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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the 2008 Proxy Statement to be fileaboabout March 28, 2008 (the “2008 Proxgik incorporated herein by reference in this An
Report on Form 10-K in response to items under IRart

PART |

ITEM 1. BUSINESS
General

State Bancorp, Inc. (the “Company”), a dmenk holding company headquartered in Jericho, Newk, was formed in 1986. The Compi
operates as the parent for its wholly owned subigidiState Bank of Long Island and subsidiarieg (fBank”), a New York State charter
commercial bank founded in 1966, and its unconatdid wholly owned subsidiaries, State Bancorp @apitust | and Il (collectively called tl
“Trusts”), entities formed in 2002 and 2003, respectivelyissnie trust preferred securities. The Bank corsdagieneral banking business foct
on the small to mid-sized business, municipal aodsamer markets in Long Island and New York CitheTBank, emphasizing higiuality
personal service, has grown to be the largest entdgnt commercial bank headquartered on Long Isldihe income of the Company is deri
through the operations of the Bank and its subsatia SB Portfolio Management Corp. (“SB Portfo)ioSB Financial Services Corp.SB
Financial”), Studebaker-Worthington Leasing CorfSWLC"), New Hyde Park Leasing Corp. and its subsidiariesy.B. Realty, L.L.C
(“PWB”) and State Title Agency, LLC, and SB ORE @or

The Bank serves its customer base through sixtgdesdrvice branches and a lending center in Jericho,IINFebruary 2008, the Bank opene
corporate banking branch in Manhattan. Of the Baufikfl-service branch locations, eight are in Nassau Gotint are in Suffolk and three are
Queens County. The Bank offers a full range of l@kservices to individuals, corporations, munitijges, and small to mediunsizec
businesses. Retail and commercial products inctindeking accounts, NOW accounts, money market atspgavings accounts, certificate:
deposit, individual retirement accounts, commertahns, construction loans, home equity loans, ceraial mortgage loans, consumer lo.
small business lines of credit, equipment leasash enanagement services and telephone and onlitkéngaln addition, the Bank also provic
safe deposit services, merchant credit card sexyv@ecess to annuity products and mutual fundgjeesal loans, a consumer debit card \
membership in a national ATM network, and a widege of wealth management and financial planningises. The Compang’loan and lea:
portfolio is concentrated in commercial and indiastioans and commercial mortgages. The Bank do¢®mngage in subprime lending and ¢
not offer payment option ARMs or negative amori@aioan products.

SB Portfolio and SB Financial are each wholly owrsedbsidiaries of the Bank. SB Portfolio provideseistment management services to
Bank while SB Financial provides balance sheet mament services such as interest rate risk modedsget/liability management reporting
general advisory services to the Bank.

The Company also owns SWLC, a nationwide providdsusiness equipment leasing. The Company recenpthgluded a comprehensive rev
of SWLC. After carefully assessing its availabléeglatives during the fourth quarter of 2007, thempany made the strategic decision to
the leasing business, and is in active discussiorsell the leasing business conducted through S\idrGin amount that approximates tang
book value to an out-of-state firm whose main fosufie equipment leasing business.

At December 31, 2007, the Company, on a consolidasesis, had total assets of approximately $1l®bjltotal deposits of approximately $
billion, and stockholderstquity of approximately $114 million. Unless thentext otherwise requires, references herein tocGbmpany includ
the Company and its subsidiaries on a consolidadss.




Neither the Company nor any of its direct or indirsubsidiaries is dependent upon a single custemeery few customers. No material amc
of deposits is obtained from a single depositore Bank does not rely on foreign sources of fundsnoome and the Bank does not have
foreign commitments, with the exception of lettefsredit issued on behalf of several of its donecestistomers.

The Company expects that compliance with provisioegulating environmental controls will have no aer@l effect upon the capit
expenditures, earnings or competitive positiontef €Company. The Company operates in the bankidgsiny and management considers
Company to be aggregated in one reportable opgrategment. The Bank has not experienced any rahteeasonal fluctuations in
business. The Company has not had material exjpeeslifor research and development. The Comparploged 344 full-time and patime
officers and employees as of December 31, 2007.

The Companys Internet address is www.statebankofli.com. Thenfany makes available on its website, free ofgdats periodic and curre
reports, proxy and information statements and oithfermation we file with the Securities and ExcganCommission (“SEC”"and amendmer
thereto as soon as reasonably practicable afteCdinepany files such material with, or furnisheshsataterial to, the SEC, as applicable. Ur
specifically incorporated by reference, the infotima on our website is not part of this annual rép&uch reports are also available on the SEC’
website at www.sec.gov, or at the SE®@ublic Reference Room at 100 F Street, N.E., Rb68&®, Washington, DC, 20549. Information ma
obtained on the operation of the Public RefereneseniRby calling the SEC at 1-800-SEC-0330.

Market Area and Competition

The Company considers its business to be highlypetitive in its market areas. The Compangore niche of small business, middle me
commercial and industrial and municipal customerighly sought after by an ever expanding arragahpetitors entering the marketpl
through de novo branching, acquisitions and stratefjances. Although the Bank is considerablyaier in size than many of these instituti
operating in its market areas, it has demonstritedbility to compete effectively with them. Dagithe second half of 2007, we faced a gr
intensity of competition from other financial irtstions that have attempted to sustain their ligyidy offering retail deposits with abovearke
rates.

The New York metropolitan area has a high denditfin@ancial institutions, a number of which arerdficantly larger and have greater finan
resources than we have. Additionally, over thet gaveral years, various large outstéte financial institutions have entered the Nework
metropolitan area market. All are our competitirssarying degrees. The Company vies with locaglional and national depository finan
institutions and other businesses with respecttddeinding services and in attracting depositsjuging commercial banks, savings bai
insurance companies, credit unions and money mdukels. In addition, during 2007, turmoil in thearketplace has resulted in a numbe
mortgage companies exiting the market and, thezefdislocations in the secondary residential mgegmarket. The turmoil in the mortg:
market has impacted the global markets as welhaslbmestic markets and has led to a significaditand liquidity crisis in the second hall
2007 and continuing into 2008. These events hadetd fewer participants, and thus, less compatiiio mortgage originations, stric
underwriting standards and wider pricing spreads.

The Companys current market area, consisting primarily of Nasand Suffolk Counties in New York and New YorkyCprovides tremendo
opportunity for deposit growth and commercial andustrial lending. The Company believes that tleeeea significant number of small to mid-
size businesses in its current market area thdt ae®callybased commercial bank that can offer a broad aofafinancial products ar
services. Many of these businesses have beeradésphs a result of recent bank mergers in thee aéven the variety of financial products
services offered by the Company, its focus on eunstoservice, and its local management, the Cometigves that it can better serve
growing needs of both new and existing customer#sincurrent market areas. The new Manhattan brastdffed by a team of seaso
commercial bankers affords the Company opportunityapture market share in that attractive market.

The Companys current markets have attractive per capita incanmtemedian household income demographics. Théamédusehold income f
Nassau, Suffolk and Queens Counties are $85,9%1847 and $51,190, respectively. Nassau C¢s 2007 median household income is
tenth highest in the United States. Although thibsee counties are mature in terms of populati@wjn, residents of these counties contint
experience favorable income trends.




The Company believes the decline of the local estdte market and the associated downward pressaith® economy will continue through
2008. Accordingly, 2008 will be approached with egree of caution as the Company expects thereb@ibome credit weakness present.
Company will maintain its prudent underwriting albdn portfolio risk management practices as the Ipartfolio is expanded in the midi
market and commercial real estate areas in the Mtarhmarket.

