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Securities registered pursuant to Section 12(b) of the Exchange Act: None.

Securities registered pursuant to Section 12(g) of the Exchange Act: None.

Check whether the issuer (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
past 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing

requirements for the past 90 days. Yeso No §.

Check if there is no disclosure of delinquent filers in response to Item 405 of Regulation S-B is not contained in this form, and no disclosure will
be contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this

Form 10-KSB or any amendment to this Form 10-KSB. y

The issuer s revenues for its most recent fiscal year were $5,706,000.

The aggregate market value of issued and outstanding voting and non-voting equity securities held by non-affiliates of the issuer based upon a
price of $10.80 per share, the average of the bid and asked prices of the Registrant s common stock on March 29, 2005, is $19,870,844. For
purposes of this calculation, all directors and executive officers of the issuer, and their associates, have been considered affiliates.
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PART I

ITEM 1. Description of Business

General
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Ist Colonial Bancorp, Inc. is a Pennsylvania business corporation and bank holding company registered under the Bank Holding Company Act
of 1956. 1st Colonial was incorporated on February 26, 2002 for the purpose of acquiring 1st Colonial National Bank (referred to in this report
as the Bank), thereby enabling the Bank to operate within a holding company structure. On June 30, 2002, 1st Colonial acquired 100% of the
outstanding shares of the Bank.

The principal activities of 1st Colonial are owning and supervising the Bank. The Bank is a community-oriented, full-service commercial bank
providing commercial and consumer financial services to businesses and individuals in Camden County, New Jersey and surrounding areas. We
believe that we will continue to gain market share in our geographic market. We compete with the many existing and larger financial
institutions in our geographic market by emphasizing personalized service, responsive decision making and an overall commitment to
excellence.

The Bank offers commercial and consumer loans of all types, including real estate loans, residential mortgage loans, home equity loans and lines
of credit, auto loans and other credit products. The Bank s deposit services include business and individual demand and time deposit accounts,
NOW accounts, money market accounts, Individual Retirement Accounts and holiday accounts. Our strategy for deposit acquisition and
development has been to attract and retain core deposits, and we traditionally have not priced our deposits to attract short-term relationships. We
do not accept brokered deposits. The Bank is not authorized to offer trust services and does not presently offer the sale of investment products
such as mutual funds to its customers.

We provide a number of convenience-oriented services and products to our customers, including direct payroll and social security deposit
services, bank-by-mail services, letters of credit, access to a national automated teller machine network, safe deposit boxes, night depository
facilities, notary services, courier services and travelers checks. We also offer telephone banking services that enable our customers to obtain
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account information, effectuate transfers between accounts, order new checks and make stop payment requests. In
addition, we began offering Internet-banking services to our customers in the third quarter of 2004, using a third-party
service provider.

We have outsourced virtually all of our data processing operations to a third-party service provider with respect to deposit accounts, checking
accounts, loan accounts and other matters, as well as ATM processing services. We also use third parties to provide certain credit card
processing services and escrow deposit processing services.

As of December 31, 2004, we employed 23 full-time and four part-time employees.

Business Strategy
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Our mission is to become the leading community bank in our market area by meeting the credit needs of local businesses and residents,
providing relationship banking and customer service that is superior to the larger banks in our market area, and offering products and services
responsive to local needs. We intend to increase our market share and presence by opening additional branch offices at convenient and strategic
locations and through growth at our existing offices.

We target small and mid-sized businesses as well as professional practices such as lawyers, medical doctors and accountants in our market area.
In addition, we have had success marketing our deposit account services to local government entities such as municipalities, school districts and
public authorities. This success is largely due to the experience and reputation of our management in serving municipal and local government
entities in our marketplace. These deposit relationships are typically operating accounts and longer-term certificates of deposit, which we
believe are a stable source of funding for us.

We actively pursue business relationships with our targeted clientele through diligent calling efforts and by capitalizing on our knowledge of the
market and pre-existing business relationships. Our goal is to establish deposit and lending relationships that are based on service, will result in
long-standing relationships and will lead to referrals from our satisfied customers.

As an added convenience for our government and business customers, we began offering courier pick-up and delivery
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services to these customers in 2003. We also are planning to add up to two full-service branches by the end of 2006.

An important element of our strategy is to capitalize on the prior experience of our management team in our market, as well as their pre-existing
business relationships. Prior to organizing the Bank, our president, Gerard M. Banmiller, helped organize Community National Bank of New
Jersey located in Camden County, New Jersey, and served as its president from 1987 until its sale in 1998. James E. Strangfeld, the Bank s
executive vice president, directed various business and consumer banking operations for the southern New Jersey divisions of two large regional
banks from 1986 to 2000. Many of the Bank s customers, including governmental entities and local businesses, were customers of Mr. Banmiller
and Mr. Strangfeld in their prior positions. It is a fundamental belief of management that having knowledge of our local markets facilitates a
bank s deposit gathering capabilities and its ability to make sound credit decisions. This extensive knowledge of our local markets has allowed
us to develop and implement a highly focused and disciplined approach to deposit and lending relationships with the customers in our market
area.

Corporate History
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Reorganization

Ist Colonial was formed on February 26, 2002. On June 30, 2002, we acquired 1st Colonial National Bank pursuant to its merger with and into
Interim 1st Colonial National Bank, our wholly owned subsidiary that we formed for the sole purpose of acquiring 1st Colonial National Bank.
The acquisition was part of the reorganization of 1st Colonial National Bank from a stand-alone national bank to a bank holding company
structure.

In the reorganization, each existing shareholder of the Bank received an equal number of shares of 1st Colonial common stock in exchange for
his or her Bank common stock. A total of 1,129,607 shares of 1st Colonial common stock were issued in the reorganization in exchange for an
equal number of shares of the common stock of the Bank.

2002 Stock Offering

On September 20, 2002, 1st Colonial commenced a public offering of 600,000 units for an offering price of $8.50 per unit. Each unit consisted
of one share of common stock and one warrant to purchase one share of common stock at an exercise price of $9.60 per share. This offering was
completed on

11
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December 16, 2002. In the offering, 1st Colonial sold 254,399 units. After giving effect to the 5% stock dividends paid by 1st Colonial in April
2003 and April 2004, 1st Colonial issued in this offering 280,475 shares of common stock and warrants to acquire 280,475 shares of common
stock at an exercise price of $8.71 per share. The offering raised $2,160,000 before offering expenses of $230,000.

2004 Stock Offering

On April 26, 2004, 1st Colonial completed its public offering of 828,000 shares of common stock at a price of $10.00 per share. The offering
was underwritten on a firm-commitment basis by Ryan Beck & Co., Inc. Net of underwriting discounts and commissions and other expenses, 1st
Colonial received proceeds of approximately $7.2 million from the offering.

Loan Portfolio

12
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The Bank is an active lender with a loan portfolio that includes commercial mortgages, commercial loans, consumer installment loans and home
equity loans. At December 31, 2004, we had loans of $76.4 million (net of a $971,000 allowance for loan losses and including $111,000 in net
deferred costs), representing 56.2% of total assets, compared to $65.8 million at December 31, 2003.

Lending Policy

The Bank s lending policies and procedures establish the basic guidelines governing its lending operations. Generally, the guidelines address the
type of loans we seek, target markets, underwriting and collateral requirements, terms, interest rate and yield consideration and compliance with
laws and regulations. The policies are reviewed and approved by the Board of the Bank. The Bank supplements its own supervision of the loan
underwriting and approval process with quarterly loan audits by independent, outside professionals experienced in loan review work.
Substantially all new loans in excess of $200,000, as well as a representative sample of the portfolio, are reviewed on a quarterly basis by this
independent loan review firm.

The Board maintains a loan committee consisting of at least four outside directors. Outside directors are directors who are not officers of the
Bank. Our senior lending officer and other loan officers present loans to the loan committee for consideration, but are not voting members of the
committee. The

14
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loan committee is authorized to consider and approve all loan requests in excess of the lending authority delegated to
the loan officers. Credit review and analysis on each loan is prepared by the individual loan officers for presentation
to the loan committee. Loan approval requires a majority of the voting members present.

The Bank requires at least two authorized signatures for any loan in excess of $100,000. The authorized approval level required is a function of
the aggregate amount of credit exposure to the borrower and any related entity. The senior lending officer, the president/chief executive officer,
or the vice president, loan department, may approve loans up to $100,000. Other loan officers may approve loans up to an individual lending
authority approved by the Board of Directors.

The president/chief executive officer and the senior lending officer, or the senior lending officer and the vice president, loan department may
approve loans up to an amount not to exceed $500,000. All loans in excess of $500,000 up to $1,000,000 are presented to the loan committee
for approval, and all loans in excess of $1,000,000 are presented to the board of directors for approval.

Commercial and Commercial Real Estate Loans

15
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Our lending activity is concentrated primarily in commercial and commercial real estate loans. At December 31, 2004, commercial and
commercial real estate loans equaled $51.0 million, or 66.0%, of the loan portfolio. The commercial and commercial real estate loan portfolio is
comprised of $16.2 million of commercial and industrial loans, as well as $34.8 million of loans secured by commercial and multi-family real
estate. These commercial real estate loans have an average loan to value ratio under 80%. Other than loans to operators of nonresidential
buildings, which amount to $11.3 million or 14.6% of total loans, there is no material concentration in the commercial and commercial real
estate loan portfolio within any business or industry segment. Our strategy is to make commercial and commercial real estate loans based on our
analysis of a borrower s ability to repay the loan out of its operating cash flows. With few exceptions, we also obtain real estate or other
collateral for a commercial or commercial real estate loan, and typically require repayment guarantees by principals of a borrower. Most of our
commercial and commercial real estate loans are made to a diverse group of businesses of small and medium size. The Bank has five land loans
totaling $703,000 as of December 31, 2004.

17
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Residential Real Estate/Consumer Loans

Residential real estate and consumer loans together equaled $22.8 million, or 29.5% of the loan portfolio at December 31, 2004. The residential
real estate portfolio consists primarily of home equity loans. The consumer loan portfolio consists primarily of automobile and personal loans.
Approximately 83.8% of the residential real estate/consumer portfolio at December 31, 2004 is home equity loans. The average loan to value
ratio of these loans is approximately 80%. Substantially all residential first mortgage loans originated by us are sold in the secondary market on
a servicing released basis.

Construction Loans

Construction loans equaled $3.4 million, or 4.5% of the loan portfolio at December 31, 2004. This portfolio consists of loans to contractors for
the purpose of constructing or renovating single-family homes and loans to business owners for the purpose renovating existing facilities. All of
these loans mature within one year. The average loan to value ratio of these loans is approximately 80%. The Bank limits its lending to
single-facility projects, and does not finance any tract developments.

The following table summarizes the Bank s loan portfolio by type of loan on the dates indicated.

At December 31,
2004 2003
Percent Percent
of of
Amount Total Amount Total
(Dollars in thousands)
Type of Loan:
Commercial $ 16,191 2095% $ 16,953 25.52%
Real estate - commercial 34,850 45.10% 27,227 40.99%
Real estate - residential 20,010 25.89% 16,512 24.86%
Construction 3,446 4.46% 2,884 4.34%
Consumer 2,782 3.60% 2,853 4.29%
Total gross loans 77,279 100.00% 66,429 100.00%
Less allowance for loan losses 971) (768)
Plus deferred loan costs (fees) 111 121
Loans, net $ 76,419 $ 65,782

18
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The following table sets forth the estimated maturity of the Bank s loan portfolio at December 31, 2004. The table does not include prepayments
or scheduled principal repayments.

Maturity Distribution
Within One-Five Over Five
One Year Years Years Total
(Dollars in thousands)

Commercial $ 8,750 $ 6,978 $ 463 16,191
Construction 2,701 745 3,446
Real estate mortgage (1) 3,635 33,812 17,413 54,860
Consumer 102 2,063 617 2,782
Total $ 15,188 $ 43,598 $ 18,493 77,279
(1) Includes all mortgage and home equity loans.

The following table sets forth the dollar amount of all loans due after December 31, 2004 which have predetermined interest rates and which
have floating or adjustable rates.

Floating or

Fixed Rates Adjustable Rates Total
(Dollars in thousands)

Commercial $ 8,583 $ 7,608 $ 16,191
Construction 1,165 2,281 3,446
Real Estate  mortgage (1) 42,148 12,712 54,860
Consumer 2,723 59 2,782
Total $ 54,619 $ 22,660 $ 77,279
(1) Includes all mortgage and home equity loans.

7
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Loans held for sale are residential mortgage loans that are subject to purchase commitments from third-party investors such as mortgage
companies. Funds for these sales have not yet been received from the investors. The Bank usually receives funds within one week of the loan
closing. The Bank receives interest income from the investor from the date the loan closes to the date funds are received from the investor. At
December 31, 2004, there were $240,000 in loans held for sale compared to $281,000 at December 31, 2003. Interest earned from loans held for
sale totaled $15,000 for 2004 compared to $23,000 for 2003, and is included in interest on loans.

Risk Elements

Maturity Distribution 20
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Risk elements in the loan portfolio include loans past due, non-accrual loans, other real estate owned and a concentration of loans to one type of
borrower. We closely monitor the loan portfolio to reduce the risk of delinquent and problem credits. Strict underwriting criteria, which include
loan to value and debt to income ratios, are followed, which also helps reduce credit risk in the loan portfolio. The loan review function is
performed by an outside entity that evaluates loan quality, including adherence to underwriting criteria. This outside entity reports directly to
the Audit Committee of the Board of Directors. The OCC, as the Bank s primary regulator, also reviews the loan portfolio as part of its review
process. The Bank s lending activity extends to individuals and small and medium sized businesses located primarily within the greater Cherry
Hill, New Jersey area. Consistent with its focus on providing community-based financial services, the Bank does not attempt to diversify its
loan portfolio geographically by making significant amounts of loans to borrowers outside its market area. For a description of the Bank s
market area, see Business Market Area.

Asset Quality

Maturity Distribution 22
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The Bank manages asset quality and controls credit risk through diversification of the loan portfolio and the application of policies designed to
foster sound underwriting and loan monitoring practices. The Bank s senior officers are charged with monitoring asset quality, establishing
credit policies and procedures subject to approval by the Board of Directors, seeking the consistent application of these policies and procedures
across the Bank and adjusting policies as appropriate for changes in market conditions.

Maturity Distribution 24
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Non-performing assets include non-performing loans and foreclosed real estate held for sale. Non-performing loans consist of loans where the
principal, interest, or both, is 90 or more days past due and loans that have been placed on non-accrual. Income recognition of interest is
discontinued when, in the opinion of management, the collectibility of such interest becomes doubtful. A loan is generally classified as
non-accrual when principal or interest has been in default for a period of 90 days or more or because of a deterioration in the financial condition
of the borrower such that payment in full of principal or interest is not expected. Loans past due 90 days or more and still accruing interest are
loans that are generally well secured and in process of collection. When loans are placed on non-accrual, accrued income from the current
period will be reversed from current earnings. Consumer loans are to be charged off when principal or interest is 120 or more days delinquent or
will be placed on non-accrual if the collateral is insufficient to recover the principal. At December 31, 2004, the Bank had one non-performing
loan in the amount of $24,000. As of December 31, 2004, for purposes of accounting and reporting in accordance with SFAS 15, the Bank had
no significant troubled debt restructuring. As of December 31, 2004, for purposes of accounting and reporting in accordance with SFAS 114,
the Bank had no impaired loans.

Allowance for Loan Losses

Maturity Distribution 25
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The Bank determines the provision for loan losses through a quarterly analysis of the allowance for loan losses. Factors such as changes in the
nature and volume of the portfolio, overall portfolio quality, concentrations of credit risk, review of specific problem loans, current economic
conditions and trends that may affect the ability of borrowers to pay, and prior loss experience within the various categories of the portfolio are
considered when reviewing the risks in the portfolio. Substantially, all loans greater than $200,000 and all classified loans are analyzed
individually. While management believes the allowance for loan losses is currently appropriate, future additions to the allowance may be
necessary based on changes in general economic conditions and/or the condition of specific borrowers. The allowance is reviewed quarterly by
the Board of Directors and senior management of the Bank. In addition, various regulatory agencies, as an integral part of their examination
process, periodically review the allowance for loan losses. Such agencies may require the Bank to recognize additions to the allowance based on
their judgments about information available to them at the time of their examination.

Maturity Distribution 27
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In addition to management review, an external service provides a detailed loan review analysis. In the course of a year, substantially, all loans in
excess of $200,000 are reviewed and rated. In addition, other smaller loans are reviewed on a random basis.

At each quarterly review cycle, all classified loans are assigned a specific reserve allocation based on the guidelines established in the Bank s
credit policy which was approved by the Board of Directors. These could range from 2.5%-10% of the principal balance of special mention
loans; 10%-25% of substandard loans; 50%-75% of loans rated doubtful and 100% of any loan rated loss.

