment of
a material fact or omt to state a material fact necessary to make the
statements nade, in light of the circunstances under which such statenents were
made, not nisleading with respect to the periods covered by this report

3. Based on ny know edge, the financial statenents, and other financia
information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report

4. The registrant's other certifying officer(s) and | are responsible for
establ i shing and mai ntaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have

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

(b) Evaluated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered
by this report based on such eval uation; and

(c) Disclosed in this report any change in the registrant's internal contro
over financial reporting that occurred during the registrant's nost recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annua
report) that has naterially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have disclosed, based on
our nost recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit conmittee of the registrant's board of
directors (or persons perform ng the equivalent functions):

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

(b) Any fraud, whether or not material, that involves managenent or other
enpl oyees who have a significant role in the registrant's internal control over
financial reporting.

Date: February 9, 2006 By: /s/ Elizabeth E. Hance

El i zabeth E. Hance
President and Chi ef Executive Oficer
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Certification pursuant to Rule 13a-14
Of the Securities Exchange Act of 1934, as anmended
As adopted pursuant to
Section 302 of the Sarbanes-Oxl ey Act of 2002

I, Jon Ansari, certify that

1. | have reviewed this special financial report pursuant to Exchange Act Rule
15d-2 of Magyar Bancorp, Inc.

2. Based on ny know edge, this report does not contain any untrue statenment of
a material fact or omt to state a material fact necessary to make the
statements nade, in light of the circunstances under which such statenents were
made, not misleading with respect to the period covered by this report

3. Based on ny know edge, the financial statenents, and other financia
information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report

4. The registrant's other certifying officer(s) and | are responsible for
establ i shing and mai ntaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have

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

(b) Evaluated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered
by this report based on such eval uation; and

(c) Disclosed in this report any change in the registrant's internal contro
over financial reporting that occurred during the registrant's nost recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annua
report) that has naterially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have disclosed, based on
our nost recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit conmittee of the registrant's board of
directors (or persons perform ng the equivalent functions):

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

(b) Any fraud, whether or not material, that involves managenent or other
enpl oyees who have a significant role in the registrant's internal control over
financial reporting.

Date: February 8, 2006 By: /s/ Jon R Ansar

Jon R Ansari
Seni or Vice President and Chief Financial Oficer

Section 4: EX-32
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Certification pursuant to
18 U.S.C. Section 1350,
as adopted pursuant to
Section 906 of the Sarbanes-Oxl ey Act of 2002

The undersigned officers of Magyar Bancorp, Inc. (the "Conpany") hereby certify
that, to the best of their know edge:

1. the Conpany's special financial report under Exchange Act Rule 15d-2 for the
year ended Septenber 30, 2005 (the "Report") fully conplies with the

requi rements of section 13(a) or 15(d) of the Securities Exchange Act of 1934,
and

2. that as of the date of this statenment, the information contained in the
Report fairly presents, in all material respects, the financial condition and
result of operations of the Conpany.

Date: February 9, 2006 By: /s/ Elizabeth E. Hance
El i zabeth E. Hance
President and Chi ef Executive Oficer

Dat e: February 8, 2006 By: /s/ Jon R Ansari

Jon R Ansari
Seni or Vice President and Chief Financial Oficer

The purpose of this statenent is solely to conply with Title 18, Chapter 63,
Section 1350 of the United States Code, as anmended by Section 906 of the
Sar banes- Oxl ey Act of 2002.

A signed original of this witten statenent required by Section 906 has been
provided to Magyar Bancorp, Inc. and will be retained by Magyar Bancorp, |Inc.
and furnished to the Securities and Exchange Conmi ssion or its staff upon
request .