Competitive Strengths

The Company believes that the following businesngtths differentiate the Company from its peers:

Strong Net Interest Margin . Prior to 2005, the Company's strong historieahags had been driven by its impressive net ést
margin. For the year ended December 31, 2007 lamd/¢éar ended December 31, 2006, the Compangt interest margin w
3.82% and 4.01%, respectively. The Company’s gtimargin results from its relatively stable l@mwst deposit base coupled wit
business mix which emphasizes t-yielding commercial and industrial loans and congismortgages

Successful Repositioning in 2007.The Companys 2007 earnings amounted to $6.2 million versusSsidillion in 2006. Earning
in 2007 were negatively impacted by several stiatagtions intended to improve the Companfuture earnings potential. In
second quarter, a $3.1 million pwe« charge was recognized in connection with thevipusly disclosed Voluntary Exit Windc
program. This cost-control program resulted in ¢laely retirement of 18 officers and employeesthia fourth quarter, a nocast
goodwill impairment accounting charge of $2.4 mifliwas recorded as a result of the Compadgcision to exit the leasing busir
with the intent to sell substantially all of thesats of SWLC. Additionally in the fourth quartére Company recorded a reductio
the provision for income taxes resulting from theaf and conclusive settlement of the previoushkcltised audit by the New Yc¢
State Tax Department. S“Legal Proceeding”

Largest Independent Commercial Bank Headquartered o Long Island. The Bank is the largest independent commercial
headquartered on Long Island, with a network ohbnas stretching from the Three Village area, led¢ah Suffolk County, t
Manhattan. According to data published by the FadBeposit Insurance Corporation (the “FDICDased on total deposits
of June 30, 2007, the Comp{s market share in Nassau, Suffolk and Queens Gruwis 1.69%, 1.23% and 0.19%, respecti

Stable Credit Quality. The Company emphasizes a credit culture basedramtitional credit measures and underwri
standards. The results of the Company’s contirfaeds on credit quality are evidenced by a ratimofiperforming assets to to
loans and leases of 0.56% at December 31, 200D &286 at December 31, 2006 and a net chaffgeto average total loans ¢
leases ratio of 0.61% for the year ended Decembe2@)7 and 0.19% for the year ended December@®l5. 22t December 31, 20
and December 31, 2006, the Company held no otlatestate owned (“OREO’gnd there were no restructured, accruing loan:
leases

Strong C apital Base. The Company'’s capital ratios exceeded all reguatequirements at December 31, 2007. The Bafmler |
leverage ratio was 7.43% at December 31, 2007 &f¥®at December 31, 2006. The Bank’s Tier | sakghted ratio was 10.62
at December 31, 2007 and 10.07% at December 38. 20®& Bank’s total riskveighted capital ratio was 11.85% at Decembe
2007 and 11.32% at December 31, 2006. Each of tlagies is substantially in excess of the regujatpridelines, as established
federal banking regulatory agencies, f¢‘well capitalize” institution, the highest regulatory capital catgg:

Realignment of Organizational Structure. During 2007, the Company has strengthened its catpagovernance and inter
controls through the appointment of a General Celyrhief Auditor, Comptroller, BSA Officer, Inforation Security Officer ar
Security Director. Additionally the Company hagajmted a Chief Marketing and Corporate Plannin§jo®f, a Director of Cred
Review and a Chief Information Office




Supervision and Regulation

General

The Company is registered as a bank holding compadgr the Bank Holding Company Act of 1956, asraheed (the “BHCA”),and is therefor
subject to supervision and examination by the Badr@overnors of the Federal Reserve System (“FRBRe Bank is a member of the FHLB-
NY and its deposit accounts are insured up to fidi@able limits by the FDIC under the Deposit Iremwce Fund“DIF”). The Bank is subject
the regulation and supervision and examinatiomefNew York State Banking Department (the “Bankdepartment”) and the FDIC.

The following summary discussion sets forth certithe material elements of the legal and regwjatamework applicable to banks and b
holding companies and their subsidiaries. Theleigun of banks and bank holding companies is ex#lg complex and this summary is qualil
in its entirety by reference to the applicablegts, regulations and regulatory guidance. Manageimelieves the Company is in complianc
all material respects with these laws and regulatioA change in applicable statutes and regulat@regulatory policy cannot be predicted,
may have a material effect on the business of ttrafany and/or the Bank.

Bank holding companies and banks are prohibitedatsyfrom engaging in unsafe and unsound bankingtipes. Federal and New York St
banking laws, regulations and policies extensivetyulate the Company and the Bank including prbswistandards relating to capital, earni
dividends, the repurchase or redemption of shdoasis or extension of credit to affiliates and dess, internal controls, information syste
internal audit systems, loan documentation, credierwriting, asset growth, impaired assets and toavalue ratios. Such laws and regulat
are intended primarily for the protection of depos, other customers and the federal deposit amsgr funds and not for the protection of sec
holders. Bank regulatory agencies have broad exatimimand enforcement power over bank holding carigsaand banks, including the powe
impose substantial fines, limit dividends and liestiperations and acquisitions.

A bank holding company is required to serve asuacgof financial strength to its subsidiary defmsi institutions and to commit all availal
resources to support such institutions in circumsta where it might not do so absent such polionsistent with this “source of strengtpdlicy,
the FRB takes the position that a bank holding camgpgenerally should not maintain a rate of casfddnds unless its net income availabl
common stockholders is sufficient to fully fund tbe&vidends and the prospective rate of earningsnti&tn appears to be consistent with
companys capital needs, asset quality and overall findreciadition. In addition, any loans by the Compaoyhe Bank would be subordinate
right of payment to depositors and to certain othéebtedness of the Bank.

Acquisitions

As a bank holding company, the Company may not ieeglirect or indirect ownership or control of mdren 5% of the voting shares of i
company, including a bank, without the prior apmioef the FRB, except as specifically authorizedlamthe BHCA. Under the BHCA, t
Company, subject to the approval of or notice ® FRB, may acquire shares of noanking corporations, the activities of which aszihed b
the FRB to be so closely related to banking or rganmgaor controlling banks as to be a proper incideareto.

The Change in Bank Control Act prohibits a persogmup of persons from acquiring “contraf a bank holding company unless the FRB
been notified and has not objected to the tramsactinder a rebuttable presumption establishechey=RB, the acquisition of 10% or more «
class of voting stock of a bank holding companyhwvat class of securities registered under Sectionfltbe Exchange Act, would, under
circumstances set forth in the presumption, canstibcquisition of control of the Company. In a@dit any entity is required to obtain

approval of the FRB under the BHCA before acquirti®o (5% in the case of an acquirer that is a Hawiding company) or more of t
Company’s outstanding common stock, or otherwigainlmg control or a “controlling influencesver the Company. The New York Banking L
(the “Banking Law”) similarly regulates a changecontrol affecting the Bank and requires the apato¥ the New York State Banking Board.




The Riegle-Neal Interstate Banking and Branchinficleihcy Act of 1994, as amended (the “InterstatnBEng Act”), generally permits bai
holding companies to acquire banks in any state preempts all state laws restricting the ownerslip bank holding company of banks in i
than one state. The Interstate Banking Act alsonfiera bank to merge with an outsthte bank and convert any offices into branchethe
resulting bank if both states have not opted ouhtfrstate branching; permits a bank to acquiemties from an out-aftate bank if the law
the state where the branches are located pernatintérstate branch acquisition; and permits baoksstablish and operate de novo inter:
branches whenever the host state apt® de novo branching. Bank holding companies laawks seeking to engage in transactions authobiy
the Interstate Banking Act must be adequately aipitd and managed. The Banking Law authorizesstate branching by merger or acquisi
on a reciprocal basis, and permits the acquisifaa single branch without restriction, but does provide for de novo interstate branching.

Capital Adequacy

The federal bank regulators have adopted baged capital guidelines for bank holding compaaies$ banks. The minimum ratio of qualify
total capital (“total capital”) to risk-weighted sets (including certain otfalance sheet items) is 8%. At least half of ttaltcapital must cons
of common stock, retained earnings, qualifying nonalative perpetual preferred stock, minority iets in the equity accounts of consolid.
subsidiaries and, for bank holding companies, dtdithamount of norumulative perpetual preferred stock, trust pref@securities and cert:
other so-called “restricted core capital elemetess most intangibles including goodwill (“Tier &gital”). The remainder (“Tier Il capital'thay
consist of certain other preferred stock, certdirencapital instruments, and limited amounts dfosdinated debt and the allowance for loan
lease losses. Restricted core capital elementsuarently limited to 25% of Tier | capital.

The federal banking regulators have adopted rigetbeapital and leverage guidelines that requeempany’s and the Bank’s capitalasset
ratios meet certain minimum standards. The rislebbasapital ratio is determined by allocating assetd specified offialance sheet financ
instruments into four weighted categories, withhieiglevels of capital being required for the categoperceived as representing greater risk.
a further discussion, see the Notes to the Compgabyghsolidated Financial Statements.

In addition, the FRB has established minimum guigel for the “leverage ratiobf Tier | capital to average total assets for baokding
companies and banks. The FRBjuidelines provide for a minimum leverage rafi®% for bank holding companies and banks that megir
specified criteria, including those having the laghsupervisory rating. All other banking orgatiaas are required to maintain a leverage rat
at least 4%. At December 31, 2007, the FRB haddeised the Company of any specific minimum legereatio applicable to it.

The FRB guidelines also provide that banking orgations experiencing internal growth or making asitjons will be expected to mainte
strong capital positions substantially above theimim supervisory levels, without significant reli@ on intangible assets.