The principal balance of any classified loan is deducted from the general portfolio classification. The general category is currently segregated by
commercial real estate loans, commercial and industrial loans, residential real estate loans, construction loans and other consumer loans. Each
category of loan is then assigned loss factors based on a review of the following areas: (i) historical losses (due to limited loss experience, we
use the loss experience of peer banks as reported in the Uniform Bank Performance Report in conjunction with the Bank s experience);

(i1) policies and procedures; (iii) economic conditions; (iv) nature and volume; (v) management; (vi) oversight; (vii) concentrations; and

(viii) external factors. After the deduction of the classified loans from these categories, the sum of the assigned loss factors is then applied to the
outstanding balance of the respective category.

The Bank has no credit exposure to foreign countries or foreign borrowers or highly leveraged transactions.

10
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The following table sets forth the year-end balances of and changes in the allowance for loan losses, as well as certain related ratios, as of
December 31, 2004 and 2003:

December 31,
2004 2003
(Dollars in thousands)

Allowance for loan losses, beginning of period $ 768 $ 576

Loans charged-off:

Consumer 39) (40)
Recoveries:

Consumer 24 7
Net charge-offs (15) (33)
Provision charged to operations 218 225
Balance, end of year $ 971 $ 768
Average loans, net of deferred costs(1) $ 72,344 $ 60,183
Total loans, net, at year end $ 77,390 $ 66,550
Ratios:

Net charge-offs to:

Average loans, net of deferred costs 0.02% 0.05%
Allowance as a percentage of total gross loans 1.25% 1.15%
(1) Includes average balance of loans held for sale of $183 in 2004 and $382 in 2003. Interest income on

loans held for sale was $15 in 2004 and $23 in 2003.

Loans charged off will represent the Bank s recognition of losses previously provided for in the overall allowance for loan losses through the
provisions charged to operations in the respective periods.

The following schedule sets forth the allocation of the

Maturity Distribution
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allowance for possible loan losses among various categories. The allocation is based upon the historical experience of
the Bank, the historical experience of the Bank s management while at other institutions and management s review of

the specific amount or specific loan category in which future losses may ultimately occur. However, the entire
allowance for possible loan losses is available to absorb future loan losses in any category. The Bank is unable to

accurately predict in what category future charge offs and recoveries may actually occur.

Allocation of Allowance for Possible Loan Losses

Commercial

Real estate commercial
Real estate  residential
Construction

Consumer

Total

2004

Amount

$ 316
366

134

38

117

$ 971

* Percentages indicate percent of loans in each category to total loans.

Securities

Maturity Distribution

2003

December 31,
Percent* Amount

(Dollars in thousands)
20.95% $ 275
45.10% 256
25.89% 102
4.46% 27
3.60% 108
100.00% $ 768

Percent*

25.52%
40.99%
24.86%
4.34%
4.29%

100.00%
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Securities, primarily U.S. treasury and U.S. government agency securities, totaled $53.5 million or 39.4% of total assets at December 31, 2004.
The Bank s securities portfolio serves several purposes. Portions are held to maturity. The remaining portions are used to assist the Bank in
liquidity and asset/liability management. Total amortized cost of securities at December 31, 2004 was $53.7 million or 39.5% of total assets
compared to $33.9 million or 28.7% of total assets at December 31, 2003.

Securities are classified as investment securities held-to-maturity when management has the intent and the Bank has the ability at the time of
purchase to hold the securities to maturity. Investment securities held-to-maturity are carried at cost adjusted for amortization of premiums and
accretion of

12
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discounts. Securities to be held for indefinite periods of time are classified as securities available-for-sale and are
carried at fair market value. Securities available-for-sale include securities that may be sold in response to changes in
market interest rates, changes in the security s prepayment risk, increases in loan demand, general liquidity needs and
other similar factors. The Bank s recent purchases of investment securities have been U.S. government and agency
securities with short- to medium-term maturities and adjustable rate mortgage backed securities.

Securities available-for-sale are reflected at fair value with unrealized gains and losses, net of tax, if any, being included in the Bank s
accumulated other comprehensive income account. The fair value of the securities available-for-sale, as of December 31, 2004 was

$36.7 million, which resulted in a tax adjusted unrealized loss on such securities included in accumulated other comprehensive loss, a
component of shareholders equity, of $119,000. The fair value at December 31, 2003 was $28.0 million, which resulted in a tax-adjusted
unrealized loss on such securities included in accumulated other comprehensive loss, of $73,000 as of December 31, 2003.

13
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Securities Portfolio

Municipal securities
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At December 31, 2004

Held to Maturity Available for Sale
Estimated
Amortized Fair Amortized Estimated
Cost Value Cost Fair Value
(Dollars In Thousands)
16,860 $ 16,854 $

U.S. government securities 22,131 21,927
Mortgage-backed securities 14,266 14,273
Equity securities 486 486
Total 16,860 $ 16,854 $ 36,883 36,686
At December 31, 2003
Held to Maturity Available for Sale
Estimated Estimated
Amortized Fair Amortized Fair
Cost Value Cost Value
(Dollars In Thousands)
Municipal securities 5,808 $ 5,796 $
U.S. government securities 18,536 18,479
Mortgage-backed securities 9,265 9,200
Equity securities 306 306
Total 5,808 $ 5,796 $ 28,107 27,985
14
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The amortized cost and weighted average yield of the Bank s investment securities and securities available-for-sale at December 31, 2004, by
contractual maturity, are reflected in the following table. Actual maturities will differ from contractual maturities because certain borrowers
may have the right to call or prepay obligations with or without call or prepayment penalties.

Due Due in Due
Due 1 Year 1-5 5-10 after
At December 31, 2004 or less years years 10 years
(Dollars In Thousands)
Investments securities held to
maturity:
Municipal Securities:
Amortized cost 16,860 $ $
Weighted average yield (1) 2.30%
Total amortized cost 16,860 $ $
Weighted average yield 2.30%
US government agency securities:
Amortized cost 2,000 20,131 $ $
Weighted average yield 2.10% 2.62%
Mortgage backed securities:
Amortized cost 750 4,613 $ 3,835 $ 5,068
Weighted average yield 3.92% 3.69% 3.84% 3.12%
Equity securities:
Amortized cost $ $ 486
Weighted average yield 5.65%
Total amortized cost 2,750 24,744 $ 3,835 $ 5,554
Total fair value 2,737 24,555 $ 3,837 $ 5,557
Weighted average yield 2.60% 2.82% 3.84% 3.34%
(1) Yields on tax-exempt securities were adjusted to a tax - equivalent basis using a 34% rate.
15
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Total

16,860
2.30%

16,860
2.30%

22,131
2.57%

14,266
3.54%

486
5.65%

36,883
36,686
2.99%
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The Bank s predominant source of funds is depository accounts. The Bank s deposit base is comprised of demand deposits, savings and money
market accounts and other time deposits.

The following table sets forth the distribution of average deposits by major category and the average rate paid in each year as applicable.

Distribution of Average Deposits

Years Ended December 31,
(Dollars in thousands)
2004 2003

Average Average Average Average

Balance Rate Balance Rate
Non-interest bearing demand deposits $ 24,541 0.00% $ 18,320 0.00%
Interest bearing demand deposits 33,742 1.62% 31,344 0.69%
Money market deposits 16,647 0.60% 15,109 0.64%
Savings deposits 6,253 0.30% 5,293 0.59%
Time deposits 30,306 2.25% 20,296 2.68%
Total/weighted average rate $ 111,489 1.21% $ 90,362 1.33%

The following table is a summary of time deposits of $100,000 or more (all of which are certificates of deposit) by remaining maturities as of
December 31, 2004:

Maturities of Time Deposits of $100,000 and Over
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Amount Percent
(Dollars In Thousands)
Three months or less $ 10,612 54.26%
Three to six months 3,816 19.51%
Six to twelve months 3,525 18.03%
Over twelve months 1,604 8.20%
Total $ 19,557 100.00%

Total deposits at December 31, 2004 were $111.2 million compared to total deposits of $104.3 million at December 31, 2003. Certificates of
deposit totaled $29.5 million and $26.2 million at December 31, 2004 and December 31, 2003, respectively.
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As new deposits are generated from the Bank s existing branch as well as any future branches, the Bank expects to use these funds, to the extent
that they grow faster than loan growth, for investment securities and other earning assets. Management expects to manage the growth of
deposits in any new branches as it does in its current operations, by interest rate management and marketing.

The Bank s strategy for deposit acquisition and development has been to attract and retain core deposits, and the Bank has not priced its deposits
to attract short-term relationships. In addition, we have had success marketing our deposit account services to local government entities such as
municipalities, school districts and public authorities. This success is largely due to the experience and reputation of our management in
handling local government entity business, which has led to referrals and additional relationships. These deposits are typically operating
accounts and longer term certificates of deposit, so they are a stable source of funding for us.

Short-Term Borrowings
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The Bank has no funding dependence on short-term borrowings. Typically the short-term borrowings are in the form of securities sold under
repurchase agreements and are an accommodation for significant depositor relationships that have excess large investable balances for short
periods. The majority of these repurchase agreements mature within 90 days.

The following table summarizes short-term borrowing and weighted average interest rates paid:

Year Ended December 31,
2004 2003
(Dollars in Thousands)

Average daily amount of short-term borrowings outstanding during the period $ 4,086 $ 5,284

Weighted average interest rate on average daily short-term borrowings 0.61% 0.78%

Maximum outstanding short-term borrowings outstanding at any month-end $ 7,146 $ 8,296

Short-term borrowings outstanding at period end $ 7,146 $ 4,087

Weighted average interest rate on short-term borrowings at period end 1.43% 0.49%
17
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We are located in the southwestern part of New Jersey, approximately five miles east of the City of Philadelphia, Pennsylvania, which is the fifth
largest city in the United States. Our market area consists of the greater Cherry Hill, New Jersey area and the Borough of Westville, New
Jersey. Our target market includes the towns of Collingswood, Cherry Hill, Haddonfield and Westville.

Competition
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The banking business in our market area, as well as the balance of New Jersey and the Philadelphia area, is highly competitive with respect to
both loans and deposits and is dominated by a number of major regional and super-regional banks and non-depository institutions which have
many offices. Many of these institutions, particularly the larger banking firms that have enhanced their local presence through mergers in recent
years, have substantially greater resources and offer a wider array of services than we do. In addition, many of these institutions are permitted to
make larger loans than we can. In addition, the present bank regulatory environment has undergone significant change. This change affects the
banking industry and competition between banks and non-bank financial institutions. There have been significant regulatory, statutory and case
law changes in the bank merger and acquisition area, in the products and services banks can offer, and in the non-banking activities in which
bank holding companies can engage. We face competition for loans and deposits from institutions such as credit unions, mortgage brokers,
mortgage banking companies, mutual funds, money market funds, investment bankers, insurance companies and others. These non-bank
financial institutions have the power to acquire and own banks that could compete with us. See Supervision and Regulation.

We compete with these institutions primarily on the basis of service, quality and hours of operation. We believe that the local presence of our
senior management and Board of Directors, and their collective familiarity with our market area, affords us an advantage in service, quality and
understanding the needs of our customer base.

18
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We are registered as a bank holding company and are subject to supervision and regulation by the Board of Governors of the Federal Reserve
System under the Bank Holding Act of 1956, as amended. As a bank holding company, our activities and those of the Bank are limited to the
business of banking and activities closely related or incidental to banking. Bank holding companies are required to file periodic reports with and
are subject to examination by the Federal Reserve Board.

The Federal Reserve Board has issued regulations under the Bank Holding Company Act that require a bank holding company to serve as a
source of financial and managerial strength to its subsidiary banks. As a result, the Federal Reserve Board, pursuant to such regulations, may
require us to stand ready to use our resources to provide adequate capital funds to the Bank during periods of financial stress or adversity.

The Bank Holding Company Act prohibits us from acquiring direct or indirect control of more than 5% of the outstanding shares of any class of
voting stock, or substantially all of the assets of, any bank, or from merging or consolidating with another bank holding company, without prior
approval of the Federal Reserve Board. Additionally, the Bank Holding Company Act prohibits us from engaging in or from acquiring
ownership or control of more than 5% of the outstanding shares of any class of voting stock of any company engaged in a non-banking business,
unless such business is determined by the Federal Reserve Board to be so closely related to banking as to be a proper incident thereto. The types
of businesses that are permissible for bank holding companies to own have been expanded by recent federal legislation; see discussion of
Gramm-Leach-Bliley Act below.

The Bank is a national bank chartered under the National Bank Act, and is subject to regulation, supervision and examination by the OCC and,
in certain respects, by the Federal Reserve Board and the Federal Deposit Insurance Corporation (the FDIC ). The FDIC, through the Bank
Insurance Fund, insures all deposits held by the Bank up to a maximum of $100,000 for any one customer.

The OCC, which has primary supervisory authority over the Bank, regularly examines banks in such areas as reserves, loans, investments,
management practices, and other aspects of
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operations. These examinations are designed for the protection of the Bank s depositors rather than the Bank s
shareholders. The Bank must furnish annual and quarterly Call Reports to the OCC, which has the authority under the
Financial Institutions Supervisory Act to prevent a national bank from engaging in an unsafe or unsound practice in
conducting its business.

The various laws and regulations administered by the OCC affect corporate practices, such as the payment of dividends, incurrence of debt and
acquisition of other financial institutions and companies, and affect business practices, such as the payment of interest on deposits, the charging
of interest on loans, the types of business conducted and the location of offices.

Sarbanes-Oxley Act
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On July 30, 2002, the Sarbanes-Oxley Act, or SOX, was enacted. SOX is not a banking law, but generally applies to all companies, both U.S.
and non-U.S., that file or are required to file periodic reports with the Securities and Exchange Commission (the SEC), under the Securities
Exchange Act of 1934 (the Exchange Act). The stated goals of SOX are to increase corporate responsibility, to provide for enhanced penalties
for accounting and auditing improprieties at publicly traded companies and to protect investors by improving the accuracy and reliability of
corporate disclosures pursuant to the securities laws. SOX is the most far-reaching U.S. securities legislation enacted in some time.

SOX includes very specific additional disclosure requirements and new corporate governance rules, requires the SEC and securities exchanges
to adopt extensive additional disclosure, corporate governance and other related rules and mandates further studies of specified issues by the
SEC and the Comptroller General. SOX represents significant federal involvement in matters traditionally left to state regulatory systems, such
as the regulation of the accounting profession, and to state corporate law, such as the relationship between a board of directors and management
and between a board of directors and its committees. SOX addresses, among other matters:

audit committees;

certification of financial statements by the chief executive officer and the chief financial officer;
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the forfeiture of bonuses or other incentive-based compensation and profits from the sale of an issuer s
securities by directors and senior officers in the 12-month period following initial publication of any financial
statements that later require restatement;

a prohibition on insider trading during pension plan blackout periods;

disclosure of off-balance sheet transactions;

a prohibition on personal loans to directors and officers;

expedited filing requirements for Form 4 statements of changes of beneficial ownership of securities required
to be filed by officers, directors and 10% shareholders;

disclosure of whether or not a company has adopted a code of ethics;

real time filing of periodic reports;

auditor independence; and

various increased criminal penalties for violations of securities laws.

The SEC has been delegated the task of enacting rules to implement various provisions with respect to, among other matters, disclosure in
periodic filings pursuant to the Exchange Act. To date, the SEC has implemented most of the provisions of SOX, and continues to monitor and
modify its rules, reports, and releases, as needed.

Because we had less than 300 shareholders on January 1, 2005, we are not subject to the provisions of SOX. However, to the extent that we
voluntarily file annual, quarterly and current reports on Forms 10-KSB, 10-QSB and 8-K, we are required to comply with the requirements of
those forms, many of which have been changed or added due to SOX. In addition, in the event we have 300 or more shareholders of record at
the beginning of any year, we would become subject to the provisions of SOX.
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In October 2001, the President signed into law the USA PATRIOT Act. This Act was in direct response to the terrorist attacks on September 11,
2001, and strengthens the anti-money laundering provisions of the Bank Secrecy Act. Most of the new provisions added by this Act apply to
accounts at or held by foreign banks, or accounts of or transactions with foreign entities. The bank does not have a significant foreign business
and does not expect this Act to materially affect its operations. This Act does, however, require the banking regulators to consider a bank s
record of compliance under the Bank Secrecy Act in acting on any application filed by a bank. As the Bank is subject to the provisions of the
Bank Secrecy Act (i.e., reporting of cash transactions in excess of $10,000), the bank s record of compliance in this area will be an additional
factor in any applications filed by it in the future. To the Bank s knowledge, its record of compliance in this area is satisfactory and its processes
and procedures to insure compliance with this Act are satisfactory.

Gramm-Leach-Bliley Act
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In November 1999 the Gramm-Leach-Bliley Act (the GLB Act ) became law. The GLB Act made significant changes in U.S. banking law,
principally by repealing the 1933 Glass-Steagall Act. Under the GLB Act, banks and other financial companies, such as securities firms and
insurance companies, are now able to combine and be commonly owned. The GLB Act also permits bank holding companies and banks to
engage in a broader range of financially related activities than was available to them before the passage of the GLB Act, including insurance and
securities underwriting, merchant banking and real estate development and investment. The GLB Act, however, does not authorize banks or
their affiliates to engage in commercial activities that are not financial in nature, such as manufacturing.

The GLB Act creates a new category of bank holding company called a financial holding company. In order to avail itself of the expanded
financial activities permitted under the GLB Act, a bank holding company must notify the Federal Reserve that it elects to be a financial holding
company. A bank holding company can make this election if it, and all its bank subsidiaries, are well capitalized, well managed, and have at
least a satisfactory Community Reinvestment Act rating, each in accordance with the definitions prescribed by the Federal Reserve and the
regulators of the company s subsidiary banks. Once a bank holding company makes such an election, and provided
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that the Federal Reserve does not object to such election, the financial holding company may engage in financial activities (i.e., securities
underwriting, insurance underwriting, and certain other activities that are financial in nature as to be determined by the Federal Reserve) by
simply giving a notice to the Federal Reserve within thirty days after beginning such business or acquiring a company engaged in such business.
This makes the regulatory approval process to engage in financial activities much more streamlined than it was under prior law. We have no
present intention of electing to become a financial holding company.

The GLB Act also permits certain financial activities to be undertaken by a subsidiary of a national bank. Generally, for financial activities that
are conducted as a principal, such as a securities underwriter or dealer holding an inventory, a national bank must be one of the 100 largest
national banks in the United States and have debt that is rated investment grade. However, smaller national banks may own a securities broker
or an insurance agency, or certain other financial agency entities under the GLB Act. Under prior law, national banks could only own an
insurance agency if it was located in a town of fewer than 5,000 residents, or under certain other conditions. Under the GLB Act, there is no
longer any restriction on where the insurance agency subsidiary of a national bank is located or does business.

The GLB Act also contains a number of provisions that affect the operations of all financial institutions. One of the provisions relates to the
financial privacy of consumers, authorizing the federal banking regulators to adopt rules that would limit the ability of banks and other financial
entities to disclose non-public information about consumers to entities that are not affiliates. Under these rules, banks must establish a
disclosure policy for non-public customer information, disclose the policy to their customers, and give their customers the opportunity to object
to non-public information being disclosed to a third party.

Capital Requirements
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Under federal regulations, the Bank must maintain a minimum ratio of qualified total capital to risk-weighted assets of 8.0%. Risk-weighted
assets are determined by multiplying the various categories of assets by the appropriate risk-weighing factor (ranging from 0% to 100%) under
applicable regulations. Certain off-balance sheet items, such as standby letters of credit, are included in assets for these purposes at a credit
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equivalent value, determined by multiplying the off-balance sheet item by a credit conversion factor established by
applicable regulations. At least half of the total capital must be comprised of common equity, retained earnings and a
limited amount of permanent preferred stock, less goodwill ( Tier 1 capital ). The remainder ( Tier 2 capital ) may
consist of a limited amount of subordinated debt, other preferred stock, certain other instruments and a limited amount
of loan and lease loss reserves. The sum of Tier 1 capital and Tier 2 capital is total risk-based capital. ~Federal
regulations also require a minimum ratio of Tier 1 capital to risk-weighted assets of 4.0%.

In addition, federal regulations have established a minimum leverage ratio (Tier 1 capital to quarterly average assets less goodwill) of 3.0% for
banks and bank holding companies that meet certain specified criteria, including that they have the highest regulatory rating. All other banks
and bank holding companies are required to maintain a leverage ratio of 3.0% plus an additional amount of at least 100 to 200 basis points. The
regulations also provide that banking organizations experiencing internal growth or making acquisitions will be expected to maintain strong
capital positions substantially above the minimum supervisory levels, without significant reliance on intangible assets.

Banking regulators continue to indicate their desire to raise banking organization capital requirements beyond their current levels. However,
management is unable to predict whether higher capital ratios will be imposed and, if so, at what levels and on what schedule.

Any national bank not in compliance with applicable capital requirements may be subject to certain growth restrictions, issuance of a capital
directive by the appropriate federal regulator, and various other possible enforcement actions by the appropriate federal regulators, including a
cease and desist order, civil monetary penalties, and the establishment of restrictions on operations. In addition, the institution could be subject
to appointment of a receiver or conservator or a forced merger into another institution.

Limits on Dividends
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The amount of dividends that may be paid by the Bank depends upon the Bank s earnings and capital position, and is limited by federal law,
regulations and policies.
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As a national bank subject to the regulations of the OCC, the Bank must obtain approval for any dividend if the total of all dividends declared in
any calendar year would exceed the total of its net profits, as defined by applicable regulations, for that year, combined with its retained net
profits for the preceding two years, less any required transfers to surplus. In addition, the Bank may not pay a dividend in an amount greater
than its undivided profits then on hand after deducting its losses and bad debts. For this purpose, bad debts are generally defined to include the
principal amount of loans which are in arrears with respect to interest by six months or more unless such loans are fully secured and in the
process of collection. Moreover, for purposes of this limitation, the Bank is not permitted to add the balance in its allowance for loan loss
account to its undivided profits then on hand; however, it may net the sum of its bad debts as so defined against the balance in its allowance for
loan loss account and deduct from undivided profits only bad debts as so defined in excess of that amount.

In addition, the OCC is authorized to determine under certain circumstances relating to the financial condition of a national bank that the
payment of dividends would be an unsafe or unsound practice and to prohibit payment thereof. The payment of dividends that deplete a bank s
capital base could be deemed to constitute such an unsafe or unsound practice.

Loans To One Borrower Limitation

68



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

69



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

Under applicable OCC regulations, a national bank s total outstanding loans and extensions of credit to one borrower may not exceed 15 percent
of the bank s capital and surplus, plus an additional 10 percent of the bank s capital and surplus if the amount that exceeds the bank s 15 percent
general limit is fully secured by readily marketable collateral, which is defined to include certain financial instruments and bullion. To qualify

for the additional 10 percent limit, the bank must perfect a security interest in the collateral under applicable law and the collateral must have a
current market value at all times of at least 100 percent of the amount of the loan or extension of credit that exceeds the bank s 15 percent general
limit. At December 31, 2004, the Bank s loans to one borrower limitation was $2.6 million.

Community Reinvestment
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Under the Community Reinvestment Act ( CRA ), a bank has a continuing and affirmative obligation consistent with its safe and sound operation
to help meet the credit needs of its entire
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community, including low- and moderate-income neighborhoods. The CRA does not establish specific lending requirements or programs for
financial institutions nor does it limit an institution s discretion to develop types of products and services that it believes are best suited to its
particular community, consistent with the CRA. The CRA requires the OCC, in connection with its examination of national banks, to assess the
institution s record of meeting the credit needs of its community and to take such record into account in its evaluation of certain applications by
such institution. The OCC is required to provide a written evaluation of an institution s CRA performance utilizing a four tiered descriptive
rating system, which rating is disclosed to the public.

The Community Reinvestment Act was amended by the GLB Act to provide that small banks (those under $250 million in assets) that received
an outstanding on their last CRA exam will not have to undergo another CRA exam for five years, or for four years if their last exam was

satisfactory. In addition, any CRA agreement entered into between a bank and a community group must be disclosed, with both the bank and
the group receiving any grants from the bank detailing the amount and use of the funding provided.

Prompt Corrective Action
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The federal banking agencies are required to take prompt corrective action in respect of banks that do not meet minimum capital requirements.

There currently are five capital tiers: well capitalized,  adequately capitalized, under capitalized, significantly under capitalized and critically
under capitalized. The Bankis well capitalized. The following table sets forth the minimum capital ratios that a bank must satisfy in order to be
considered well capitalized or adequately capitalized under OCC regulations:

Adequately Well
Capitalized Capitalized

Total risk-based capital ratio 8% 10%
Tier 1 risk-based capital ratio 4% 6%
Leverage ratio 4% 5%

The FDIC s regulations establish specific actions that are permitted or, in certain cases required, to be taken by regulators with respect to
institutions falling within one of the three undercapitalized categories. Depending on the level
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of the institution s capital, the agency s correction powers can include: requiring a capital restoration plan; placing limits on asset growth and
restrictions on activities; requiring the institution to issue additional stock (including voting stock) or be acquired by another institution in a
transaction supervised by the FDIC; placing restrictions on transactions with affiliates; restricting the interest rate the institution may pay on
deposits; ordering a new election for the institution s board of directors; requiring that certain senior executive officers or directors be dismissed;
prohibiting the institution from accepting deposits from correspondent banks; prohibiting the payment of principal or interest on subordinated
debt; and, in the most severe cases, appointing a receiver for the institution. A bank that is undercapitalized is required to submit a capital
restoration plan. Under certain circumstances, a well capitalized, adequately capitalized or undercapitalized institution may be required to
comply with restrictions applicable to the next lowest capital category.

Safety and Soundness Standards
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The OCC and the other federal banking agencies have adopted Interagency Guidelines Establishing Standards for Safety and Soundness

( Guidelines ). These operational and managerial standards address an institution s general practices, and are designed to provide a framework for
the federal bank regulators to determine whether those practices are sound in principle and whether procedures are in place to ensure that they

are applied in the normal course of business. The guidelines cover such areas as internal controls, loan documentation, credit underwriting,

interest rate exposure, asset growth and compensation. Banks failing to meet these standards are required to submit compliance plans to their
appropriate federal regulators.

The OCC is also required to perform annual on-site bank examinations, place limits on real estate lending by banks and impose more stringent
auditing requirements.

Insurance of Accounts and Regulations by the FDIC
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The Bank is a member of the Bank Insurance Fund, which is administered by the FDIC. Deposits are insured up to the applicable limits by the
FDIC and such insurance is backed by the full faith and credit of the United States government. As insurer, the FDIC imposes deposit insurance
premiums and is authorized to conduct examination of, and to require reporting by, FDIC-insured institutions. It also may prohibit any FDIC-
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insured institution from engaging in any activity the FDIC determines by regulation or order to pose a serious risk to the Bank Insurance Fund.

The FDIC s deposit insurance premiums are assessed through a risk-based system under which all insured depository institutions are placed into
one of nine categories and assessed insurance premiums based upon their level of capital and supervisory evaluation. Under the system,
institutions classified as well capitalized (i.e., a core capital ratio of at least 5%, a ratio of Tier 1 or core capital to risk-weighted assets ( Tier 1
risk-based capital ) of at least 6% and a risk-based capital ratio of at least 10%) and considered healthy pay the lowest premium, while
institutions that are less than adequately capitalized (i.e., core or Tier 1 risk-based capital ratios of less than 4% or a total risk-based capital ratio
of less than 8%) and considered of substantial supervisory concern pay the highest premium. Risk classification of all insured institutions is
made by the FDIC for each semi-annual assessment period.

The FDIC is authorized to increase assessment rates, on a semi-annual basis, if it determines that the reserve ratio of the Bank Insurance Fund
will be less than the designated reserve ratio of 1.25% of Bank Insurance Fund insured deposits. In setting these increased assessments, the
FDIC must seek to restore the reserve ratio to that designated reserve level, or such higher reserve ratio as established by the FDIC.

The current premium schedule for Bank Insurance Fund insured institutions ranges from 0 to 27 basis points per $100 of deposits. The Bank is
in the category of institutions that pay zero in FDIC insurance premiums. In addition FDIC premiums, all insured institutions are required to pay
a Financing Corporation assessment, in order to find the interest on bonds issued to resolve thrift failures in the 1980s. The current annual rate
for all insured institutions is 1.48 basis points for each $100 in domestic deposits. These assessments are revised quarterly and will continue
until the bonds mature in the year 2017.

Legislative Proposals and Reforms
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Legislative and regulatory proposals regarding changes in banking, and the regulation of banks, thrifts and other financial institutions, are
considered from time to time by the executive branch of the federal government, Congress and various state governments. Certain of these
proposals, if adopted,
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could significantly change the regulation of banks and the financial services industry. We cannot predict whether any of these proposals will be
adopted or, if adopted, how these proposals will affect us.

Impact of Monetary Policies
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The profitability of the banking business depends in large part on the difference between the interest rate paid by us on deposits and other
borrowings, and the interest rate received by us on loans extended to customers and securities held in our portfolio. In addition, we attempt to
generate revenues by assessing fees on our services, to the extent the competitive market will allow such fees.

The earnings and growth of the Bank and of the banking industry as a whole is affected not only by general domestic and foreign economic
conditions, but also by the monetary and fiscal policies of the United States and its agencies, particularly the Federal Reserve Board. The
Federal Reserve Board affects the national economy by its open market operations in United States government securities, limitations upon
savings and time deposit interest rates, and adjustments to the discount and reserve retention rates applicable to borrowings by banks which are
members of the Federal Reserve System. These actions of the Federal Reserve Board influence the growth of bank loans, investments and
deposits and affect interest rates charged on loans and paid on deposits. The nature and impact of any future changes in monetary policies
cannot be predicted but, in any event, may have a material effect on the results of operations.

Transactions with Affiliates
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National banks must comply with Sections 23A and 23B of the Federal Reserve Act ( Sections 23A and 23B ) and Regulation W under that act
relative to transactions with affiliates in the same manner and to the same extent as if the bank were a Federal Reserve member bank. A bank
holding company, its subsidiaries and any other company under common control are considered affiliates of the bank. Generally, Sections 23A
and 23B and Regulation W: (i) limit the extent to which the insured association or its subsidiaries may engage in certain covered transactions
with an affiliate to an amount equal to 10% of such institution s capital and surplus and place an aggregate limit on all such transactions with
affiliates to an amount equal to 20% of such capital and surplus, and (ii) require that all such transactions be on terms substantially the same, or
at least as favorable to the institution or subsidiary, as those provided to
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a non-affiliate. The term covered transaction includes the making of loans, the purchase of assets, the issuance of a guarantee and similar types
of transactions. Any loan or extension of credit by the bank to an affiliate must be secured by collateral in accordance with Section 23A and
Regulation W. Exemptions from Section 23A or 23B may be granted only by the Federal Reserve. The Bank has not been significantly affected
by the rules regarding transactions with affiliates.

The Bank s authority to extend credit to executive officers, directors and 10% shareholders, including 1st Colonial, as well as entities controlled
by such persons, is governed by Sections 22(g) and 22(h) of the Federal Reserve Act, and Regulation O thereunder. Pursuant to these laws and
regulations, any loan made by the Bank to an executive officer or director, or his or her affiliates, (i) was made in the ordinary course of
business, (ii) was made on terms and conditions substantially the same as those offered to unaffiliated individuals and (iii) did not involve more
than the normal risk of repayment. The Bank has not made any loans to a 10% shareholder. Generally, Regulation O also places individual and
aggregate limits on the amount of loans the Bank may make to such persons based, in part, on the Bank s capital position, and requires certain
board approval procedures to be followed.

ITEM 2. Description of Property

Our headquarters are located at 1040 Haddon Avenue, Collingswood, New Jersey. The property, which houses the administrative headquarters
and a full-service banking office, is leased by the Bank. The building has two stories containing approximately 3,800 total square feet of space.
The annual base rental through 2004 was $45,000, not including taxes, utilities and insurance. This rent has increased to $49,500 for 2005.
After 2005, the rent increases annually based on increases in the consumer price index, with a minimum annual increase of 3%. The initial term
of the lease is through 2009, with options in favor of the Bank to renew the lease for two additional five-year terms. The property is well
maintained and suitable to our present needs and operations.

Certain back office and administrative functions are located in office space leased by the Bank at 900 Haddon Avenue, Collingswood, New
Jersey. This lease expires in 2006.

On January 16, 2003 the Bank opened a branch office at 321 Broadway, Westville, New Jersey. The Bank purchased this facility from another
financial institution. The Bank did not
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purchase any deposits or loans in this transaction. In addition to the existing vault, drive-through teller windows and night depository facility,
the facility was expanded to include multiple customer service representative locations and a drive-up automated teller machine.

ITEM 3. Legal Proceedings

We are periodically parties to or otherwise involved in legal proceedings arising in the normal course of business, such as claims to enforce
liens, claims involving the making and servicing of real property loans, and other issues incident to our business. We do not believe that there is
any pending or threatened proceeding against us which, if determined adversely, would have a material effect on our business or financial
position.

ITEM 4. Submission of Matters to a Vote of Security Holders

None.

PART II

ITEM 5. Market for Common Equity, Related Shareholder Matters and Small Business Issuer Purchases of
Equity Securities

Our common stock is traded on the OTC Bulletin Board under the symbol FCOB. An active trading market does not currently exist for our
common stock. As of March 29, 2005, the bid price for the common stock was $10.75, and the asked price was $10.85.

The following table sets forth the high and low last sale information, as reported by the OTC Bulletin Board, as of the most recent practicable
date and for the periods indicated:
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SALE PRICE INFORMATION FOR COMMON STOCK

High

First Quarter $
Second Quarter

Third Quarter

Fourth Quarter

First Quarter $
Second Quarter

Third Quarter

Fourth Quarter

First Quarter (through March 29) $

(1)  The quotations reflect inter-dealer prices, without retail mark-up, mark-down or commission and may not

represent actual transactions.