At December 31, 2007, the Bank’s Tier | leverag®oraias 7.43% while its riskased capital ratios were 10.62% for Tier | captad 11.85% fc
total capital. These ratios exceed the minimum letgoy guidelines for a well-capitalized institutio

Prompt Corrective Actior

The Federal Deposit Insurance Act (“FDIA§quires, among other things, that federal bankémmlators take prompt corrective action in res
of FDIC-insured depository institutions that do mo¢et minimum capital requirements. The FDIA sfiesifive capital tiers: “well capitalized,”
“adequately capitalized,” “undercapitalized,” “sificantly undercapitalized,” and “critically undeapitalized.” A depository institutios’ capita
tier will depend upon how its capital levels comp#r various relevant capital measures and ceothier factors, as established by regulation.




Under applicable regulations, an FDi@&ured bank is deemed to be: (i) well capitalifeil maintains a leverage ratio of at least 5%Tiar |
capital ratio of at least 6% and a total capitaioraf at least 10% and is not subject to an ordeitten agreement, capital directive, or pro
corrective action directive to meet and maintaspecific level for any capital measure; (ii) adagbacapitalized if it maintains a leverage ratfi
at least 4% (or a leverage ratio of at least 3% received the highest supervisory rating in itestnrecent report of examination, subjec
appropriate federal banking agency guidelines,iamibt experiencing or anticipating significant wth), a Tier | capital ratio of at least 4% ar
total capital ratio of at least 8% and is not defirio be well capitalized; (iii) undercapitalizédtihas a leverage ratio of less than 4% (or alegt
ratio that is less than 3% if it received the higift®upervisory rating in its most recent reporéxdmination, subject to appropriate federal bar
agency guidelines, and is not experiencing or grattg significant growth), a Tier | capital ratiess than 4% or a total capital ratio of less
8% and it does not meet the definition of a siguifitly undercapitalized or critically undercapitalil institution; (iv) significantly undercapitalid
if it has a leverage ratio of less than 3%, a Tieapital ratio of less than 3% or a total capiatio of less than 6% and it does not mee
definition of critically undercapitalized; and (gjitically undercapitalized if it maintains a levefl tangible equity capital of less than 2% of t
assets. A bank may be deemed to be in a capifatizaategory that is lower than is indicated by dictual capital position if it receives
unsatisfactory examination rating. The FDIA imposprogressively more restrictive constraints on rafens, management and cay
distributions, depending on the capital categoryhich an institution is classified. A depositdnstitution that is not well capitalized is a
subject to certain limitations on brokered depaaitd Certificate of Deposit Account Registry SeevitCDARS”) deposits.

The FDIA generally prohibits an FDIBsured depository institution from making any ¢abpdistribution (including payment of dividends)
paying any management fee to its holding compartlgefdepository institution would thereafter be em@pitalized. Undercapitalized deposi
institutions are subject to restrictions on bormgvifrom the Federal Reserve and to growth limitetjoand are required to submit a ca
restoration plan. For a capital restoration ptaihé acceptable, any holding company must guardhéeeapital plan up to an amount equal tc
lesser of 5% of the depository institutisréssets at the time it became undercapitalizedrendmount of the capital deficiency at the titnfails
to comply with the plan. In the event of the holglitompanys bankruptcy, such guarantee would take priorigralaims of its general unsecu
creditors. If a depository institution fails totsuit an acceptable plan, it is treated as if gignificantly undercapitalized.

Significantly undercapitalized depository instituts may be subject to a number of requirementsestdctions, including orders to sell suffici
voting stock to become adequately capitalized, irements to reduce total assets and cessation cgfipteof deposits from correspond
banks. Critically undercapitalized depository itugions are subject to appointment of a receiveramservator.

Deposit Insurance

The FDIC merged the Savings Association InsurangedFand the Bank Insurance Fund to create the BIMarch 31, 2006. The Bank i
member of the DIF and pays its deposit insuransessments to the DIF. Effective January 1, 200¢,RBIC established a new rislase:
assessment system for determining the depositansarassessments to be paid by insured depositstijutions. Under this new assessn
system, the FDIC assigns an institution to oneoof frisk categories, with the first category having sub-categories, based on the institudon’
most recent supervisory ratings and capital raBase assessment rates range from two to four pesits for Risk Category | institutions and
seven basis points for Risk Category Il instituiptwentyfive basis points for Risk Category Il instituterand forty basis points for R
Category |V institutions. For institutions withinigR Category |, assessment rates generally depgod Capital adequacy, Asset qua
Management, Earnings, Liquidity, Sensitivity to ketrrisk, or CAMELS component ratings, and finahc&tios, or for large institutions wi
long-term debt issuer ratings, assessment ratésleyiend on a combination of longrm debt issuer ratings and CAMELS component gatii he
FDIC has the flexibility to adjust rates, withoutther notice-andomment rulemaking, provided that no such adjustroen be greater than th
basis points from one quarter to the next, thatstdjents cannot result in rates more than threis pamts above or below the base rates ant
rates cannot be negative. Effective January 1, 20@7FDIC set the assessment rates at three fhaisis above the base rates. Assessment
therefore, currently range from five to forttyree basis points of deposits. The deposit inagraissessment rates are in addition to the assets
for payments on the bonds issued in the late 198@'the Financing Corporation (“FICOt recapitalize the now defunct Federal Savings
Loan Insurance Corporation. For 2007, the Bank Aadassessment rate of five basis points and & egfzense of $167 thousand for
assessment for deposit insurance and the FICO pagm&he FDIC also established 1.25% of estimatedred deposits as the designated re:
ratio of the DIF. The FDIC is authorized to chatige assessment rates as necessary, subject tetheysly discussed limitations, to maintain
required reserve ratio of 1.25%.




The FDIC also approved a otieie assessment credit to institutions that werexistence on December 31, 1996 and paid depagiranc
assessments prior to that date, or are a successach an institution. The Bank received a $6#fusand onéime assessment credit, of wh
$547 thousand was used to offset 100% of the 2@@osit insurance assessment, excluding the FIC@h@atg. The remaining credit of $:
thousand can be used to offset up to 90% of th& Aeéposit insurance assessment.

Under the FDIA, the FDIC may terminate the insuen€ an institutiors deposits upon a finding that the institution bagaged in unsafe
unsound practices, is in an unsafe or unsound tiondio continue operations or has violated anyliegble law, regulation, rule, order
condition imposed by the FDIC. The managementhef Company does not know of any practice, conditiorviolation that might lead
termination of its deposit insurance.

Transactions with Affiliates and the Bank

The Bank is subject to the affiliate and insidansaction rules set forth in Sections 23A, 23Bg2agd 22(h) of the Federal Reserve Act (“FRA”
and Regulation W issued by the FRB. These prowssiamong other things, prohibit or limit an ingutenk from extending credit to, or entel
into certain transactions with, its affiliates (whifor the Bank would include the Company) and @pal stockholders, directors and execL
officers. The FRB requires depository institutidihgt are subject to Sections 23A and 23B to impleinpolicies and procedures to en:
compliance with Regulation W regarding transactioith affiliates.

Section 402 of the Sarbanes-Oxley Act of 2002 (H&aes-Oxley”yprohibits the extension of personal loans to doexand executive officers
issuers (as defined in Sarbar@sley). The prohibition, however, does not apmyrortgages advanced by an insured depositoryitisti, sucl
as the Bank, that are subject to the insider lepdistrictions of Section 22(h) of the FRA.

Privacy Standard:

The Bank is subject to the FDIC’s regulations impésting the privacy protection provisions of thea@m-Leach-Bliley Act (“Gramm-
Leach”). These regulations require the Bank taldge its privacy policy, including identifying witwhom it shares “nopublic person:
information,” to customers at the time of estahlighthe customer relationship and annually theesaft

The regulations also require the Bank to provideciistomers with initial and annual notices thatuaately reflect its privacy policies a
practices. In addition, the Bank is required tovide its customers with the ability to “opt-outf lsaving the Bank share their ngublic person:
information with unaffiliated third parties befotkey can disclose such information, subject toaterexceptions. The implementation of tt
regulations has not had a material adverse effeth® Bank.

The Bank is subject to regulatory guidelines eshblg standards for safeguarding customer infolwnatThese regulations implement cer
provisions of Gramm-Leach. The guidelines desctibe agencies’expectations for the creation, implementation andintenance of ¢
information security program, which would includdnainistrative, technical and physical safeguardz@gpriate to the size and complexity of
institution and the nature and scope of its adtisit The standards set forth in the guidelinesraemnded to ensure the security and confideng
of customer records and information, protect agaamy anticipated threats or hazards to the secoritintegrity of such records and prot
against unauthorized access to or use of suchdgoarinformation that could result in substaniiatm or inconvenience to any customer.