(2)  Prices are adjusted to reflect the 5% stock dividend paid by 1st Colonial on April 15, 2003 to shareholders of

2003(1)(2)
9.34 $
10.48
10.48
10.57
2004(1)(2)
10.71 $
10.71
10.25
11.25
2005(1)
11.25 $

Low

7.49
8.30
9.52
9.57

9.80
9.10
9.00
9.65

10.32

record as of April 1, 2003 and the 5% stock dividend paid by 1st Colonial on April 15, 2004 to shareholders of record

as of April 1, 2004.

As of March 1, 2005, there were options outstanding to purchase 201,478 shares of common stock and warrants outstanding to purchase

364,981 shares of common stock. These amounts are as adjusted to reflect the 10% stock dividend paid on January 15, 2002, and the 5% stock

dividend paid on each of April 15, 2003 and April 15, 2004.

As of March 1, 2005, there were 283 holders of record of our common stock.

Boenning & Scattergood, Inc., Janney Montgomery Scott, LLC, Monroe Securities, Inc. and Ryan Beck & Co., Inc. make a market in our

common stock. Making a market involves maintaining bid and ask quotations and being able, as principal, to effect transactions in reasonable

quantities at those prices, subject to securities laws and regulatory constraints. Additionally,
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the development of a liquid public market depends on the existence of willing buyers and sellers, the presence of which is not within our
control. An active and liquid market may not develop for the common stock.

StockTrans, Inc. serves as transfer agent and registrar for our common stock.

Dividend Policy

Since our inception in June 2000, we have not paid a cash dividend, and we do not intend to pay cash dividends for the foreseeable future. We

desire to retain our net income to support the growth of the bank. Any payment of cash dividends to our shareholders would be dependent on

the payment of a cash dividend from the bank to us. The payment of cash dividends by the bank to us is limited under federal banking law. See
Supervision and Regulation Limits on Dividends and Description of Capital Stock Common Stock Dividends.

On January 15, 2002, we effected a 10% stock split in the form of a stock dividend to shareholders of record on January 2, 2002. On April 15,
2003, we paid a 5% stock dividend to shareholders of record on April 1, 2003. On April 15, 2004, we paid a 5% stock dividend to shareholders
of record on April 1, 2004. On January 19, 2005, we declared a 5% stock dividend payable on April 15, 2005 to shareholders of record on
April 1, 2005. We will continually review whether to pay additional stock dividends in the future.

The selected consolidated financial data presented below is derived from, and should be read in conjunction with, our audited financial
statements for the years ended December 31, 2004 and 2003, including the related notes, included in this document as Item 7. All per share data
has been restated for the effect of the 10% stock dividend paid on January 15, 2002 to shareholders of record as of January 2, 2002, the 5% stock
dividend paid on April 15, 2003 to shareholders of record as of April 1, 2003 and the 5% stock dividend paid on April 15, 2004 to shareholders
of record as of April 1, 2004.
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Summary of Operations

For the Years Ended
December 31,
2004 2003
(Dollars in thousands)
Interest income $ 5,405 $ 4,764
Interest expense 1,372 1,244
Net interest income 4,033 3,520
Provision for loan losses 218 225
Net interest income after provision for loan losses 3,815 3,295
Other income 301 299
Other expense 3,107 2,759
Income (loss) before income taxes 1,009 835
Income tax expense (benefit) 384 335
Net income (loss) $ 625 $ 500
Per Share Data
For the Years Ended
December 31,
2004 2003
Net income (loss)
Basic $ 0.31 $ 0.35
Diluted 0.31 0.35
Book Value $ 7.73 $ 6.75
Actual period end shares outstanding 2,251,642 1,414,487
Balance Sheet Data
At December 31,
2004 2003
(Dollars in thousands)
Total Assets $ 135,973 $ 118,072
Investment securities (1) 53,546 33,793
Total loans (2) 77,630 66,831
Allowance for loan losses 971) (768)
Deposits 111,186 104,323
Shareholders equity $ 17,399 $ 9,551
34
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Performance Ratios

For the Years Ended
December 31,
2004 2003
Return on average assets 0.48% 0.48%
Return on average shareholders equity 4.75% 5.39%
Net interest spread (3) 2.93% 3.18%
Net interest margin (4) 3.32% 3.55%
Other income as a percentage of total revenue (5) 6.95% 7.83%
Other income as a percentage of average assets 0.23% 0.28%
Other expense to average assets 2.41% 2.62%
Efficiency ratio (6) 71.69% 72.24%
Asset Quality Data
At or for the Years Ended
December 31,
2004 2003

Nonperforming loans $ 24 $

Nonperforming assets

Allowance for loan losses to period-end loans (2) 1.25% 1.15%
Net loan charge-offs to average total loans 0.02% 0.05%

Selected Capital Ratios (7)
At December 31,
2004 2003

Total risk-based capital 20.28% 14.60%
Total tier 1 risk-based capital 19.13% 13.52%
Leverage ratio 11.56% 8.73%
Equity to assets ratio (8) 12.80% 8.09%

(1) Includes securities held to maturity and securities available for sale.
(2) Includes mortgage loans held for sale.

(3) Net interest spread is the difference between the average yield on interest earning assets and the average cost of
interest bearing liabilities.

(4) The net interest margin is calculated by dividing net interest income by average interest earning assets.
(5) Total revenue consists of net interest income and total other income.

(6) Efficiency ratio is total other expense divided by the sum of net interest
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income and total other income.

(7) The ratios in this table are the capital ratios of the bank, The bank s capital ratios must meet the minimum
requirements of the OCC. As long as the consolidated assets of 1st Colonial are less than $150 million, its sole
business is serving as the holding company for the bank, and it has no publicly held debt, 1st Colonial is exempt from
the consolidated capital requirements of the Federal Reserve Board.

(8) Equity to assets ratio is period-end total equity to period-end total assets.

ITEM 6. MANAGEMENT S DISCUSSION AND ANALYSIS

The following presents management s discussion and analysis of our financial condition and results of operations and should be read in

conjunction with the financial statements and related notes included in Item 7 of this annual report. This annual report contains forward-looking

statements. You can find many of these statements before and after words such as may, could, should, will, would, believe, expect,
estimate, project, intend, plan, seek, assume or similar expressions.

These forward-looking statements, implicitly and explicitly, include the assumptions underlying the statements and other information with
respect to our beliefs, plans, objectives, goals, expectations, anticipations, estimates, intentions, financial condition, results of operations, future
performance and business, including our:

expectations for continued acceptance and success in the banking and business communities in our market area;

expectations as to the amount, mix, yield and other characteristics of the deposits and loans we expect to acquire
and make; and

expectations and estimates with respect to our revenues, expenses, earnings, asset quality and other financial data
and capital and performance ratios.

Although we believe that the expectations reflected in our forward-looking statements are reasonable, these statements involve risks and
uncertainties that are subject to change based on various important factors (some of which are beyond our control). The following factors,
among others, could cause our financial performance to differ materially from our goals, plans, objectives, intentions, expectations, and other
forward-looking statements:
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the strength of the United States economy in general and the strength of the regional and local economies in which
we conduct operations;

the effects of, and changes in, trade, monetary and fiscal policies and laws, including interest rate policies of the
Board of Governors of the Federal Reserve System;

inflation, interest rate, market and monetary fluctuations;

our ability to raise the capital necessary on a timely basis to support our continued asset growth and geographic
expansion;

our ability to maintain and continue to obtain the desired customers and employees;

our timely development of new products and services in a changing environment, including the features, pricing
and quality compared to the products and services of our competitors;

the willingness of prospective customers to substitute our products and services for the bank products and services
they currently use, and the impact of competition from banks, thrifts and others in our market;

changes in the timing and structure of our growth and related transactions and other changed facts and
circumstances resulting from the passage of time;

the impact of changes in financial services policies, laws and regulations, including laws, regulations and policies
concerning taxes, banking, securities and insurance, and the application thereof by regulatory bodies;

technological changes;

change in consumer spending and savings habits; and
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regulatory or judicial proceedings.
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If one or more of the factors affecting our forward-looking information and statements proves incorrect, then our actual results, performance or
achievements could differ materially from those expressed in, or implied by, forward-looking information and statements contained in this
annual report. Therefore, we caution you not to place undue reliance on our forward-looking information and statements.

We do not intend to update our forward-looking information and statements, whether written or oral, to reflect change. All forward-looking
statements attributable to us are expressly qualified by these cautionary statements.

Overview
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Effective June 30, 2002, the Bank became a wholly owned subsidiary of 1st Colonial, which has no material operations other than ownership of
the Bank. Therefore, the financial statements of 1st Colonial prior to June 30, 2002 are the historical statements of the Bank. All per share data
has been restated for the effect of the 10% stock dividend paid on January 15, 2002 to shareholders of record as of January 2, 2002, the 5% stock
dividend paid on April 15, 2003 to shareholders of record as of April 1, 2003 and the 5% stock dividend paid on April 15, 2004 to shareholders
of record as of April 1, 2004.

The Bank conducts community banking activities by accepting deposits from the public and investing the proceeds in loans and investment
securities. The Bank s lending products include commercial loans and lines of credit, consumer and home equity loans, and multi-family
residential and non-residential real estate loans. In order to manage its liquidity and interest rate risk, the Bank maintains an investment portfolio
consisting of municipal, U.S. government and mortgage-backed securities, most of which are investment grade. The Bank s loan and investment
portfolios are funded with deposits as well as collateralized borrowings secured by the Bank s investment securities.

Our earnings are largely dependent upon net interest income (the difference between what we earn on our loans and investments and what we
pay on deposits and borrowings). In addition to net interest income, our net income is impacted by our loan loss provision, other income (mostly
deposit fees and income from sale of loans held for sale) and other expense (such as salaries and benefits, professional fees, occupancy cost and
data processing expenses).
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Critical Accounting Matters
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The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of income and expenses during the reporting period. Actual results could differ from those
estimates. Material estimates that are particularly susceptible to significant change in the near-term relate to the determination of the allowance
for loan losses and the valuation of the deferred tax assets.

The allowance for loan losses is established through a provision for loan losses charged to operations. The allowance is maintained at a level
that management believes will be adequate to absorb estimated losses on existing loans based on the collectibility of the loans and prior loss
experience. Management uses significant estimates to determine the allowance for loan losses. Management s evaluations consider such factors
as changes in the nature and volume of the portfolio, overall portfolio quality, concentrations of credit risk, review of specific problem loans,
current economic conditions and trends that may affect the borrowers ability to pay, and prior loss experience within various categories of the
portfolio. Loans are charged against the allowance when they are determined to be uncollectible.

In addition, regulatory authorities, as an integral part of their examinations, periodically review the allowance for loan losses. They may require
additions to the allowance based upon their judgments about information available to them at the time of examination.

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases, as well as operating loss carryforwards. Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period
that includes the enactment date. A valuation allowance is established against deferred tax assets when, in the judgment of management, it is
more likely than not that such deferred tax assets will not become available.
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The realizability of deferred tax assets is dependent upon various factors, including the generation of future taxable income, the existence of
taxes paid and recoverable, the reversal of deferred tax liabilities, and tax planning strategies.

Comparison of Financial Condition
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December 31, 2004 Versus December 31, 2003

Our assets totaled $136.0 million at December 31, 2004, as compared to $118.1 million at December 31, 2003, an increase of $17.9 million or
15.2%. Our assets at December 31, 2004, consisted primarily of cash and cash equivalents which totaled $3.8 million, investment securities,
which totaled $53.5 million and loans, including loans held for sale, which totaled $77.6 million. Premises and equipment totaled $949,000 at
December 31, 2004, and consisted primarily of our Westville branch and leasehold improvements. Our assets at December 31, 2003, consisted
primarily of cash and cash equivalents, including federal funds sold, which totaled $16.5 million, investment securities, which totaled

$33.8 million and loans, including loans held for sale, which totaled $66.8 million. Premises and equipment totaled $935,000 at December 31,
2003, and consisted primarily of our Westville branch and leasehold improvements. The $17.9 million increase in total assets was primarily due
to an increase in loans of $10.8 million, an increase in investment securities of $19.8 million, offset by a decrease in cash and short-term
investments, such as Federal Funds sold and interest bearing deposits of $12.7 million. This increase in assets was funded by an increase in
deposits of $6.9 million, an increase in short-term borrowings of $3.1 million. Additional funding of $7.2 million was provided by our common
stock offering that was completed in April 2004. The increase in loans was due to general growth in our loan portfolio resulting from the
continued execution of our business plan.

Our deposits totaled $111.2 million at December 31, 2004, as compared to $104.3 million at December 31, 2003, an increase of $6.9 million or
6.6%. This increase was the direct result of the establishment of new business relationships with municipalities and other commercial accounts.

Noninterest-bearing demand deposits totaled $22.1 million at December 31, 2004 an increase of 8.3% as compared to balances of $20.4 million
at December 31, 2003. Interest-bearing demand deposits totaled $34.8 million at December 31, 2004, a decrease
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of 6.7% as compared to balances of $37.3 million at December 31, 2003. This increase in non-interest bearing demand deposits was the result of
new relationships established with commercial accounts. The decrease in interest bearing demand deposits was the result of a shift from interest
bearing demand to money market deposits and certificates of deposit. Savings and money market deposits totaled $24.8 million and certificates
of deposit totaled $29.5 million at December 31, 2004, increases of 21.6% and 12.6%, respectively, as compared to balances of $20.4 and

$26.2 million, respectively, at December 31, 2003.

Net Interest Income
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The principal source of our revenue is net interest income. Net interest income is the difference between income earned on loans and securities
and the interest paid on deposits and borrowed funds. Interest-earning assets are comprised primarily of loans and securities, while deposits
represent the major portion of interest bearing liabilities. Changes in the volume and mix of interest-earning assets and interest-bearing
liabilities, as well as their respective yields and rates, have a significant impact on the level of net interest income. Net interest margin is
calculated as net interest income divided by average earning assets and represents our net yield on our earning assets.

Interest on loans is included in interest income on the accrual method over the terms of the loans based upon the principal balances outstanding.
During the fiscal years ended December 31, 2004 and 2003, average interest-earning assets were $123.1 million and $99.9 million, respectively.
During these same periods, our net yields on average interest-earning assets (net interest margin) were 3.32% and 3.55%, respectively.

Average Balance, Interest Income And Expense, Average Yield And Rates
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The following table illustrates the average balances of total interest-earning assets and total interest-bearing liabilities for the periods indicated,
showing the average distribution of assets, liabilities, shareholders equity, and the related income, expense, and corresponding weighted average
yields and costs. The average balances used for the purposes of these tables and other statistical disclosures were calculated by using the daily
average balances. Non-accruing loans, if any, are included in the average balances of loans.
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Assets

Interest earning assets:
Federal funds sold $
Investment Securities:
Taxable(1)
Tax-exempt(2)

Total Securities
Loans, net of deferred
fees/costs(3)

Total interest earning
assets

Non-interest earning
assets:

Cash and due from
banks

Other assets(4)

Less: allowance for loan
losses

Total non-interest
earning assets

Total assets $

Liabilities and
shareholders equity
Interest bearing
liabilities

Deposits:

Interest bearing demand  $
Money market
Savings

Time deposits

Total interest bearing
deposits

Short-term borrowings
Total interest bearing
liabilities

Non-interest bearing
liabilities:

Demand deposit
Other liabilities
Total non-interest
bearing liabilities

Total liabilities
Shareholders equity

Total liabilities and

shareholders equity $

Net interest spread

Net interest income/net
interest margin

Average interest earning
assets as a percentage of
interest bearing
liabilities
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Year Ended December 31,
2004
Interest Average
Average Income/ Yield/
Balance Expense Rate

10,186 $ 142
32,199 887
8,412 167
40,611 1,054
72,344 4,266
123,141 5,462
4816
1,836
(881)
5,771
128,912
33,742 § 547
16,647 100
6,253 19
30,306 682
86,948 1,348
4,086 24
91,034 1,372
24,541
181
24,722
115,756
13,156
128,912
$ 4,090
135.27%

1.39%
2.75%
1.99%
2.60%
5.90%

4.44%

1.62%
0.60%
0.30%
2.25%

1.55%
0.59%

1.51%

2.93%

3.32%

$

$

$

Year Ended December 31,
2003
Interest Average
Average Income/ Yield/
Balance Expense Rate

(Dollars in Thousands)

6,953 $ 78 1.12%
28,945 870 3.01%
3,826 71 1.86%
32,771 941 2.87%
60,183 3,769 6.26%
99,907 4,788 4.79%
4,258
1,629
(681)
5,206
105,113
31,344 $ 531 1.69%
15,109 97 0.64%
5,293 31 0.59%
20,296 544 2.68%
72,042 1,203 1.67%
5,284 41 0.78%
77,326 1,244 1.61%
18,320
186
18,506
95,832
9,281
105,113
3.18%
$ 3,544 3.55%
129.20%
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Average
Balance

Year Ended December 31,
2002
Interest Average
Income/ Yield/
Expense Rate
11,006 $ 176 1.60%
14,683 647 4.41%
604 17 2.81%
15,287 664 4.34%
47,430 3,251 6.85%
73,723 4,091 5.55%
3,017
1,107
(472)
3,652
77,375
19772 $ 427 2.16%
12,231 192 1.57%
3,873 38 0.98%
14,342 425 2.96%
50,218 1,082 2.15%
5,217 83 1.59%
55,435 1,165 2.10%
14,786
237
15,023
70,458
6,917
77,375
3.45%
$ 2,926 3.97%
132.99%
113
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All taxable investment securities are classified as available for sale. The average balance for taxable securities

excludes the SFAS 115 valuation allowance.
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2)  All tax-exempt investment securities are classified as held to maturity. Interest income on tax-exempt
investment securities is presented on a tax-equivalent basis. Tax exempt yields were adjusted to a tax-equivalent basis
using a 34% rate.

(3) Includes average balance of loans held for sale of $183 in 2004, $382 in 2003, and $156 in 2002. Interest
income on loans held for sale was $15 in 2004, $23 in 2003, and $13 in 2002.

4)  Excludes the average balance of deferred tax assets related to the SFAS 115 valuation allowance on investment
securities available for sale.

Rate/Volume Analysis
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Future net interest income will be affected by changes in both average interest rates and average volumes of interest-earning assets and
interest-bearing liabilities. 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
(i) changes in volume (changes in average volume multiplied by prior rate), (ii) changes in rate (changes in average rate multiplied by prior
average volume), and (iii) total change. Changes due to the combination of rate and volume changes (change in average volume multiplied by
change in average rate) have been allocated on a consistent basis between rate and volume variances based on the percentage of the rate or
volume variance to the sum of the two absolute variances.
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Year Ended December 31, 2004
versus
Year Ended December 31, 2003
Increase (Decrease) Due to

Volume Rate Total
(Dollars in thousands)
Interest Income:
Federal funds sold $ 42 $ 22 $ 64
Investment securities taxable 92 (75) 17
Investment securities tax exempt (1) 91 5 96
Loans 727 (230) 497
Total change in interest income 952 (278) 674
Interest Expense:
Interest bearing checking 39 (23) 16
Money market deposits 10 @) 3
Savings deposits 5 (17) (12)
Time deposits 236 98) 138
Short-term borrowings ®) ) (17)
Total change in interest expense 282 (154) 128
Total change in net interest income $ 670 $ (124) 546
Year Ended December 31, 2003
versus
Year Ended December 31, 2002
Increase (Decrease) Due to
Volume Rate Total
(Dollars in thousands)
Interest Income:
Federal funds sold $ 54) % (44) (93)
Investment securities taxable 478 (255) 223
Investment securities tax exempt (1) 62 8) 54
Loans 817 (299) 518
Total change in interest income $ 1,303 $ (606) 697
Interest Expense:
Interest bearing checking $ 211 $ (107) 104
Money market deposits 37 (132) 95)
Savings deposits 11 (18) @)
Time deposits 163 (44) 119
Short-term borrowings 1 43) 42)
Total change in interest expense 423 (344) 79
Total change in net interest income $ 880 $ (262) 618
(1) Tax-exempt yields were adjusted to a tax-equivalent basis using a 34% rate.
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Comparison of Results of Operations
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Year Ended December 31, 2004 Versus Year Ended December 31, 2003

General. Net income increased 25.0% to $625,000 for the year ended December 31, 2004, as compared to net income
of $500,000 for the period ended December 31, 2003. This increase was due to a $515,000 increase in net interest and
total other income, coupled with a $7,000 reduction in the provision for loan losses, which were partially offset by a
$348,000 increase in total other expense and a $49,000 increase in income tax expense.

Basic earnings per share decreased to $0.31 for the year ended December 31, 2004 (basic and diluted) from $0.35 (basic and diluted) for the year
ended December 31, 2003. This decrease was due to the issuance of additional shares of common stock in our public offering completed in
April 2004. The total weighted average number of shares outstanding for basic earnings per share increased 575,479 to 1,987,008 for the year
ended December 31, 2004 compared to 1,411,529 for the year ended December 31, 2003. The weighted average number of shares outstanding
on a diluted basis was 2,045,010 for the year ended December 31, 2004 compared to 1,446,334 for the comparable period in 2003.

Total interest income increased 13.5% to $5.4 million from $4.8 million primarily due to the growth and mix of earning assets offset by lower
interest rates. Total other income increased $2,000 primarily due to an increase in other service charges and fees of $30,000 offset by a decline
in gains on sale of mortgage loans held for sale of $41,000. Gains on sale of investments increased $11,000 to $15,000 compared to $4,000 in
2003. Total other expenses increased 12.6% or $348,000 to $3.1
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million from $2.8 million due to growth related expenses from staffing increases, increased regulatory compliance costs and more customer
volume and activity. Additional leased space was required for additional operational personnel.

Net Interest Income. Interest income increased by $641,000 to $5.4 million from $4.8 million, primarily due to an
increase of $23.2 million in average earning assets. Interest and fees on loans increased $497,000 for the year ended
December 31, 2004, due to an increase in average loans and loans available for sale outstanding of $12.2 million or
20.2% for the prior period, which more than offset the decline in the average yield on the loan portfolio. The average
yield on our loan portfolio declined from 6.26% in 2003 to 5.90% in 2004 due to the continuing decline in the
long-term interest rates environment. Interest on federal funds sold increased by $64,000 due to an increase of $3.2
million in average balances and slightly higher rates caused by changes in the Federal Reserve Bank s target rates.
Interest and dividends on investments increased $80,000 for the period due to an increase of $7.8 million in average
outstanding balances offset by an overall decline in yields in the beginning of 2004. The mix of the portfolio also
changed due to an increase in short-term municipal securities. The average yield on investment securities declined to
2.60% in 2004 from 2.87% in 2003.

Total interest expense increased $128,000 from the prior period, due primarily to a $13.7 million increase in average interest bearing liabilities.
The increase in average balances outstanding was offset by an overall decline in rates paid on deposits and short-term borrowings. The average
rate on interest bearing liabilities was 1.51% in 2004 compared to 1.61% in 2003. Our net interest margin was 3.32% for the year ended
December 31, 2004, as compared to 3.55% for the prior period ended December 31, 2003 as our interest-earning assets priced downward to a
greater degree than our interest-bearing liabilities.

Provision for Loan Losses. The provision for loan losses decreased to $218,000 for the year ended December 31, 2004
compared to $225,000 for the prior period. Management reviews the risks in the loan portfolio and adjusts the
allowance to adequately cover risks. Factors considered include changes in the nature and volume of the portfolio,
overall portfolio quality, concentrations of credit risk, review of specific problem loans, current economic conditions
and trends that may affect the ability of borrowers to pay, and prior loss experience within the various segments of the
portfolio. The
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allowance for loan losses was $971,000 at December 31, 2004, or 1.25% of total outstanding loans. See Business-Allowance for Loan Losses
for more information.

The Bank s loan portfolio is relatively unseasoned due to the fact that we commenced operations in 2000. Therefore, our historical charge-off
and non-performing loan statistics may not be indicative of future trends.

Total Other Income. Other income, primarily service charges on deposit accounts, gains on sale of mortgages held for
sale, and other fees increased $2,000 to $301,000 for the year ended December 31, 2004. Fees on deposit accounts for
the year ended December 31, 2004 were approximately $141,000 compared to $139,000 in the prior period. The
slight increase was due mainly to the growth in deposit accounts. For the year ended December 31, 2004, we recorded
gains on the sale of residential mortgages held for sale of $62,000 compared to $103,000 in the prior period. The
decline was due to decreased refinancing activity due to slightly higher interest rates. The Bank sells all newly
originated fixed-rate residential mortgage loans in the secondary market on a servicing released basis. Other fees and
charges increased 56.6% to $83,000 in 2004 from $53,000 in 2003. This increase was primarily volume related.
Gains on sale of investments available for sale were $15,000 for the year ended December 31, 2004, compared to
$4,000 for the prior period.

Total Other Expense. Total other expenses for the year ended December 31, 2004 increased 12.6% or $348,000 to $3.1
million compared to $2.8 million in the prior period. Most of the increase was due to growth related factors:

Employee related expenses were $1.3 million for the year compared to $1.2 million in the prior period reflecting
normal compensation increases.

Occupancy and equipment expenses increased $58,000 or 17.3% to $393,000 for the year ended December 31,
2004 compared to $335,000 for the prior period. Equipment upgrades at the end of 2003 and the beginning of 2004
along with additional leased space account for the increase.

Advertising expense decreased $28,000 to $117,000 for the year ended December 31, 2004 compared to $145,000
for the prior period. The prior period contained significant expenses related to our Westville branch opening, there we
no new branch promotions in 2004.
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The Bank began offering On-line Banking in June 2004. This new product plus increased business volume caused
our data processing expenses to increase $25,000 to $300,000 for the year ended December 31, 2004 compared to
$275,000 in the prior period.

Professional services, including audit, loan review and legal expenses increased $38,000 to $260,000 for the year
ended December 31, 2004 as compared to $222,000 for the year ended December 31, 2003. This was primarily
related to growth and increased regulation.

Other operating expenses included postage, telephone expenses, entertainment, business development and other
miscellaneous expenses. Most of these expenses were due to growth and increased business activity. Business
development, entertainment and related expenses increased $26,000, software expenses and licenses increased
$17,000, and fraud losses increased $8,000. Total other expenses increased $86,000 or 14.2% to $693,000 for the
year ended December 31, 2004 compared with the prior period.

Income Taxes. Our recorded income tax expense for the year ended December 31, 2004 was $384,000 compared to
$335,000 in the prior period. The increase in income tax expense is due to higher pre-tax income for the year ended
December 31, 2004 as compared to the prior period. The Company also recorded an adjustment to the deferred tax
asset. Due to increased tax exempt income, the effective rate for the year ended December 31, 2004 was 38.1%
compared to 40.1% for the prior period.

Year Ended December 31, 2003 Versus Year Ended December 31, 2002

General. Net income increased 1.0% to $500,000 for the year ended December 31, 2003, as compared to net income of
$495,000 for the period ended December 31, 2002. This increase was due to a $697,000 increase in net interest and
total other income, coupled with a $50,000 reduction in the provision for loan losses, which were only partially offset
by a $736,000 increase in total other expense and a $6,000 increase in income tax expense.

Basic earnings per share decreased to $0.35 for the year ended December 31, 2003 (basic and diluted) from $0.44 for the year ended
December 31, 2002 ($0.43 on a fully diluted basis). This decrease was due to the issuance of additional shares of common stock in our public
offering of units completed in

48

SALE PRICE INFORMATION FOR COMMON STOCK 124



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

December 2002, which shares had only a marginal effect on the weighted average number of shares outstanding for 2002. In the offering, we
sold 254,399 units and each unit consisted of one share of common stock and one warrant to purchase an additional share of common stock.
After giving effect to the 5% stock dividend paid in April 2003 and the 5% stock dividend paid in April 2004, the total number of shares of
common stock issued in the unit offering was 280,475.

Total interest income increased 16.6% to $4.8 million from $4.1 million primarily due to the growth and mix of earning assets. Total other
income increased 48.0% or by $97,000 to $299,000 from $202,000, due to increased deposit fees, gains on sale of mortgage loans and other fees
as partially offset by an 83.3% decline in gains on sale of investments to $4,000 from $24,000 in the previous year. Total other expenses
increased 36.4% or $736,000 to $2.8 million from $2.0 million due to growth related expenses from staffing increases, new marketing

initiatives, increased regulatory compliance costs and more customer volume and activity, as well as increased expenses related to the opening of
our new Westville office.

Net Interest Income. Interest income increased by $679,000 to $4.8 million from $4.1 million, primarily due to a

$26.2 million increase in average earning assets. Interest and fees on loans increased by $518,000 for the year ended
December 31, 2003, due to an increase in average loans and loans available for sale outstanding of $12.8 million or
26.9% from the prior period, which more than offset the decline in the average yield on the loan portfolio. The
average yield on our loan portfolio declined from 6.85% in 2002 to 6.26% in 2003 due to the declining interest rate
environment. Interest on federal funds sold decreased by $98,000 due to a decrease of $4.1 million in average
balances and lower yields caused by market rate declines. Interest and dividends on investments increased by
$259,000 for the period due to an increase of $17.5 million in average outstanding balances. The increase was
partially offset by an overall decline in the yield on investment securities caused by a decline in market interest rates.
The average yield on investment securities declined to 2.87% in 2003 from 4.34% in 2002.

Total interest expense increased $79,000 from the prior period, due principally to a $21.9 million increase in average interest bearing liabilities.
The increase in the average balance of deposits was ameliorated by the lower rates paid on deposit accounts and short-term borrowings, as the
cost of interest-bearing liabilities declined from 2.10% in 2002 to
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1.61% in 2003. Our net interest margin was 3.55% for the year ended December 31, 2003 as compared to 3.97% for the prior period ended
December 31, 2002, as our interest-earning assets repriced downward to a greater degree than our interest-bearing liabilities.

Provision for Loan Losses. The provision for loan losses decreased to $225,000 for year ended December 31, 2003
compared to $275,000 for the prior period. Factors such as changes in the nature and volume of the portfolio, overall
portfolio quality, concentrations of credit risk, review of specific problem loans, current economic conditions and
trends that may affect the ability of borrowers to pay, and prior loss experience within the various categories of the
portfolio are considered when reviewing the risks in the portfolio. The allowance for loan losses was $768,000 at
December 31, 2003, or 1.15% of total outstanding loans. See Business Allowance for Loan Losses for more
information.

The Bank s loan portfolio is relatively unseasoned due to the fact that we commenced operations in 2000. Therefore, our historical charge-off
and non-performing loan statistics may not be indicative of future trends.

Total Other Income. Other income, primarily service charges on deposit accounts and gains on sale of mortgages held for
sale, increased $97,000 to $299,000 for the year ended December 31, 2003. Fees from deposit account holders for the
year ended December 31, 2003 were approximately $139,000 compared to $85,000 in the prior period. This 63.5%
increase was principally due to deposit growth. For the year ended December 31, 2003, we recorded gains on the sale
of residential mortgage loans held for sale of $103,000 compared to $62,000 in the prior period. This was primarily
due to increased refinancing activity due to lower interest rates during the year. In general, we sell all newly
originated fixed-rate residential mortgage loans into the secondary market on a servicing released basis. The increase
of $22,000 to $53,000 in 2003 from $31,000 in 2002, in other fees and charges was primarily volume related. Gains
on sale of investments available for sale for the year ended December 31, 2003 declined to $4,000 compared to
$24,000 in the year ended December 31, 2002.

Total Other Expense. Total other expenses for the year ended December 31, 2003 increased $736,000 or 36.4% to
$2.8 million compared to $2.0 million in the prior period. Most of the increases were due to growth related factors:
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Employee related expenses were $1.2 million for the year compared to $842,000 for the year ended December 31,
2002, reflecting additions to our staff as well as normal compensation increases.

Occupancy and equipment expenses increased $117,000 to $335,000 for the year ended December 31, 2003,
compared to $218,000 in the prior period. The opening of our Westville branch office in January 2003 accounted for
$72,000 of these increases.

Advertising expenses increased $70,000 to $145,000 for the year ended December 31, 2003 compared to $75,000
in the prior period. This was due to increased activity relating to our Westville opening and other marketing
campaigns designed to increase community awareness of our presence, products and capabilities.

Due to increased business volume, data processing expenses increased 23.3% to $275,000 for the year ended
December 31, 2003 compared to $223,000 for the year ended December 31, 2002.

Professional services, including audit, loan review, and legal expenses increased $27,000 to $222,000 during the
year ended December 31, 2003 compared to $195,000 for the comparable prior period. This increase was primarily
related to our growth.

Other operating expenses included postage, ATM charges, telephone expenses, business development costs and
other miscellaneous expenses. These expenses also included a loss of $19,000 on the replacement of equipment
during the year ended December 31, 2003. Due to growth and increased activity, other operating expenses increased
$137,000 or 29.2% to $607,000 for the year ended December 31, 2003, compared to $470,000 for the year ended
December 31, 2002.

Income Taxes. Our recorded income tax expense for the year ended December 31, 2003 was $335,000 compared to
$329,000 in the prior period. The increase in income tax expense is due to higher pre-tax income for the year ended
December 31, 2003 as compared to the prior period. The effective rates for the year
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ended December 31, 2003 and 2002 were 40.1% and 39.9%, respectively.