Community Reinvestment Act

Bank holding companies and their subsidiary bamksatso subject to the provisions of the CommuRiginvestment Act (“CRA")Under thi
terms of the CRA, the FDIC (or other appropriatekbeegulatory agency) is required, in connectiothvis examination of a bank, to assess
bank’s record in meeting the credit needs of thenroanities served by that bank, including low- andderateincome neighborhooc
Furthermore, such assessment is also requiredydbamk that has applied, among other things, tagmer consolidate with or acquire the as
or assume the liabilities of a federally regulafieéincial institution or to open or relocate a lmlarffice. In the case of a bank holding comg
applying for approval to acquire a bank or bankdh company, the FRB will assess the record oheabsidiary bank of the applicant b
holding company in considering the application. Baaking Law contains provisions similar to the CRAich are applicable to New York St
chartered banks.

Dividend Limitations

The Company has two primary sources of funds: mdsdrom its Dividend Reinvestment and Stock Pwsehalan (the “DRP”and dividend
from the Bank. Certain regulatory agencies impasédtions on the declaration of dividends by thenB. Under these limitations, at Decen
31, 2007, no dividends could be declared by thekBaithout prior approval of the New York State Stiptendent of Banks. As of January
2008, the Bank is no longer required to seek régnjaapproval to declare dividends.

Anti-Money Laundering and the USA PATRIOT Act

The Company is subject to federal regulations imgleting the Uniting and Strengthening America bguRting Appropriate Tools Required
Intercept and Obstruct Terrorism Act of 2001 (“th8A PATRIOT Act”). The USA PATRIOT Act amended the Bank Secrecy Act gave th
federal government powers to address terroristathréhrough enhanced domestic security measurpsnded surveillance powers, increz
information sharing and other anti-money laundeand antiterrorist financing requirements. The USA PATRIOTtAnd the Bank Secrecy /
and implementing regulations impose affirmativeigditions on a broad range of financial institutiomeluding banks, thrifts, brokers, deal
credit unions, money service businesses and others.

Among other requirements, the USA PATRIOT Act ahd Bank Secrecy Act and implementing regulationgase the following requiremel
with respect to financial institutions:
« Establishment of anti-money laundering programs.
« Establishment of a program specifying proceduresoftaining identifying information from customesseking to open new accou
(“Customer Identification Prograi”).
« Establishment of enhanced due diligence policies;griures and controls designed to detect andtrapmrey laundering.
« Prohibition on correspondent accounts for foreidrells banks and compliance with recordkeeping ohilbge with respect 1
correspondent accounts of foreign bar
« Establishment of policies and procedures relatinfpteign private banking customers and politicaikposed persons.

Substantial civil and criminal penalties may be @as@d for violations of the USA PATRIOT Act and tBank Secrecy Act and implement
regulations. Bank regulators may also require baakske costly corrective action. Further, bangutators are directed to consider a finar
institution’s effectiveness in combating money laundering anatists financing when ruling on applications &pproval of proposed corpor
transactions.

Legislative and Regulatory Initiative
Various legislative initiatives are from time tong introduced in Congress, and various regulatutiatives are from time to time introduced, 1

would apply to the Company. The Company cannotrdghe the ultimate effect that any such poteriégislation or regulations, if adopt
would have upon its financial condition or operatio
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Interagency Guidance on Concentrations in CommeirdrReal Estate Lending

On December 6, 2006, the FRB, the Office of the @watler of the Currency (“OCC”) and the FDIC adegtguidance entitledConcentrations i
Commercial Real Estate (CRE) Lending, Sound Risk&$@ment Practices” (“CRE Guidancet) address concentrations of commercial
estate loans in financial institutions. Althoudie tCRE Guidance does not establish specific comeleaal estate lending limits, the FRB, O
and FDIC use the following criteria to evaluate thiee an institution has a commercial real estatecentration risk. An institution may
identified for further supervisory analysis if ia$1 experienced rapid growth in commercial realtedending or has notable exposure to a spe
type of commercial real estate. An institution nsgo be subject to further supervisory analysissitotal reported loans for construction, |
development and other land represent 100 percemioog of that institution’s total capital, or ifehinstitutions total commercial real estate lo
represent 300 percent or more of its total capitel the outstanding balance of its commercial estdte portfolio has increased by 50 perce
more during the prior 36 months. The CRE Guidamgglies to financial institutions with an accumidatof credit concentration exposures
asks that the associations quantify the additioiskl such exposures may pose. Such quantificadtoould include the stratification of 1
commercial real estate portfolio by, among othéngh, property type, geographic market, tenant entrations, tenant industries, develc
concentrations and risk rating. In addition, astitation should perform periodic market analysassthe various property types and geogra
markets represented in its portfolio. Furtherjretitution with commercial real estate concentnatiisk should also perform portfolio level str
tests or sensitivity analysis to quantify the impafcchanging economic conditions on asset quadigynings and capital.

On June 29, 2007, the FRB and other federal bagatory agencies issued a final Statement on Sulegviortgage Lending (the “Statementd)
address the growing concerns facing the subprimggage market, particularly with respect to rapidling subprime default rates that r
indicate borrowers do not have the ability to repajustablerate subprime loans originated by financial insigtas. In particular, the agenc
express concern in the Statement that current umiiemg practices do not take into account that ynanbprime borrowers are not preparec
“payment shock’and that the current subprime lending practicespmmd risk for financial institutions. The Staterhelescribes the prude
safety and soundness and consumer protection stntleat financial institutions should follow toseme borrowers obtain loans that they
afford to repay. These standards include a fuligeked, fully amortized qualification for borroweasid cautions on riskayering feature:
including an expectation that stated income andiced documentation should be accepted only if theeedocumented mitigating factors 1
clearly minimize the need for verification of a bmrer's repayment capacity. Consumer protection stasdadiude clear and balanced proc
disclosures to customers and limits on prepaymenalpies that allow for a reasonable period of titgpically at least 60 days, for borrower:
refinance prior to the expiration of the initiakdid interest rate period without penalty. The Stant also reinforces the April 17, 2
Interagency Statement on Working with Mortgage Bwers, in which the federal bank regulatory agen@acouraged institutions to wi
constructively with residential borrowers who areahcially unable or reasonably expected to be lena meet their contractual paym
obligations on their home loans. We have evalu#itedStatement to determine our compliance andgasssary, modified our risk managen
practices, underwriting guidelines and consumetegatmn standards.

Federal Securities Laws

The Company’s securities are registered with thmiBtes and Exchange Commission under the Exchawge As such, the Company is subject
to the information, proxy solicitation, insiderdiag, and other requirements and restrictions effkchange Act.

New York Business Corporation Law

The Company is incorporated under the laws of theeSf New York, and is therefore subject to ratjoh by the State of New York. In additi
the rights of the Company’s shareholders are gadhy the New York Business Corporation Law.
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Government Monetary Policies and Economic Control

The earnings of the Company and the Bank are affeloy the policies of regulatory authorities inchgithe FRB and the FDIC. An importi
function of the Federal Reserve System is to régulae money supply and interest rates. Among tiseriments used to implement th
objectives are open market operations in U.S. Gowent securities, changes in reserve requiremegaiast member bank deposits and chang
the federal discount rate. These instruments asesl uis varying combinations to influence overall wtio and distribution of bank loar
investments and deposits and their use may alsstaiffiterest rates charged on loans or paid foosiep Changes in government mone
policies and economic controls could have a mdteffact on the business of the Bank.

Statistical Information

Statistical information is furnished pursuant te tequirements of Guide 3 (Statistical Discloswdéhnk Holding Companies) promulgated ur
the Securities Exchange Act of 1934.