Liquidity
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Liquidity represents an institution s ability to meet present and future financial obligations through either the sale or maturity of existing assets or
the acquisition of additional funding through liability management. Liquid assets include cash, interest-bearing deposits with banks, federal
funds sold, securities classified as available-for-sale, and loans maturing within one year. As a result of our management of liquid assets and the
ability to generate liquidity through additional deposits or borrowings, we are able to maintain overall liquidity sufficient to satisfy our deposit
withdrawal requirements and meet our customers borrowing needs.

At December 31, 2004, cash, cash equivalents, securities classified as securities available for sale, and federal funds sold totaled $40.5 million
and were 29.8% of total assets. However, we have pledged $35.1 million of our securities available for sale as collateral for uninsured
municipal deposits held by us and uninsured deposits that underlie retail repurchase agreements, which adversely impacts our liquidity position.
Asset liquidity is also provided by managing loan maturities. At December 31, 2004, approximately $26.4 million or 34.2% of loans will mature
or reprice within a one-year period. To the extent possible, loans are funded with deposits or other funding with coinciding maturity or repricing
dates.

Net cash provided by operating activities for the year ended December 31, 2004 was $1.1 million as compared $721,000 in the prior period. The
difference can be attributed to an increase in depreciation on new fixed assets, lower gains on mortgages held for sale, increases in taxes payable
and other liabilities offset by increases in accrued interest receivable and other assets.

Net cash used in investing activities was $31.0 million for the year ended December 31, 2004 compared with $15.8 million for the previous
year. Increased investment growth was somewhat offset by slower prepayments of mortgage backed securities from the prior year.

Funds provided by financing activities were $17.2 million for the period ended December 31, 2004 compared to $19.5 million for the prior
period. The primary reason was that in April 2004,
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we completed a public offering of common stock underwritten by Ryan Beck & Co. 1st Colonial raised net proceeds of $7.2 million in that
offering, and these proceeds were included in cash provided by financing activities in fiscal year 2004. Additional funds were provided by a
$6.9 million increase from deposit growth and a $3.1 million increase in short-term borrowings.

Capital Resources
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The assessment of capital adequacy depends on a number of factors such as asset quality, liquidity, earnings performance, changing competitive
conditions, economic forces and growth and expansion activities. We seek to maintain a capital base to support our growth and expansion
activities, to provide stability to current operations and to promote public confidence.

The Bank s capital position exceeds regulatory minimums. The primary indicators relied on by the OCC and other bank regulators in measuring
strength of capital position are the Tier 1 risk-based capital ratio, total risk-based capital ratio and leverage ratio. Tier 1 capital consists of
common and qualifying preferred shareholders equity less goodwill. Total capital consists of Tier 1 capital, qualifying subordinated debt and a
portion of the allowance for possible loan losses. Risk-based capital ratios are calculated with reference to risk weighted assets, which consist of
both on and off balance sheet risks (such as letters of credit, lines of credit and home equity lines). The leverage ratio consists of Tier 1 capital
divided by quarterly average assets.

We manage capital ratios to exceed regulatory minimums. The following table shows our regulatory capital ratios and shareholders equity to
total assets as of December 31, 2004:

At December 31, 2004

Regulatory Actual
Minimum Ratio
Total risk-based capital ratio 8.0% 20.28%
Tier 1 risk-based capital ratio 4.0% 19.13%
Tier 1 leverage ratio 4.0% 11.56%
Shareholders equity total assets None 12.80%

On April 26, 2004, we completed our public offering of 828,000 shares of common stock at a price of $10.00 per share. The offering was
underwritten on a firm-commitment basis by Ryan Beck & Co., Inc. Net of underwriting discounts and commissions
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and other expenses, we received proceeds of approximately $7.2 million from the offering.

Management anticipates these ratios to decline as capital is leveraged in support of deposit and asset growth. At December 31, 2004, the Bank s
total risk-based capital ratio was 20.28%), its Tier 1 risk-based capital ratio was 19.13% and its leverage ratio was 11.56%.

Contractual Obligations
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We enter into contractual obligations in the normal course of business as a source of funds for our asset growth and our asset/liability
management, to fund acquisitions, and to meet required capital needs. These obligations require us to make cash payments over time as detailed

in the table below (For further information regarding our contractual obligations refer to Notes [9, 10, 15 and 16] of our audited consolidated

financial statements included in Item 7 of this Annual Report on Form 10-KSB.

PAYMENTS DUE BY PERIOD

Less
Contractual Obligations Than 1-3 4-5 After
at December 31, 2004 Total 1 Year Years Years 5 Years

(Dollars In Thousands)

Borrowings $ 7,146 7,146 $ 0 0 $ 0
Certificates of deposit 29,461 24,084 5,286 91 0
Operating leases 320 110 160 50 0
Total contractual cash obligations $ 36,927 31,340 $ 5,446 141 $ 0
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We do not have any off-balance sheet arrangements as that term is defined in Item 303 of SEC Regulation S-B (such as guarantee contracts,
credit or liquidity support arrangements, derivative instruments or variable interests in other entities). We are, however, a party to financial
instruments with off-balance sheet risk in the normal course of business to meet the financing needs of our customers and to manage our own
exposure to fluctuations in interest rates. These financial instruments include commitments to extend credit. These financial instruments
involve elements of credit and interest rate risk in excess of the amount recognized in the balance sheet. The contract or notional amounts of
these financial instruments reflect the extent of our involvement in particular classes of financial instruments.

Our exposure to credit loss in the event of non-performance 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 and conditional
obligations as we do for on-balance sheet instruments. Unless noted otherwise, we do not require and are not required to pledge collateral or
other security to support financial instruments with credit risk.
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AMOUNT OF COMMITMENT EXPIRATION PER PERIOD

OTHER COMMERCIAL TOTAL LESS
COMMITMENTS AMOUNTS THAN 1 1-3
At December 31, 2004 COMMITTED YEAR YEARS

Commitments to extend credit:

Lines of Credit $ 2977 $ 2,735 $
Unfunded residential mortgages 7,096 2,007
Total commercial commitments $ 10,073 $ 4742 $

AFTER 5
YEARS

0 $ 0

0 5,089

0 $ 5,089

For further information regarding our commitments, refer to Note [16] of our audited consolidated financial statements included in Item 7 of this

Annual Report on Form 10-KSB.

Interest Sensitivity

SALE PRICE INFORMATION FOR COMMON STOCK

140



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

SALE PRICE INFORMATION FOR COMMON STOCK 141



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

An important element of both earnings performance and the maintenance of sufficient liquidity is management of the interest sensitivity gap.
The interest sensitivity gap is the difference between interest-rate sensitive assets and interest-rate sensitive liabilities in a specific time period.
Interest rate gap analysis is a common, though imperfect, measure of interest rate risk, which measures the relative dollar amounts of
interest-earning assets and interest-bearing liabilities which reprice within these specific time periods, either through maturity or rate adjustment.

A positive gap for a given period means that the amount of interest-earning assets maturing or otherwise repricing within that period exceeds the
amount of interest-bearing liabilities maturing or otherwise repricing within the same period. Accordingly, in a declining interest rate
environment, an institution with a positive gap would generally be expected, absent the effects of other factors, to experience a decrease in the
yield on its assets greater than the decrease in the cost of its liabilities and its net interest income should be negatively affected. Conversely, the
cost of funds for an institution with a positive gap would generally be expected to increase more slowly than the yield on its assets in a rising
interest rate environment, and such institution s net interest income generally would be expected to be positively affected by rising interest rates.
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If we had a negative gap position with respect to a given time period, it would indicate that more liabilities may reprice within that time period
than assets, with the result that rising rates may have a negative impact on interest rate spread and therefore on earnings.

The gap can be managed by repricing assets or liabilities, by selling securities or loans held-for-sale, by replacing an asset or liability at maturity
or by adjusting the interest rate during the life of an asset or liability. Matching the amounts of assets and liabilities repricing in the same time
interval contributes to preserving net interest margins and minimizing the impact on net interest income in periods of rising or falling interest
rates. We evaluate interest sensitivity risk and then formulate guidelines regarding asset generation and pricing, funding sources and pricing,
and off-balance sheet commitments (such as letters of credit, lines of credit and credit card lines) in order to manage sensitivity risk. These
guidelines are based on management s outlook regarding future interest rate movements, the state of the regional and national economy, and
other financial and business risk factors.

The following table illustrates our interest sensitivity gap position at December 31, 2004. It summarizes the contractual repayment terms or
nearest repricing dates of our interest-earning assets and interest-bearing liabilities. This table presents a position that existed at one particular
day (December 31, 2004) and therefore is not necessarily indicative of our position at any other time.
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Interest Sensitivity Analysis

Maturing Or Repricing In:

Within 3 4-12 1-5 Over
Months Months Years 5 Years Total
(Dollars In Thousands)
Interest earning assets:
Federal funds sold 0 $ 0 $ 0 0 0
Interest bearing deposits 0 0 0 0 0
Investment securities held to maturity 3,815 13,045 0 0 16,860
Investment securities
available-for-sale 6,518 10,190 18,454 1,524 36,686
Loans and mortgages available for
sale 24,830 9,628 40,437 2,735 77,630
Total interest earning assets 35,163 $ 32,863 $ 58,891 4,259 131,176
Interest bearing liabilities:
Deposits:
Interest bearing demand 12,412 $ 12,338 $ 7,543 2,513 34,806
Money market 8,206 2,694 7,184 0 18,084
Savings 978 910 3,642 1,213 6,743
Time deposits $100,000 and over 10,612 7,341 1,604 0 19,557
Time deposits less than $100,000 2,919 3,213 3,772 0 9,904
Other borrowed money 6,509 637 0 0 7,146
Total interest bearing liabilities 41,636 $ 27,133 $ 23,745 3,726 96,240
Period gap (6,473) $ 5,730 $ 35,146 533 34,936
Cumulative gap 6473) % 743) $ 34,403 34,936
Ratio of cumulative gap to total
interest earning assets -4.93% -0.57% 26.23% 26.63%
While securities available-for-sale are presented in the foregoing table according to the earlier of their stated maturities or call dates, such
investments can, if necessary, be sold at any time in reaction to interest rate changes or funding demands.
We manage our interest rate sensitivity gap to, among other things, control the exposure of our net interest margin such that a 200 basis point
increase or decrease in market rates will impact net interest income by no more than approximately 15% in any one year period. At
December 31, 2004, we estimate that if interest rates increased by 200 basis points, projected net
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interest income for 2005 would decrease by 6.2% despite the fact that we had a positive gap. This is due to the fact that callable agency
securities would not be called and we would not be able to reinvest these funds into higher yielding investments. Given the current interest rate
levels, all interest rates could not decline by 200 basis points. We estimate that a 100 basis point decrease would cause net interest income to
decrease approximately 1.3%. This is due to callable agency securities being called, necessitating reinvestment into lower yielding investments.

As noted previously, securities available for sale, while presented in the table at their stated maturities or possible call date whichever is shorter,
can be sold any time and are an active interest sensitivity gap management tool. Further, the magnitude and timing of changes to deposit rate
changes can be managed to further minimize the exposure of net interest margin. For example, savings deposits and certain interest-bearing
demand deposits, while recorded at their first possible repricing opportunity, would not likely react as quickly to a market rate change as their
first recorded repricing opportunity would indicate.

Recent Accounting Pronouncements
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See note (2)(n) to our consolidated financial statements set forth in Item 7 below, which is incorporated by reference herein, for a description of
recent accounting pronouncements.

ITEM 7 - Financial Statements

Our consolidated statements of financial condition as of December 31, 2004 and 2003, and the related consolidated statements of operations,
shareholders equity and comprehensive income, and cash flows for each of the years in the three-year period ended December 31, 2004,
including the notes thereto and the independent auditors report thereon, are set forth below in this Item.
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Report of Independent Registered Public Accounting Firm
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The Board of Directors

1%t Colonial Bancorp, Inc.:

We have audited the accompanying consolidated statements of financial condition of 1** Colonial Bancorp, Inc. and subsidiary (the Company) as
of December 31, 2004 and 2003, and the related consolidated statements of operations, shareholders equity and comprehensive income, and cash
flows for each of the years in the three-year period ended December 31, 2004. These consolidated financial statements are the responsibility of
the Company s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of 1% Colonial
Bancorp, Inc. and subsidiary as of December 31, 2004 and 2003, and the results of their operations and their cash flows for each of the years in
the three-year period ended December 31, 2004, in conformity with U.S. generally accepted accounting principles.

/s/ KPMG LLP

Philadelphia, Pennsylvania
March 17, 2005
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15T COLONIAL BANCORP, INC.

Consolidated Statements of Financial Condition

December 31, 2004 and 2003

(Dollars in thousands)

Assets

Cash and due from banks
Federal funds sold
Interest-bearing deposits
Cash and cash equivalents
Investments held to maturity (fair value of $16,854 at December 31, 2004 and $5,796 at
December 31, 2003)
Securities available for sale (amortized cost of $36,883 at December 31, 2004 and $28,107 at
December 31, 2003)
Mortgage loans held for sale
Loans
Less allowance for loan losses
Net loans
Premises and equipment, net
Accrued interest receivable
Deferred tax assets
Other assets
Total assets

Liabilities and Shareholders Equity
Liabilities:
Deposits
Short-term borrowings
Accrued interest payable
Income taxes payable
Other liabilities
Total liabilities
Shareholders equity:
Common stock, $0 par value; authorized 5,000,000 shares; issued and outstanding 2,251,642
shares at December 31, 2004 and 1,414,487 shares at December 31, 2003
Additional paid-in capital
Retained earnings
Accumulated other comprehensive loss, net
Total shareholders equity
Total liabilities and shareholders equity

See accompanying notes to consolidated financial statements.
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2004

3,777

3,777
16,860

36,686
240
77,390
971)

76,419
949
510
320
212
135,973

111,186
7,146

8

118
116
118,574

17,003
515
(119)
17,399
135,973

2003

6,281
9,735
500
16,516

5,808

27,985

281

66,550
(768)

65,782

935

373

301

91

118,072

104,323
4,087

8

48

55
108,521

9,238
386
(73)
9,551
118,072
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15T COLONIAL BANCORP, INC.

Consolidated Statements of Operations

Years ended December 31, 2004, 2003, and 2002

(Dollars in thousands, except share data)

2004
Interest income:
Loans $ 4,266
Federal funds sold and interest-bearing deposits 142
Investments:
Taxable 887
Nontaxable 110
Total interest income 5,405
Interest expense:
Deposits 1,348
Short-term borrowings 24
Total interest expense 1,372
Net interest income 4,033
Provision for loan losses 218
Net interest income after provision for loan losses 3,815
Other income:
Service charges on deposit accounts 141
Gain on sales of mortgage loans held for sale 62
Other income, service charges, and fees 83
Gain on sales of securities available for sale 15
Total other income 301
Other expenses:
Compensation and employee benefits 1,344
Occupancy and equipment expenses 393
Advertising expense 117
Data processing expense 300
Professional services 260
Other operating expenses 693
Total other expenses 3,107
Income before income taxes 1,009
Income tax expense 384
Net income $ 625
Earnings per share:
Basic earnings per share $ 0.31
Diluted earnings per share 0.31
Weighted average number of shares outstanding:
Basic earnings per share 1,987,008
Diluted earnings per share 2,045,010
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2003

3,769
78

870
47
4,764

1,203
41
1,244
3,520
225
3,295

139
103
53

299

1,175
335
145
275
222
607

2,759
835
335
500

0.35
0.35

1,411,529
1,446,334

2002

3,251
176

647
11
4,085

1,082
83
1,165
2,920
275
2,645

85
62
31
24
202

842
218
75
223
195
470
2,023
824
329
495

0.44
0.43

1,139,076
1,143,212
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See accompanying notes to consolidated financial statements.
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15T COLONIAL BANCORP, INC.

Consolidated Statements of Shareholders Equity and Comprehensive Income

Years ended December 31, 2004, 2003, and 2002

(Dollars in thousands)

Accumulated
Additional Retained other Total
Common paid-in earnings comprehensive shareholders Comprehensive
stock capital (deficit) (loss) income equity income
Balance at December 31, 2001 $ 7,000 (329) 98 6,769
Proceeds from stock offering 1,931 1,931
Exercise of director s options 4 4
Net unrealized gain on securities
available for sale, net of tax 3 3 8 3
Net income 495 495 495
Total comprehensive income $ 498
Balance at December 31, 2002 8,935 166 101 9,202
Stock issuance expenses ) )
Exercise of warrants 32 32
Stock dividend 280 (280)
Net unrealized loss on securities
available for sale, net of tax (174) 174) $ (174)
Net income 500 500 500
Total comprehensive income $ 326
Balance at December 31, 2003 9,238 386 (73) 9,551
Net proceeds from sale of 828,000
shares of common stock 7,191 7,191
Exercise of warrants 78 78
Stock dividend 496 (496)
Net unrealized loss on securities
available for sale, net of tax (46) 46) $ (46)
Net income 625 625 625
Total comprehensive income $ 579
Balance at December 31, 2004 $ 17,003 515 (119) 17,399
See accompanying notes to consolidated financial statements.
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15T COLONIAL BANCORP, INC.

Consolidated Statements of Cash Flows

Years ended December 31, 2004, 2003, and 2002

(Dollars in thousands)

2004 2003
Cash flows from operating activities:
Net income $ 625 500
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 152 113
Amortization of premium on securities, net 154 173
Amortization of deferred fees/cost, net 13 41
Gain on sales of mortgage loans held for sale (62) (103)
Gain on sales of securities available for sale (15) “4)
Loss on fixed asset retirements 2 19
Provision for loan losses 218 225
Cash disbursed for mortgage banking activities (14,622) (21,771)
Cash received for mortgage banking activities 14,725 21,656
Increase in accrued interest receivable (137) (32)
Deferred income tax expense (benefit) 11 (14)
(Increase) decrease in other assets (121) (56)
Decrease in accrued interest payable 2)
Increase (decrease) in income taxes payable 70 3)
Increase (decrease) in other liabilities 61 21)
Total adjustments 449 221
Net cash provided by operating activities 1,074 721
Cash flows from investing activities:
Proceeds from maturities and sales of securities available for sale 9,154 28,129
Proceeds from maturities of securities held to maturity 5,744 1,220
Purchases of securities held to maturity (16,796) (5,808)
Purchases of securities available for sale (22,042) (31,665)
Repayment of principal of securities available for sale 3,972 5,036
Increase in loans receivable, net (10,868) (12,426)
Capital expenditures (168) (304)
Net cash used in investing activities (31,004) (15,818)
Cash flows from financing activities:
Net increase in deposits 6,863 21,375
Net increase (decrease) in short-term borrowings 3,059 (1,946)
Exercise of warrants 78 23
Issuance of common stock, net 7,191
Net cash provided by financing activities 17,191 19,452
Net (decrease) increase in cash and cash equivalents (12,739) 4,355
Cash and cash equivalents at beginning of year 16,516 12,161
Cash and cash equivalents at end of year $ 3,777 16,516

Supplemental disclosures:
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2002

495

90

19

10
(62)
(24)

275
(12,784)
12,965
1n
(19)
26
(20)
a4
(43)
343
838

21,714

931
(935)
(35,344)

893
(17,646)
(411)
(30,798)

15,683
573

1,935
18,191
(11,769)
23,930
12,161
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Cash paid during the year for:

Interest $ 1,372 1,242 1,185
Income taxes 308 350 346
Noncash items:
Net change in unrealized gains on securities available for sale, net of taxes of $30
for 2004, $106 for 2003, and $8 for 2002 $ (46) (174) 3
Issuance of stock dividend 496 280
See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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(€)) Nature of Operations
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1%t Colonial Bancorp, Inc. (the Company) is a Pennsylvania corporation headquartered in Collingswood, New Jersey, and the parent company of
1%t Colonial National Bank (the Bank). The Bank opened for business on June 30, 2000, and provides a wide range of business and consumer
financial services through its two New Jersey branch offices located in Collingswood and Westville.

The Company was organized as the holding company for the Bank, in connection with the reorganization approved by the Bank s shareholders at
the annual meeting on June 12, 2002. As a bank holding company registered under the Bank Holding Company Act of 1956, the Company is
subject to the supervision and regulation of the Board of Governors of the Federal Reserve System (the FRB). The Bank is a national bank

whose deposits are insured by the Bank Insurance Fund (BIF) of the Federal Deposit Insurance Corporation (FDIC). The Company s operations
and those of the Bank are subject to supervision and regulation by FRB, the FDIC, and the Office of the Comptroller of the Currency (OCC).

The principal activity of the Bank is to provide its local communities with general commercial and retail banking services. The Bank is managed
as one business segment.

(2)  Summary of Significant Accounting Policies
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(a) Basis of Presentation

The consolidated financial statements include the accounts of the parent company, 1% Colonial Bancorp, Inc., and its wholly owned subsidiary,
1* Colonial National Bank.

(b)  Use of Estimates
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The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of income and expenses during the reporting period. Actual results could differ from those
estimates.
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(c) Cash and Cash Equivalents

SALE PRICE INFORMATION FOR COMMON STOCK 167



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

SALE PRICE INFORMATION FOR COMMON STOCK 168



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

For purposes of reporting cash flows, cash and cash equivalents include cash and amounts due from banks, interest-bearing deposits (including
certificates of deposit with original terms of three months or less), and federal funds sold. Generally, federal funds sold are repurchased the
following day.

(d)  Investments Held to Maturity
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Debt securities that management has the positive intent and ability to hold until maturity are classified as held to maturity and are carried at their
remaining unpaid principal balance, net of unamortized premiums or unaccreted discounts. Premiums are amortized and discounts are accreted
using a method that produces results that approximate level yield over the estimated remaining term of the underlying security.

(e) Securities Available for Sale
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Securities not classified as held to maturity are classified as available for sale and are stated at fair value. Unrealized gains and losses are
excluded from earnings and are reported as accumulated other comprehensive (loss) income, net of tax, a separate component of shareholders
equity, until realized. Gains and losses are determined using the specific-identification method and are accounted for on a trade-date basis.

o Mortgage Loans Held for Sale
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The Bank originates and sells residential mortgage loans (without recourse) servicing released to the secondary market. This activity enables the
Bank to fulfill the credit needs of the community while reducing its overall exposure to interest rate and credit risk. These loans are reported at
the lower of their cost or fair market value.

(g) Loans
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Loans are stated at the principal amount outstanding, net of deferred loan fees and costs. Interest income is accrued on the principal amount
outstanding. Loan origination fees and related direct costs are deferred and amortized to interest income over the term of the respective loan as a
yield adjustment.
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Loans are reported as nonaccrual if they are past due as to principal or interest payments for a period of 90 days or more. Exceptions may be
made if a loan is deemed by management to be well collateralized and in the process of collection. Loans that are on a current payment status
may also be classified as nonaccrual if there is serious doubt as to the borrower s ability to continue interest or principal payments. When a loan
is placed in the nonaccrual category, interest accruals cease and uncollected accrued interest receivable is reversed and charged against current
interest income. Nonaccrual loans are generally not returned to accruing status until principal and interest payments have been brought current
and full collectibility is reasonably assured. Impaired loans are measured based on the present value of expected future discounted cash flows,
the market price of the loan, or the fair value of the underlying collateral if the loan is collateral dependent. For purposes of applying the
measurement criteria for impaired loans, the Bank excludes large groups of smaller balance homogeneous loans, primarily consisting of
residential real estate and consumer loans, as well as commercial loans with balances of less than $100,000. The recognition of interest income
on impaired loans is the same as for nonaccrual loans discussed above.

(h)  Allowance for Loan Losses
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The allowance for loan losses reflects management s best estimate of losses, both known and inherent, in the existing loan portfolio. Management
uses significant estimates to determine the allowance for loan losses. Management s estimates consider such factors as changes in the nature and
volume of the portfolio, overall portfolio quality, review of specific problem loans, and current economic conditions that may affect the

borrowers ability to pay. The provision for loan losses charged to operating expenses represents the amount necessary to maintain an appropriate
allowance. Loan losses are charged directly against the allowance for loan losses when loans are determined to be uncollectible. Recoveries on
previously charged-off loans are added to the allowance when received.

In addition, regulatory authorities, as an integral part of their examinations, periodically review the allowance for loan losses. They may require
additions to the
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allowance based upon their judgments about information available to them at the time of examination.

@) Premises and Equipment
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Premises and equipment are recorded at cost less accumulated depreciation and amortization. Depreciation is computed using the straight-line
method over the expected useful lives of the assets. Amortization of leasehold improvements is computed using the straight-line method over the
shorter of the useful lives or the remaining lease term. Software costs, furniture, and equipment have depreciable lives of 3 to 10 years. Building
and improvements have estimated useful lives of 30 years. The costs of maintenance and repairs are expensed as they are incurred, and renewals
and betterments are capitalized.

) Other Real Estate Owned
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Other real estate owned would be comprised of properties acquired through foreclosure proceedings or acceptance of a deed in lieu of
foreclosure. Other real estate owned is recorded at the lower of the carrying value of the loan or the fair value of the property, net of estimated
selling costs. Costs relating to the development or improvement of properties are capitalized, while expenses related to the operation and
maintenance of properties are expensed as incurred. Gains or losses upon dispositions are reflected in earnings as realized. The Bank had no real
estate owned at December 31, 2004 and 2003.

(k)  Earnings Per Share
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Basic earnings per share is calculated as net income divided by the weighted average number of shares outstanding. Dilutive earnings per share
includes dilutive common stock equivalents as computed under the treasury stock method using average common stock prices. Share and
per-share data for all periods presented have been restated to reflect the 10% stock dividend paid on January 15, 2002, the 5% stock dividend
paid on April 15, 2003, and the 5% stock dividend paid on April 15, 2004.

1) Income Taxes
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Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of
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existing assets and liabilities and their respective tax bases, as well as operating loss carryforwards. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes
the enactment date. A valuation allowance is established against deferred tax assets when, in the judgment of management, it is more likely than
not that such deferred tax assets will not become available.

(m)  Stock Options
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As of December 31, 2004, the Company had four stock-based compensation plans, which are described more fully in note 19. The Company
accounts for those plans under the recognition and measurement principles of Accounting Principles Board (APB) Opinion No. 25, Accounting
for Stock Issued to Employees, and related interpretations. No stock-based employee compensation cost is reflected in net income, as all options
granted under those plans had an exercise price equal to the market value of the underlying common stock on the date of grant. The following
table illustrates the effect on net income and earnings per share if the Company had applied the fair value recognition provisions of Statement of
Financial Accounting Standards (SFAS) No. 123, Accounting for Stock-Based Compensation, to stock-based employee compensation (dollars in
thousands, except per-share amounts).
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2004:

As reported
Compensation expense
Pro forma

2003:

As reported
Compensation expense
Pro forma

2002:

As reported
Compensation expense
Pro forma
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Net income

625
(339)
286

500
(102)
398

495
(44)
451

Basic
earnings
per share

0.31
(0.17)
0.14

0.35
(0.07)
0.28

0.44
(0.04)
0.40

Dilutive
earnings
per share

0.31
(0.17)
0.14

0.35
(0.07)
0.28

0.43
(0.04)
0.39
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(n)  Recent Accounting Pronouncements
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Consolidation of Variable Interest Entities

In December 2003, the Financial Accounting Standards Board (FASB) issued a revised FASB Interpretation No. 46, Consolidated of Variable
Interest Entities (FIN 46R). This interpretation addresses how a business should evaluate whether it has a controlling financial interest in an
entity through means other than voting rights and accordingly should consolidate the entity. FIN 46R replaced FIN 46, Consolidated of Variable
Interest Entities, which was originally issued in January 2003. FIN 46R will be applied to variable interest entities created after December 15,
2003.

Accounting for Temporary Impairment and Its Application to Certain Investments

In November 2003, the Emerging Issues Task Force (EITF) issued EITF Issue No. 03-1, The Meaning of Other-Than-Temporary Impairment
and Its Application to Certain Investments. The requirements apply to investments in debt and marketable equity securities that are accounted
under SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities, and to investments by not-for-profit entities accounted
for under SFAS No. 124, Accounting for Certain Investments Held by Not-for-Profit Organizations, and the requirements apply only to annual
financial statements. The additional disclosures required by EITF Issue No. 03-1 include the following items: the amount of unrealized losses
and related fair market values of investment securities, the nature of the investment securities, the number of investment securities that are in an
unrealized loss position, the severity and duration of the impairments, the cause of impairments, and a conclusion as to whether any of the
unrealized losses represent an other-than-temporary impairment. As a result of the implementation of EITF Issue No. 03-1, the Company s
disclosures related to investment securities have been modified.

Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1

In September 2004, the EITF issued FASB Staff Position (FSP) EITF Issue No. 03-1-1, Effective Date of Paragraphs 10-20 of EITF Issue
No. 03-1, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments. The proposed FSP would provide
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implementation guidance with respect to debit securities that are impaired solely due to interest rates and/or sector spreads and analyzed for
other-than-temporary impairment under paragraph 16 of EITF Issue No. 03-1. The Board has directed the FASB staff to delay the effective date
for the measurement and recognition guidance contained in paragraphs 10 to 20 of EITF Issue No. 03-1. This delay does not suspend the
requirement to recognize other-than-temporary impairments as required by existing authoritative literature. The delay of the effective date for
paragraphs 10 to 20 of EITF Issue No. 03-1 will be superseded concurrent with the final issuance of proposed FSP EITF Issue No. 03-1-a,
Implication Guidance for the Application of Paragraph 16 of EITF Issue No. 03-1, The Meaning of Other-Than-Temporary Impairment and Its
Application to Certain Investments. The disclosure guidance in paragraphs 21 and 22 of EITF Issue No. 03-1 remains effective. The Company
will evaluate any potential impact of this revised proposed FSP when it is available.

Share-Based Payment, an Amendment of FASB Statements No. 123 and 95

In December 2004, the FASB issued SFAS No. 123R, Share-Based Payment, an Amendment of FASB Statements No. 123 and 95, requiring
companies to recognize expense on the grant date for the fair value of stock options and other equity-based compensation issued to employees
and nonemployees. All public companies must use either the modified prospective or the modified retrospective transition method. The
Company will adopt SFAS No. 123R on January 1, 2006. The Company is currently evaluating the potential impact of SFAS No. 123R.

Accounting for Certain Loans or Debt Securities Acquired in a Transfer

In December 2003, the American Institute of Certified Public Accountants Accounting Standards Executive Committee (AcSEC) issued
Statement of Position (SOP) 03-3, Accounting for Certain Loans or Debt Securities Acquired in a Transfer. SOP 03-3 is effective for loans
acquired in fiscal years beginning after December 15, 2004, with early adoption encouraged. A certain transition provision applies for certain
aspects of loans currently within the scope of Practice Bulletin 6, Amortization of Discounts on Certain Acquired
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Loans. SOP 03-3 addresses accounting for differences between contractual cash flows and cash flows expected to be
collected from an investor s initial investment in loans or debt securities (loans) acquired in a transfer if those
differences are attributable, at least in part, to credit quality. It includes loans acquired in business combinations and
applies to all nongovernmental entities, including not-for-profit organizations. SOP 03-3 does not apply to loans

originated by the entity. The Company will adopt SOP 03-3 for any pools of loans purchased after December 31,
2004.

3 Common Stock Offering
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On December 20, 2002, the Company completed its 2002 public offering of units of common stock and warrants. In the offering, the Company
sold 254,399 units at an offering price of $8.50 per unit. Each unit consisted of one share of common stock and a warrant to purchase an
additional share of common stock during the next three years at a purchase price of $9.60 per share. After giving effect to the 5% stock dividend
paid in April 2003 and the 5% stock dividend paid in April 2004, the Company issued in this offering 280,475 shares of common stock and
warrants to acquire 280,475 shares of common stock at an exercise price of $8.71 per share. The Company raised net proceeds of $1.93 million
in the offering. These proceeds were used to fund, among other things, the continued growth of the Bank, including the establishment of
additional branches.

On April 26, 2004, the Company completed its 2004 offering of common stock. In the offering, the Company sold, through Ryan Beck & Co.,
Inc. as underwriter, 828,000 shares at an offering price of $10 per share. Net proceeds were $7.2 million. The proceeds are being used to fund,
among other things, the continued growth of the Bank, including the establishment of additional branches.

@) Common Stock Dividends
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On November 19, 2003, the Company declared a 5% stock dividend to all shareholders of record as of April 1, 2004 payable on April 15, 2004.

On April 15, 2003, the Company paid a 5% stock dividend to all shareholders of record as of April 1, 2003. On January 15, 2002, the Company
paid a 10% stock dividend to all shareholders of record as of January 2, 2002. The number of shares and earnings-per-share amounts were
restated to
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reflect the stock dividends paid on January 15, 2002, April 15, 2003, and April 15, 2004 as of the earliest date presented herein.

5) Cash and Due from Banks

SALE PRICE INFORMATION FOR COMMON STOCK 204



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

SALE PRICE INFORMATION FOR COMMON STOCK 205



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

The Bank is required to maintain certain daily average reserve balances in accordance with FRB requirements. At December 31, 2004 and 2003,
the FRB reserve requirement was $1,382,000 and $1,444,000, respectively.

In addition, the Bank was required to maintain $200,000 in cash reserves at its correspondent banks at December 31, 2004 and 2003.