Investment Portfolio

The following table presents the amortized cost estiimated fair value of held to maturity and aafalié for sale securities held by the Comg
for each period (in thousands):

At December 31 2007 2006 2005
Amortizec Estimate! Amortizec Estimate! Amortizec Estimate!
Cos Fair Value Cos Fair Value Cos Fair Value

Securities held to maturit
Government Agency securiti $ - $ - $ 6,37: $ 6,361 $ 15,99 $ 15,94«

Securities available for sal
Obligations of states and politic

subdivisions 18,14( 18,09t 14,32¢ 14,25: 18,72¢ 18,63¢
Mortgage-backed securities ar

collateralized mortgage obligatio 217,01¢ 218,10( 192,77( 188,92: 199,53 195,60
Government Agency securiti 149,63¢ 150,53 294,79: 293,20¢ 291,55( 288,95t
Corporate securitie 15,08’ 14,50( 15,17¢ 15,021 19,301 19,04¢
Total securites available for s¢ 399,88 401,22¢ 517,07( 511,40¢ 529,12 522,24t
Total securite: $ 399,88: $ 401,22¢ $ 523,44: $ 517,77( $ 545,11t $ 538,19(

The following table presents the expected matuigyribution and the weighted-average yield of @@mpanys investment portfolio at Deceml
31, 2007 (dollars in thousands). The yield infotioradoes not give effect to changes in estimatédvialue of investments available for sale
are reflected as a component of stockholders’ gquit
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Maturing
Within After One bul After Five but After
One Yeal Within Five Years Within Ten Years Ten Years
Amouni Yield(1) Amouni Yield(1) Amount Yield(1) Amouni Yield(1)

Securities held to maturit
None

Securities available for sal
Obligations of states and politic

subdivisions $ 11,83 6.66% $ 62 53% $ 90 588% $ 4,73 6.32%
Mortgage-backed securities ar

collateralized mortgage obligations | 4,54, 3.7 173,44 5.04 40,11! 5.47 - -
Government Agency securities | 122,24 4.9¢ 28,29 5.14 - - - -
Corporate securitie 11,50 4.9¢ 3,00 3.7¢ - - - -
Total securites available for s¢ 150,12 5.07 205,36! 5.04 41,01! 5.4¢ 4,73 6.34
Total securite: $ 150,12 5.0% $205,361 5.04% $41,01! 54&% $ 4,73 6.3/%

(1) Fully taxabl-equivalent basis using a tax rate of 3¢

(2) Assumes maturity dates pursuant to averags s determined by constant prepayment r

(3) Assumes coupon yields for securities past thal dates and not bought at a discount; yieddsatl for securities not past their ¢
dates and not bought at a discount; and yieldsairity for securities purchased at a disco

Loan and Lease Portfolic

The following table categorizes the Company’s laad lease portfolio for each period (in thousands):

At December 31 2007 200¢ 200t 200¢ 200:
Commercial and industri $ 322,57 $ 297,25¢ $ 297,88 $ 277,17, $ 278,21t
Real estat- commercial mortgag 383,96( 392,45: 344,46! 277,79t 244,64t
Real estat- residential mortgag 102,46¢ 105,47¢ 101,53¢ 96,50¢ 90,30(
Real estat- commercial constructio 50,48: 25,207 27,49: 26,64 18,86:
Real estat+ residential constructio 95,00z 80,51 51,70¢ 47,00: 35,43:
Lease receivable 66,47¢ 62,64¢ 49,15: 34,84« 23,96:
Loans to individual: 11,72¢ 11,31¢ 9,401 8,72¢ 7,84:
Tax-exempt and othe 8,321 8,85t 10,37¢ 9,49¢ 11,95¢
Loans and leas¢- net of unearned incon $ 1,041,000 $ 983,72 $ 892,02. $ 778,19. $ 711,21¢

The following table presents the contractual mégsgiof selected loans and the sensitivities of¢hieans to changes in interest rates at De
31, 2007 (in thousands):
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One Yea One Throug Ovel
or Les! Five Year. Five Year. Total
Commercial and industrii $ 214,59¢ $ 73,94t $ 34,03 322,57
Real estat- commercial constructio 19,36: 30,72¢ 391 50,48:
Real estat- residential constructio 61,38t¢ 33,61¢ - 95,00:
Total $ 295,34 $ 138,29. $ 34,42 468,06(
Loans maturing after one year wi
Fixed interest rat $ 90,52: $ 12,22( 102,74:
Variable interest rat $ 47,77C  $ 22,20: 69,97
The following table presents the Company’s non4aaicipast due and restructured loans and leasesbbr period (in thousands):
December 31 2007 200¢ 200t 200¢ 200:
Non-accrual loans and leas $ 579 $ 2,177 $ 3,06¢ $ 5,27¢ 8,66¢
Loans and leases 90 days or more past due and still
accruing interes $ 28 % 13 % 281 % 89 14¢
Restructured accruing loans and lee $ - $ - $ - % - -
Interest income on n-accrual and restructured log
and leases which would have been recorded under
original loan or lease tern $ 45¢ % 78 % 5) $ 137 37z
Interest income on nraccrual and restructure
loans and leases recorded during the pe $ 19 $ 117 $ 122 $ 31 24

The Bank discontinues the accrual of interest am$oand leases whenever there is reasonable datlibterest and/or principal will be collect
or when either principal or interest is 90 daysmare past due. See Managememiscussion and Analysis of Financial Condition &esults ¢
Operations, “Summary of Loan and Lease Loss Expeei@nd Allowance for Loan and Lease Losses.”

Summary of Loan and Lease Loss Experier

The determination of the balance of the allowarmmeldan and lease losses is based upon a revievarzadgsis of the Comparg/loan and lea:
portfolio. Management’s review includes monthlyaluses of past due and non-accrual loans and leasksletailed, periodic loan-Bgan ol

lease-by-lease analyses.

Based on current economic conditions, managementégermined that the current level of the alloveafor loan and lease losses is adeque
relation to the probable incurred losses presetttaérportfolio. Management considers many faciotbis analysis, among them credit risk gre
assigned to commercial, industrial and commer@al estate loans, delinquency trends, concentsatigthin segments of the loan and le

portfolio, recent charge-off experience and locar@mic conditions.

The following table presents an analysis of the Gany’s allowance for loan and lease losses for gaciod (dollars in thousands):
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2007 200¢ 200~ 200< 200¢
Balance, January $ 16,41 $ 15717 $ 12,02( % 10,73: $ 10,04¢
Charge-offs:
Commercial and industri: 3,12¢ 773 50t 2,957 1,96(
Real estat- commercial mortgag 2,96t - - - 1,24¢
Real estat- residential mortgag - - - - 7
Real estat- commercial constructio - - - 193 -
Lease receivable 404 1,38: 28C 25C 292
Loans to individual: 57 18 13 5 50
Total charg-offs 6,55¢ 2,17: 79€ 3,40t 3,55¢
Recoveries
Commercial and industri: 15€& 3458 81¢ 171 293
Real estat- commercial mortgag - - - 3 3
Real estat- residential mortgag - 12 16 - -
Lease receivable 22C 13 10 8 1
Loans to individual: 6 10 3 5 7
Total recoverie: 384 37¢€ 84E 187 304
Net charg-offs (recoveries 6,171 1,79¢ (47) 3,21¢ 3,24¢
Provision charged to incon 4,464 2,49( 3,65( 4,50¢€ 3,93¢
Balance at end of peric $ 14,708 $ 16,41 $ 15,717  $ 12,02 $ 10,73:
Ratio of net charge-offs (recoveries) during theqze
to average loans and leases outstanding durin
period 0.61% 0.1% (0.01%) 0.44% 0.5(%
The following table presents the allocation of @@mpany’s allowance for loan and lease lossesdon @eriod (dollars in thousands):
Percer Percer Percer Percer Percer
of of of of of
Loans Loans Loans Loans Loans
anc anc anc anc anc
Lease Lease Lease Lease Lease
to to to to to
Total Total Total Total Total
Loans Loans Loan: Loans Loan:
anc anc anc anc anc
2007 Lease 200¢ Lease 200t Lease 2004 Lease 200: Lease
Commercial $5,00( 31.1%  $7,96¢ 30.2% $6,92¢ 33.86 $5,07! 35.6%  $5,78! 39.1%
and
industrial
Real estate - 5,00( 36. 5,357 50. 4,73¢ 50.C 3,69/ 48.1 3,157 47.1
commercial
mortgage (1
Real estate - 22! 9.
residential
mortgage (1
Real estate - 31¢ 4, 577 10. 54z 8.9 523 9.5 30€ 7.6
commercial
construction
(2)
Real estate - 1,20 9.
residential
construction
2)
Lease 1,547 6. 1,07z 6. 1,57¢ 55 90C 4. 142 34
receivable:s
Loans to 134 1. 73 1. 77 1.1 38 1.1 44 1.1
individuals
Tax-exempt 31 0. 34 0. 47 1.1 47 1.2 67 1.7
and
other
Unallocatec 1,25(C - 1,33¢ - 1,811 - 1,747 - 1,23t -
Total $14,70! 100.(% $16,41: 100.(% $15,71° 100.% $12,02( 100.(% $10,73. 100.(%




(1) Prior to 2007, no breakdown between commeeuidl residential mortgage was available. Thusuah real esta- mortgage amounts a
included in real esta- commercial mortgage

(2) Prior to 2007, no breakdown between commegeuidl residential construction was available. Thillsuch real estat- constructior
amountsare included in real esta- commercial constructior
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Deposits

The following table presents the average balandettaam average rate paid on the Company’s depasitsach period (dollars in thousands):

2007 2006 2005

Average Average Average Average Average Average

Balanct Rate Balanct Rate Balanct Rate
Nor-interest bearing demand depo: $ 319,65 - $ 324,55 - $ 310,72 -
Interes-bearing transaction accout 219,42: 2.85% 220,00: 2.65% 223,10: 1.52%
Money market deposit accout 162,25: 3.7¢ 164,32! 3.14 158,74t 1.6¢
Savings deposit 238,37 2.61 272,47¢ 2.4% 321,32t 1.9¢
Time certificates of deposit of $100,000 or m 226,95: 4.8¢4 219,72 4.52 175,49! 2.8E
Other time deposit 258,54 4.9t 289,64! 4.7 114,40: 3.27
Total $1,425,20 2.9¢%  $1,490,72 2.76€%  $1,303,79 1.63%

The following table sets forth, by time remainirgrhaturity, the Compang’certificates of deposit of $100,000 or more atddeber 31, 2007 (
thousands):

3 months or les $ 180,79:
Over 3 months through 6 mont 25,21:
Over 6 months through 12 mont 13,54¢
Over 12 month: 6,424
Total $ 225,97:

Shori-Term Borrowings

The following information is provided on the BanlsBort-term borrowings for each period (dollarshiausands):
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2007 200¢ 200t
Balance, December -
Securities sold under agreements to repurc - - -
Federal funds purchas - - -
Federal Home Loan Bank advan $ 139,00( - 8 18,50(
Weighte(-average interest rate on balance, Decemb:-
Securities sold under agreements to repurc - - -
Federal funds purchas - - -
Federal Home Loan Bank advan 4.4% - 4.3(%
Maximum outstanding at any month e-
Securities sold under agreements to repurc = - 8 118,21!
Federal funds purchas $ 22,50 % 15,50 $ 17,00(
Federal Home Loan Bank advan $ 222,000 $ 44,000 $ 95,00(
Average daily amount outstandi-
Securities sold under agreements to repurc - - 8 16,09:
Federal funds purchas $ 7,19¢ % 2997 % 6,341
Federal Home Loan Bank advan $ 103,090 $ 8,241 % 47,397
Weightec-average interest rate on average daily amountandstg-
Securities sold under agreements to repurc - - 3.1&%
Federal funds purchas 5.31% 5.01% 3.28%
Federal Home Loan Bank advani 5.13% 4.7¢% 3.1%%
Selected Quarterly Financial Data (Unauditet
(dollars in thousands, except per share data)
2007 2006
1st 2nc 3rd 4th 1si 2nc 3rd 4th
Quarte Quarte Quarte Quarte Quarte Quarte Quarte Quarte
Interest incom $ 27,70¢ $ 2786 $ 2747: $ 2783 $ 24,08. $ 27,19¢ $ 26,27 $ 28,93¢
Interest expens 13,11¢ 12,82( 12,53¢ 12,23¢ 9,06: 10,99 11,00 13,19:
Net interest incom 14,58¢ 15,04« 14,93: 15,60( 15,01¢ 16,20¢ 15,26¢ 15,74:
Provision for loan and leas:
losses 1,574 627 652 1,61( 592 81t 78¢ 29t
Net interest income aft
provision
for loan and lease loss 13,01t 14,417 14,28( 13,99( 14,42" 15,39( 14,48: 15,44¢
Other income 1,357 1,431 1,30t 1,28¢ 1,47¢ 1,43: 1,40¢ 1,37:
Operating expenses (1) (2)
(3) 11,81t 14,56¢ 10,83: 14,70( 11,87 12,47¢ 12,48: 79€
Income before income taxe
1) 2 (3) 2,551 1,28 4,75% 574 4,03( 4,347 3,40¢ 16,02t
Provision for income taxes
(1) (2) 81C 352 1,67( 104 1,264 1,38: 1,024 12,64¢
Net income (1) (2) (3 $ 1,747 $ 93C $ 3,08: $ 47C  $ 2,766 $ 2,96 $ 2,38t $ 3,37¢
Basic earnings per commo
share $ 0.1z % 0.07 $ 02z $ 0.0z % 0.2t % 027 $ 021 $ 0.2¢
Diluted earnings per
common shar $ 0.1: $ 0.07 $ 02z $ 0.0: $ 024 $ 027 $ 02C $ 0.2¢

(1) 4th quarter 2006 amounts were impacted byeseétht of previously disclosed litigation and actnfaestimated state taxe

(2) 2007 amounts were impacted by Voluntary Exin@diw program expenses (2nd quarter) and legalréated to the purporte
shareholder derivative lawsuit (3rd and 4tarters).

(3) 4th quarter 2007 amounts were impacted by duelgill impairment accounting charc
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ITEM 1A. RISK FACTORS

The following is a summary of risk factors relevaotour operations which should be carefully revdéwThese risk factors do not necess
appear in the order of importance.

Banking laws and regulations could limit our access funds from the Bank, one of our primary sources liquidity.

As a bank holding company, one of our principalrses of funds is dividends from our subsidiari&hese funds are used to service our de
well as to pay expenses and dividends on our conmstamk. Our norconsolidated interest expense on our debt obligatwas $2.8 million ar
$2.5 million and our nomeonsolidated operating expenses were $16,000 ad@@1 in 2007 and 2006, respectively. State bankégulation
limit, absent regulatory approval, the Bank’s dends to us to the lesser of the Bank’s undividedifsrand the Banis retained net income for 1
current year plus its retained net income for treceding two years (less any required transfecafotal surplus) up to the date of any divid
declaration in the current calendar year. As alted the net operating loss we incurred in 20@&m 2005 through 2007 the Bank was require
obtain advance regulatory approval from the Bankegpartment to pay dividends to the Company. Aasfuary 1, 2008 the Bank is no lor
required to seek regulatory approval from the BagKdepartment to declare dividends. As of Janda008, a maximum of approximately ¢
million was available to the Company from the Baakording to these limitations.

Federal bank regulatory agencies have the authtwitprohibit the Bank from engaging in unsafe osaund practices in conducting
business. The payment of dividends or other teassdf funds to us, depending on the financial @¢@mof the Bank, could be deemed an un
or unsound practice.

Dividend payments from the Bank would also be grited under the “prompt corrective actiorégulations of the federal bank regulators it
Bank is, or after payment of such dividends woudd indercapitalized under such regulations. Intiadd the Bank is subject to restrictions ur
federal law that limit its ability to transfer fusar other items of value to us and our nonbankingsidiaries, including affiliates, whether in
form of loans and other extensions of credit, invents and asset purchases, or other transactiwod/ing the transfer of value. Unless
exemption applies, these transactions by the Baitlk ws are limited to 10% of the Bamsktapital and surplus and, with respect to all

transactions with affiliates in the aggregate, @8%620f the Banls capital and surplus. As of December 31, 200mMagimum of approximate
$28.0 million was available to us from the Bankading to these limitations. Moreover, loans artersions of credit to affiliates generally
required to be secured in specified amounts. AIsamansactions with its non-bank affiliates ak@ required generally to be on arrfésgtt
terms. We do not have any borrowings from the Bamk do not anticipate borrowing from the Bankhe future.

Accordingly, we can provide no assurance that weredeive dividends or other distributions fronetBank and our other subsidiaries.

Our other primary source of funding is our DRP, ethiallows existing stockholders to reinvest cashdeénds in our common stock and/o
purchase additional shares through optional cagbstiments on a quarterly basis. Shares are p@dhatsup to a 5% discount from the cur
market price under either plan option. No asswragzan be given that we will continue the DRP ot stackholders will make purchases in
future.

Commercial real estate and commercial business lp@&xpose us to increased lending risks.

Commercial real estate and commercial and induist@ens comprise the majority of our loan portfolidt December 31, 2007, our portfolio
commercial and industrial loans totaled approxirya$823 million and our commercial real estate amounted to approximately $434 milli

in comparison to total loans of $1.0 billion. Commngial loans generally expose a lender to greassr af non-payment and loss than non-
commercial loans because repayment of commeraaisi@ften depends on the successful operation astd flow of the borrowers. Such lo.
also typically involve larger loan balances to $ngorrowers or groups of related borrowers congpémenoneommercial loans. Consequently
adverse development with respect to a commercihlagtate loan or commercial business loan cansexps to a significantly greater risk of |
compared to an adverse development with respeztitoneommercial loan. Commercial real estate loans pragent special lending risks ¢
may expose lenders to unanticipated earnings guithtsolatility due to adverse changes in the geheommercial real estate market.
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Our results of operations are affected by econoroanditions in the New York metropolitan area and tienally.