6) Investment Securities
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A comparison of amortized cost and approximate fair value of investment securities held to maturity and securities available for sale at
December 31, 2004 and 2003 is as follows (in thousands):
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2004
Gross
Amortized unrealized

cost gains
Investments held to maturity:
Municipal securities $ 16,860
Total $ 16,860
Securities available for sale:
U.S. government securities $ 22,131 11
Mortgage-backed securities 14,266 57
Equity securities 486
Total $ 36,883 68

73

Gross
unrealized
losses

(6)
(6)

(215)
(50)

(265)

Fair value

16,854
16,854

21,927
14,273

486
36,686
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Amortized
cost

Investments held to maturity:

Municipal securities $ 5,808
Total $ 5,808
Securities available for sale:

U.S. government securities $ 18,536
Mortgage-backed securities 9,265
Equity securities 306
Total $ 28,107

2003
Gross
unrealized
gains

54
13

67

Gross
unrealized
losses

12
12

(111)
(78)

(189)

Fair value

5,796
5,796

18,479
9,200
306
27,985

The scheduled maturities of investments held to maturity and securities available for sale at December 31, 2004 are as follows (in thousands):
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Investments held to maturity Securities available for sale
Amortized Amortized
cost Fair value cost Fair value
Due in one year or less $ 16,860 16,854 2,000 1,988
Due after one year up to five years 21,740 21,538
Due after five years up to ten years 5,969 5,980
Due after ten years 6,688 6,694
Equity securities 486 486
Total $ 16,860 16,854 36,883 36,686

Proceeds from sales of securities available for sale totaled $1,954,000 and $2,203,000 during 2004 and 2003, respectively. Gross gains realized
from the sale of securities available for sale totaled $15,000 and $4,000 for the years ended December 31, 2004 and 2003, respectively. There
were no losses realized on sales of securities in 2004 and 2003.

At December 31, 2004, the Company pledged $35,134,000 in investment securities as collateral for uninsured municipal deposits, uninsured
deposits underlying retail repurchase agreements, and a secured line of credit with a commercial bank.

The Bank is required to maintain an investment in Federal Reserve Bank stock. The amount of this stock requirement is based on Bank capital.
The Bank had $446,000 and $266,000 in Federal Reserve Bank stock at December 31, 2004 and 2003, respectively.
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Gross unrealized losses and fair value, aggregated by investment category and length of time that individual securities have been in continuous
unrealized loss position, at December 31, 2004 are as follows (in thousands):
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Investments held to maturity:
Municipal securities

Total

Securities available for sale:
U.S. government securities
Mortgage-backed securities
Total

Total temporarily impaired
investments
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$

$

Less than 12 months

Fair value

1,355
1,355

15,592
5,934
21,526

22,881

Unrealized
losses

(©)
(©)

(159)
(39)
(198)

(204)

Over 12 months

Fair value

2,444
1,303
3,747

3,747

Unrealized
losses

(56)
an
67

(67)

Fair value

1,355
1,355

18,036
7,237
25,273

26,628

Total

Unrealized
losses

(6)
(6)

(215)
(50)
(265)

271)

For all of the above investment securities, the unrealized losses are generally due to changes in interest rates and, as such, are considered to be

temporary by the Company. The temporary impairment of fixed-rate investments is likely to continue in a rising interest rate environment.

All temporarily impaired investments are bank qualified investments. There has been no significant change in the credit quality of issuers since

the securities were purchased.

@) Loans Receivable
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Loans receivable consist of the following at December 31, 2004 and 2003 (in thousands):
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2004 2003

Commercial $ 16,191 16,953
Real estate  commercial 34,850 27,227
Real estate  residential 20,010 16,512
Construction 3,446 2,884
Consumer 2,782 2,853

77,279 66,429
Less allowance for loan losses 971) (768)
Deferred loan costs 111 121
Loans receivable, net $ 76,419 65,782

The Bank is subject to a loans-to-one-borrower limitation of 15% of capital funds. At December 31, 2004, the loans-to-one-borrower limitation
was $2,628,000; this excludes an additional 10% of adjusted capital funds or $1,752,000, which
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may be loaned if collateralized by readily marketable securities as defined by regulations. At December 31, 2004, there are no loans outstanding
or committed to any one borrower that individually or in the aggregate exceeds that limit.

The Bank lends primarily to customers in its local market area. Most loans are mortgage loans. Mortgage loans include loans secured by
commercial and residential real estate and construction loans. Accordingly, lending activities could be affected by changes in the general
economy, the regional economy, or real estate values. At December 31, 2004 and 2003, mortgage loans totaled $58,306,000 and $46,623,000,
respectively. Mortgage loans represent 75.4% and 70.2% of total gross loans at December 31, 2004 and 2003, respectively.

During the year, the Bank had a $60,000 nonaccruing loan that has since returned to an accruing status. The Bank had one nonaccruing loan at
December 31, 2004 in the amount of $24,000. The Bank did not have any nonaccrual or impaired loans at or during the year ended
December 31, 2003.

The following is a summary of the activity of the allowance for loan losses (in thousands):
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Balance, beginning of year
Provision for loan losses
Charge-offs, net

Balance, end of year

8 Premises and Equipment, Net

SALE PRICE INFORMATION FOR COMMON STOCK

2004

768
218
(15)
971

2003

576
225
(33)
768

2002

335
275
(34)
576
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Premises and equipment at December 31, 2004 and 2003 are summarized as follows (in thousands):
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2004 2003
Furniture and equipment $ 650 505
Building and land 374 374
Leasehold improvements 353 335
1,377 1,214
Accumulated depreciation and amortization (428) (279)
Premises and equipment, net $ 949 935
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Depreciation expense was $152,000, $113,000, and $90,000 for the years ended December 31, 2004, 2003, and 2002, respectively.

The Company leases its main office and operations center, both of which are located in Collingswood, New Jersey. The Company owns its
branch located in Westville, New Jersey. The Westville branch opened in January 2003.

9) Deposits
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Deposits consist of the following major classifications at December 31, 2004 and 2003 (dollars in thousands):

SALE PRICE INFORMATION FOR COMMON STOCK 230



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

SALE PRICE INFORMATION FOR COMMON STOCK 231



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

2004 2003
Weighted % of total Weighted % of total
average average
rate Amount deposits rate Amount deposits
Interest checking 1.77%  $ 34,806 31.3% 1.70% $ 37,311 35.8
Noninterest checking 22,092 19.9 20,406 19.6
Money market 0.85 18,084 16.3 0.50 15,121 14.5
Savings 0.48 6,743 6.0 0.38 5,253 5.0
Certificates of deposit 2.50 29,461 26.5 2.35 26,232 25.1
Total 1.38%  $ 111,186 100.0% 1.29% $ 104,323 100.0%

The Bank has a concentration of deposits from local municipalities. Municipal deposits, which are mostly interest checking accounts, were
$26,916,000 or 24.2% of total deposits at December 31, 2004 and $29,453,000 or 28.2% of total deposits at December 31, 2003. Municipal
deposit accounts in excess of $100,000 are collateralized by investment securities with a carrying value of $24,295,000 at December 31, 2004.

Certificates of deposit accounts of $100,000 and over totaled $19,557,000 and $16,884,000 at December 31, 2004 and 2003, respectively.

Interest expense on deposits consisted of the following for the year ended December 31, 2004, 2003, and 2002 (dollars in thousands):
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2004
Interest checking $ 547
Money market 100
Savings 19
Certificates of deposit 682
Interest expense on deposits $ 1,348
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2003
531
97
31
544
1,203

2002
427
192
38
425
1,082
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The following is a schedule of certificates of deposit by maturities as of December 31, 2004 (in thousands):
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Year ended December 31:

2005 $ 24,084
2006 1,688
2007 3,598
2008 91
Total $ 29,461

10) Borrowing Availability
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At December 31, 2004, the Bank had a secured line of credit with First Tennessee Bank in the aggregate amount of $2.4 million, and an
unsecured line of credit with Atlantic Central Bankers Bank in the aggregate amount of $5 million. At December 31, 2004, the Bank had
$2,870,000 outstanding against its lines of credit. The Bank had borrowed funds outstanding for seventeen days in 2004. The amounts
outstanding ranged from $670,000 to $6,849,000. Total outstanding loans averaged $105,000 for the year ended December 31, 2004. At
December 31, 2003, the Bank had no balances outstanding against its lines of credit. The Bank had borrowed funds outstanding for 12 days in
2003. The amounts outstanding ranged from $140,000 to $2,823,000. Total outstanding loans averaged $35,000 for the year ended

December 31, 2003.

In addition, the Bank sold securities under agreements to repurchase as a short-term funding source. As of December 31, 2004 and 2003, the
Bank had $4,276,000 and $4,087,000, respectively, of securities sold under agreements to repurchase. As of December 31, 2004, these
repurchase agreements had fixed rates ranging from 0.5% to 2% and terms ranging from 3 days to 144 days. The underlying securities for the
repurchase agreements were U.S. government securities and mortgage-backed securities with an aggregate book value of $7,897,000 and
$6,294,000 as of December 31, 2004 and 2003, respectively.
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1) Earnings Per Share
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The following is a reconciliation of the numerators and denominators of the basic and diluted earnings per share calculation for the years ended
December 31, 2004, 2003, and 2002 (dollars in thousands, except per-share data):
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2004:

Basic earnings per share

Effect of dilutive stock equivalents
Diluted earnings per share

2003:

Basic earnings per share

Effect of dilutive stock equivalents
Diluted earnings per share

2002:

Basic earnings per share

Effect of dilutive stock equivalents
Diluted earnings per share

Net income

625

625

500

500

495

495

Weighted
average
number
of shares

outstanding

1,987,008
58,002
2,045,010

1,411,529
34,805
1,446,334

1,139,076
4,136
1,143,212

Per-share

amount
0.31
0.31
0.35
0.35
0.44

(0.01)
0.43

Earnings per share is calculated on the basis of weighted average number of shares outstanding. Options to purchase 136,680, 79,380, and
52,440 shares of common stock were outstanding at December 31, 2004, 2003, and 2002, respectively. Warrants to purchase 364,981, 373,805,
and 377,499 shares of common stock were outstanding at December 31, 2004, 2003, and 2002, respectively. Options and warrants, to the extent
dilutive, were included in the denominator in the computation of earnings per diluted share. Options to purchase 48,300, 0, and 30,602 shares
were antidilutive for 2004, 2003, and 2002, respectively, and, therefore, excluded from the calculation of earnings per diluted common share.
Warrants to purchase 0, 97,023, and 377,499 shares were antidilutive for 2004, 2003, and 2002, respectively.
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12) Fair Value of Financial Instruments

SALE PRICE INFORMATION FOR COMMON STOCK 245



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

SALE PRICE INFORMATION FOR COMMON STOCK 246



Edgar Filing: 1ST COLONIAL BANCORP INC - Form 10KSB

The following required disclosure of the estimated fair value of financial instruments has been determined by the Company using available
market information and appropriate valuation methodologies. However, considerable judgment is necessarily required to interpret market data to
develop
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the estimates of fair value. Accordingly, the estimates presented herein are not necessarily indicative of the amounts the Company could realize
in a current market exchange. The use of different market assumptions and/or estimation methodologies may have a material effect on the
estimated fair value amounts.

The methods and assumptions used to estimate the fair values of each class of financial instrument are as follows:
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(a) Cash and Cash Equivalents, Accrued Interest Receivable, and Accrued Interest Payable
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The items are generally short term in nature, and accordingly, the carrying amounts reported in the statements of financial condition are
reasonable approximations of their fair values.

(b) Investment Securities
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Fair values for investment securities are based on quoted market prices, if available. If quoted market prices are not available, then fair values
are based on quoted market prices of comparable instruments.

(c) Loans and Mortgage Loans Held for Sale
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For variable-rate loans that reprice frequently and with no significant change in credit risk, fair value is based on carrying value. The fair value
for other loans receivable was estimated using a discounted cash flow analysis, which uses interest rates currently being offered for loans with
similar terms to borrowers of similar credit quality. Consideration was given to prepayment speeds, economic conditions, risk characteristics,
and other factors considered appropriate.

(d) Deposits
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The fair values of deposits subject to immediate withdrawal, such as interest and noninterest checking, statement savings, and money market
demand deposit accounts, are equal to their carrying amounts in the accompanying statements of financial condition. Fair values for certificates
of deposit are estimated by discounting future cash flows using interest rates currently offered on certificates of deposit with similar remaining
maturities.
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(e) Off-Balance-Sheet Instruments
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Off-balance-sheet instruments are primarily comprised of loan commitments and unfunded lines of credit that are generally priced at market rate
at the time of funding. Therefore, these instruments have nominal value prior to funding.

The estimated fair value of the Company s financial instruments at December 31, 2004 and 2003 was as follows (in thousands):
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Financial assets:

Cash and cash equivalents
Investments held to maturity
Investments available for sale
Mortgages held for sale
Loans receivable, net
Accrued interest receivable
Total financial assets
Financial liabilities:
Demand deposits

Money market deposits
Savings deposits
Certificates of deposit
Short-term borrowings
Accrued interest payable
Total financial liabilities

Off-balance-sheet instruments:

Commitments to extend credit
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2004
Carrying
amount

$ 3,777
16,860

36,686

240

76,419

510

$ 134,492

$ 56,898
18,084

6,743

29,461

7,146

8

$ 118,340

Notional
amount

$ 10,073

81

Estimated
fair value

3,771
16,854
36,686

240
76,194
510
134,261

56,898
18,084
6,743
29,751
7,145

8
118,629

2003
Carrying
amount

16,516
5,808
27,985
281
65,782
373
116,745

57,7117
15,121
5,253
26,232
4,087

8
108,418

Notional
amount

8,319

Estimated
fair value

16,516
5,796
27,985
281
65,638
373
116,589

57,7117
15,121
5,253
26,609
4,087

8
108,795
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13) Income Taxes
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Total income tax expense (benefit) was allocated for the years ended December 31, 2004, 2003, and 2002, as follows (in thousands):
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2004 2003 2002
Income before income taxes $ 384 335 329
Shareholders equity for unrealized gain (loss) on securities available for
sale (30) (106) 8)
$ 354 229 321

Income tax expense (benefit) consisted of the following for the years ended December 31, 2004, 2003, and 2002 (in thousands):
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Federal:
Current
Deferred

State:
Current

Deferred

Total

2004
277
10
287
96

97
384

2003

267
(13)
254

83

@)

81
335

2002

268
(16)
252

80

(3

77
329

The following is a reconciliation between expected tax expense at the statutory rate of 34% and actual tax expense (in thousands):
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At federal statutory rate
Adjustments resulting from:
State tax, net of federal benefit
Tax-exempt interest income
Other

Total

82

2004

2003
343 284
62 55
(€29 (13)
10 9
384 335

2002
280

52
3)

329
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Significant deferred tax assets and liabilities of the Bank at December 31, 2004 and 2003 are as follows (dollars in thousands):
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2004
Deferred tax assets:
Organization costs $
Book bad debt reserves  loans
Unrealized losses on securities available for sale
Total gross deferred tax assets
Deferred tax liabilities:
Depreciation
Deferred loan costs
Unrealized gains on securities available for sale
Prepaid expenses
Total gross deferred tax liabilities
Net deferred tax asset $

15
378
79
472

24
(80)

(43)

(152)

320

2003

42
296
49
387

(C))
(n

(&)
(86)
301

The realizability of deferred tax assets is dependent upon various factors, including the generation of future taxable income, the existence of

taxes paid and recoverable, the reversal of deferred tax liabilities, and tax planning strategies.

Based upon these and other factors, management has determined that it is more likely than not that the Company will realize the benefits of

deferred tax assets that exist at December 31, 2004.

14) Properties
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The Bank operates from its main office in Collingswood, New Jersey, and its Westville, New Jersey branch office. In addition, the Bank
maintains an operations center in Collingswood, New Jersey.

The Westville branch location was purchased on August 30, 2002. Subsequent to regulatory approval and renovation, this new branch opened in
January 2003.

The main office and operations center are leased. The main office lease expires in December 2009 with options to renew for two additional
five-year terms. The operations center lease expires in February 2006.
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Future minimum payments under leases are summarized as follows (dollars in thousands):
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2005
2006
2007
2008
2009
Thereafter

Total rent expense was $93,000, $76,000, and $62,000 for the years ended December 31, 2004, 2003, and 2002, respectively.

a5) Capital Leases
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At December 31, 2002, the Bank was obligated, under noncancelable capital leases, for a portion of its computer equipment. The Bank repaid
these leases in full in July 2003.

(16) Commitments and Contingencies
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(a) Financial Instruments With Off-Balance-Sheet Risk
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The Bank is a party to financial instruments with off-balance-sheet risk in the normal course of business. These financial instruments include
commitments to extend credit to meet the financing needs of its customers. Such commitments have been made in the normal course of business
and at current prevailing market terms. The commitments, once funded, are principally to originate commercial loans and other loans secured by
real estate. The Bank uses the same credit policies in making commitments and conditional obligations as it does for on-balance-sheet
nstruments.

Commitments issued to potential borrowers of the Bank at December 31, 2004 and 2003 were as follows (dollars in thousands):
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2004 2003
Fixed-rate commitments $ 488 444
Variable/adjustable-rate commitments 9,585 7,875
Total $ 10,073 8,319

84
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()  Legal Proceedings
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At December 31, 2004, the Company was neither engaged in any existing nor aware of any pending legal proceedings. From time to time, the
Bank is a party to legal proceedings within the normal course of business wherein it enforces its security interest in loans made by it, and other
matters of a similar nature.

a7) Related