Our operations are located almost entirely in NewvKy with close to 100% of our loan portfolio asldécember 31, 2007 derived from operat
in Nassau, Suffolk and Queens counties. As a treduhis geographic concentration, our resultopérations largely depend upon econc
conditions in this area.

There has been a deterioration in the real estatkehon a nationwide basis, which has resultea decline of residential real estate values ii
New York metropolitan area. Decreases in realtestalues could adversely affect the value of prigpased as collateral for our loans.
assurance can be given that the original appraiakdes are reflective of current market conditioftse second half of 2007 was highlightec
significant disruption and volatility in the finaiat and capital marketplaces. This turbulencelieen attributable to a variety of factors, inclyg
the fallout associated with the subprime mortgageket. One aspect of this fallout has been sicguifi deterioration in the activity of t
secondary residential mortgage market. The dimmgthave been exacerbated by the continued degfitiee real estate and housing mar
along with significant mortgage loan related lossesirred by many lending institutions. The turhioi the mortgage market has impacted
global and domestic markets and has led to a #ignif decline in economic growth during the sectiatf of 2007 and a national econo
bordering on recession.

Adverse changes in the economy caused by inflatemession, unemployment or other factors beyomdontrol may also have a negative ef
on the ability of our borrowers to make timely lgaeyments, which would have an adverse impact oreatnings. Consequently, deterioratio
economic conditions, particularly in the New Yorletmopolitan area, could have a material adverseadainpn the quality of our loan portfol
which could result in an increase in delinquendessing a decrease in our interest income, as agelin adverse impact on our loan
experience, causing an increase in our allowanct&n losses. Such deterioration could also ahlgrimpact the demand for our products
services, and, accordingly, our results of openatio

The Bank makes various assumptions and judgmentst dfoe collectibility of our loan and lease politicand provides an allowance for loan
lease losses based on a number of factors. Iffaluaforeseen and/or uncontrollable circumstanttese are changes to the variables upon v
our assumptions are made, the allowance for loanlease losses may not be sufficient to cover ossds and could require us to chanffea
higher percentage of our loans and leases andioeaee our allowance for loan and lease losseshwhduld reduce our income. During 2C
we experienced an increase in non-performing l@amsnet loan chargeffs. No assurance can be given that these conditwill improve or wil
not worsen or that such conditions will not resala further increase in delinquencies, causin@eaeahse in our interest income, or contint
have an adverse impact on our loan loss experieacsjng an increase in our allowance for loanlease losses.

Recent purported shareholder derivative litigatiagainst the Company and our directors and officemsay result in a material addition:
expense to the Company and cause our directors affiders to devote substantial time and attentianthe defense of the litigation.

On July 18, 2007, the Company was served with argams and Complaint in a purported shareholder dévie lawsuit, filed in the Suprer
Court of the State of New York, County of Nassandéix No. 07012411) by persons identifying themselves as sloddels of the Company a
purporting to act on behalf of the Company, namiing Company as a nominal defendant and certaimefCtompanys current and form
directors and officers as defendants. The lawsléges, among other things, (1) that the defendasttors and officers breached their fiduc
duty to the Company in connection with the Compangreviously disclosed dealing with Island Mortgagetwork, Inc., which resulted
litigation in the United States District Court fibre Eastern District of New York (the “IMN Matterdnd (2) that the directors engaged in corpt
waste by awarding bonuses to certain officers wadigpated in the IMN matter and by offering a wolary exit window program to cert:
officers who participated in the IMN matter. The@mt of damages claimed was not specified in thea@aint. If the plaintiffs prevail against t
defendant directors and officers it is possible gwech directors and officers could be entitlednidemnification from the Company for all o
portion of such damages. While we cannot predictderermine the outcome of this litigation, the poE expenses, including possi
indemnification costs, associated with the litigatmay be material and our officers and directoay meed to devote a substantial amount of
time and attention to the defense of the litigatibiegal expenses in 2007 included $1.9 milliowminside counsel fees relating to this matter.
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Changes in economic conditions or interest ratesymeegatively affect our earnings, capital and liglity.

The results of operations for financial institusorincluding the Bank, may be materially advers#fected by changes in prevailing local

national economic conditions, including declinesréal estate market values, rapid increases oredses in interest rates and changes i
monetary and fiscal policies of the federal govezntn Our profitability is heavily influenced byetspread between the interest rates earn
investments and loans and the interest rates paideposits and other interdstaring liabilities. Like most banking institut@nour net intere
spread and margin will be affected by general enbo@onditions and other factors that influence ketinterest rates and our ability to resp
to changes in such rates. At any given time, @sets and liabilities may be affected differentlyachange in interest rates. We expect
interest rate spreads will continue to tighten ttueompetitive pressures, resulting in a narrowdhgur interest rate margin on most loan and |
offerings. Funding costs are expected to rise #ligturing 2008 as competitive pressures are exgett push up deposit rates and the conti
disintermediation of low cost core deposit balarioés CD products remains a factor. We expect thetwithstanding the shape of the yield cu
our net interest margin may decline modestly in@80m current levels. Should the economy expegea prolonged slowdown resulting in
Federal Reserve lowering interest rates furthermag experience a more significant decline in @trinterest margin.

Strong competition within our market areas could hwur profits and slow growth

The New York metropolitan area has a high denditfinancial institutions, a number of which are rsficantly larger and have greater finan
resources than we have, including access to capital as such, may have higher lending limits amy wffer other services not offered
us. Additionally over the past several years, aasilarge out-oftate financial institutions have entered the NewrkYmetropolitan are
market. All are our competitors to varying degrees

We face intense competition in making loans anchetihg deposits. Our competition for loans, blaitally and nationally, comes principe
from commercial banks, savings banks, insurancepemies, credit unions and money market funds. ,Adsoa result of the deregulation of
financial industry, we also face competition frother providers of financial services such as cafand government securities funds as wi
from other financial intermediaries such as brogerfirms and insurance companies.

Changes in banking laws could have a material adseeffect on us.

We are extensively regulated under federal ane diahking laws and regulations that are intendédapily for the protection of deposito
federal deposit insurance funds and the bankintesyas a whole. In addition, we are subject tangba in federal and state tax laws as we
changes in banking and credit regulations, accogrprinciples and governmental economic and mopngdalicies. We cannot predict whet
any of these changes may materially adversely tafisc Federal and state banking regulators alssgss broad powers to take enforcel
actions as they deem appropriate. These enforceasions may result in higher capital requiremehigher insurance premiums, limitations
our activities, the timing and amount of dividenalyments, the classification of assets and the keshatent of adequate loan loss reserve:
regulatory purposes, that could have a materiatveffect on our business and profitability.atidition, we must comply with significant anti-
money laundering and artisrorism laws. Government agencies have subatadiscretion to impose significant monetary pepaltor
institutions which fail to comply with these laws.
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We continually encounter technological change, amday have fewer resources than our competitors tatawue to invest in technologici
improvements.

The banking industry is undergoing rapid technatebchange with frequent introductions of new tesbgy-driven products and services.
addition to better serving customers, the effectige of technology increases efficiency and enafibescial institutions to reduce costs. |
future success will depend, in part, on our abiityaddress the needs of our customers by usimmaémgy to provide products and services
will satisfy customer demands for convenience all as create additional efficiencies in our opemas. Many competitors have substanti
greater resources to invest in technological impnoents. There can be no assurance that we wiklbe to effectively implement ne
technology-driven products and services or be ssfukin marketing such products and services tacaatomers.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

The following table sets forth certain informatiaating to properties owned or used in the Com|saognking activities ¢

December 31, 200°

Location Owned or Leasec Lease Expiration Date Renewal Terms

Main Office:

699 Hillside Avenue Building owned, land lease 3/27/200¢ One ter-year renewal optio
New Hyde Park, N\

Executive, Lending and

Administrative Facilities:

Two Jericho Plaz Leasec 3/31/2012 None

Jericho, NY

Nassau County Branch Offices

222 Old Country Roa Leasec 4/30/201C One ter-year renewal optio
Mineola, NY and two five-year renewal option
339 Nassau Bouleval Owned N/A N/A

Garden City South, N

501 North Broadwa Leasec 10/31/2011 Two twelve-year renewal option
Jericho, NY

135 South Stree Owned N/A N/A

Oyster Bay, NY

2 Lincoln Avenue Leasec 5/31/200¢ None

Rockville Centre, NY

960 Port Washington Bouleva Leasec 4/24/2012 Four five-year renewal option
Port Washington, N\

1055 Old Country Roa Leasec 6/30/201E Two five-year renewal option
Westbury, NY

Suffolk County Branch Offices:

27 Smith Stree Leasec 10/31/2012 One five-year renewal optio
Farmingdale, NY

740 Veterans Memorial Highwe Leasec 6/30/201C One tel-year renewal optio
Hauppauge, N\

580 East Jericho Turnpit Leasec 12/31/200¢ None

Huntington Station, N\

4250 Veterans Memorial Highwz Leasec 12/31/200¢ Two five-year renewal option
Holbrook, NY

234 Route 25/ Leasec 5/31/201C One five-year renewal optio
East Setauket, N'

Queens County Branch Offices

49-01 Grand Avenu Leasec 4/30/2011 One five-year renewal optio
Maspeth, NY

75-20 Astoria Boulevart Leasec 5/30/2011 One five-year renewal optio
Jackson Heights, N

21-31 46th Avenu Leasec 1/31/2011 None

Long Island City, NY

New York County Branch Office:

780 Third Avenue Leasec 12/31/2017 None

New York, NY

Subsidiary and Other Facilities:

501 Silverside Roa Leasec 7/31/200¢€ One-year renewal option
Wilmington, DE

100 Jericho Quadrang Leasec 12/31/200¢ None

Jericho, NY

716 N. Bethlehem Pik Leasec 8/31/2008 One-year renewal option

Lower Gwynedd, P/
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The fixtures and equipment contained in these dipgréacilities are owned or leased by the Banke Tompany considers that all of its premi
fixtures and equipment are adequate for the conafuitt business.

ITEM 3. LEGAL PROCEEDINGS

New York State Department of Taxation and Finanoicl of Deficienc

In 2005, the Company received a notice of defigieinom the New York State Department of Taxationd &nance (the “Tax Departmentiith
respect to New York State franchise tax for theryeended December 31, 1999, 2000 and 2001. TheDegartment contended that
Companys tax liability should have been increased by $bilBon (including $1.9 million in interest and $million in penalties) based on th
assertion that SB Financial and SB Portfolio (tBelaware Subsidiaries”yyhich are organized and operated entirely outsfdbe State of Ne'
York, should be included in the CompasyNew York State combined franchise tax reportssupport of the deficiency assessment the
Department allegednter alia, that the transfer of assets to, and the opemtiénthe Delaware Subsidiaries were for tax avoiégourposes on
and lacked economic substance, and that the Deda@albsidiaries met the statutory requirementsrfolusion with the Compang’income fo
calculation of the Company’New York State taxes. After deducting the estdafederal tax benefit of $1.8 million arising frothis, the
Company’s net tax liability for years 1999 throug®01 would have been approximately $3.5 millioras&d on the Tax Departmengssertin
the same position for calendar years 2002 thro@§i6 2Zmanagement estimated that the additional fiaadax liability for these years would hi
been $6.7 million (including $1.2 million in intesttand $0.5 million in penalties). After deductiihg estimated federal tax benefit of $2.3 mil
arising from this, the Company’s net tax liabilfor years 2002 through 2006 would have been appratdly $4.4 million.

Following a lengthy fourtlguarter 2006 management review of the issues iedoiw this matter, including an assessment ofikeaf an advers
outcome and a projection of the substantial time @ost to litigate, the Company established a vesef $10 million during the fourth quarter
2006 (before federal tax benefit) for the potentid liability. This reserve was established coasity the deficiency notice covering the 1999-
2001 periods in the amount of $5.3 million (beftederal tax benefit) and assumed that the Tax Deyeaat would likely assert the same cla

for the calendar years 2002-2006.

Beginning on January 1, 2007, the Company begaimdiode earnings of the Delaware Subsidiaries forppses of its financial statem
provision for New York State taxes. The impactho$ inclusion for the year ended December 31, 2083 immaterial to the financial statem
and earnings per share. In order to limit theustay interest , which accrues at a rate ranginoghf6% to 10%pn the amounts of franchise ta
in dispute, the Company remitted $9.2 million te ax Department in 2007 for the period 1999-2006.

In December 2007, the Company executed a tax ¢gJagijneement with the Tax Department which congtitw final and conclusive settlemen
the previously reported audit covering the 1289®1 period and all subsequent years through 200&. final settlement was for an amount
than the reserve previously accrued in the fouddrigr of 2006 and resulted in a reduction of teen@anys full year 2007 provision for incor
taxes.

Purported Shareholder Derivative S

On July 18, 2007, the Company was served with argams and Complaint in a purported shareholder dévie lawsuit, filed in the Suprer
Court of the State of New York, County of Nassaudéx No. 07012411) by Ona Guthartz, First Wall Securities,. laod Alan Guthartz
custodian for Jason Guthartz, identifying themselas shareholders of the Company and purportimgtton behalf of the Company, naming
Company as a nominal defendant and certain of tregainys current and former directors and officers asmtddats. The lawsuit alleges, am
other things, (1) that the defendant directors affiters breached their fiduciary duty to the Compan connection with the Comparsy’
previously disclosed dealings with Island Mortgagetwork, Inc. and the resulting litigation in thenitéd States District Court for the East
District of New York (the “IMN Matter”)and (2) that the directors engaged in corporatetevbg awarding bonuses to certain officers
participated in the IMN Matter and by offering alwmatary exit window program to certain officers wparticipated in the IMN Matter, each
which have been previously disclosed by the Compaty amount of damages was not specified in the@aint.
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At the Companys Board of Directors meeting held on July 24, 2G0D3pecial Litigation Committee of the Board of €itors was established
examine the merits of the allegations made in #vestit. The current members of the Special LitaaCommittee are Nicos Katsoulis and
Honorable John J. LaFalce.

The lawsuit is pending. The directors and officeubject to the lawsuit may, subject to certaindittons, be entitled to indemnification by
Company for all or a portion of any expenses osdssincurred by such directors and officers in eation with the lawsuit. While we cani
predict or determine the outcome of this lawstig¢ potential expenses, including possible indermation costs, associated with the litigation |
be material. For the twelve months ended Decer8heR007, the Company incurred $1.9 million in legegpenses related to this lawsuit.
costs incurred to date have been recognized i€tmpanys financial statements. At December 31, 2007, thasebeen no accrual establishec
any liability that may arise from this matter, h@s any receivable been established for potensakance reimbursement of bills incurred to date.
Other

The Company and the Bank are subject to legal pdings and claims that arise in the ordinary coofdmisiness. In the opinion of managen
the amount of ultimate liability, if any, with resgt to such matters will not materially affect figwperations and will not have a material im
on the Company'’s financial statements.

ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of stolddns during the quarter ended December 31, 2007.

PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

At December 31, 2007, the approximate number oftggtockholders was as follows:

Title of Class: Common Stock
Number of Record Holders: 1,4

The Companys common stock trades on the NASDAQ Global Marketen the symbol STBC. The approximate high anddtnging prices fc
the Company’s common stock for the years ended iBbee 31, 2007 and 2006, were as follows:

2007 2006
High Clost Low Close High Clost Low Close
1st Quarte $ 22.1¢ % 18.6(C $ 19.02 $ 14.17
2nd Quarte $ 20.3¢  $ 16.67 $ 17.2¢ $ 14.2¢
3rd Quartel $ 16.8: $ 15.0C $ 20.9C $ 17.2:¢
4th Quarte $ 16.6t $ 12.9: $ 20.1C % 17.2(
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The Companys primary funding sources are dividends from thekBand proceeds from the DRP. Certain regulatggnaies impose limitatio
on the declaration of dividends by the Bank. Urttiese limitations, at December 31, 2007, no diviteecould be declared without prior appre

of the Banking Department. As of January 1, 200@ Bank is no longer required to seek regulatpproval to declare dividends. 1
Company’s Board declared a cash dividend of $0ef5pare at its January 29, 2008 meeting. Theviillg schedule summarizes the Company’
dividends paid for the years ended December 317 20@d 2006:

Cast

Dividends

Paid Pe

Commot

Record Datt Dividend Payment Dat Shart
November 16, 200 December 10, 200 $ 0.1¢
August 17, 200° September 10, 20( $ 0.1t
March 23, 200" April 9, 2007 $ 0.1
December 4, 200 December 22, 200 $ 0.1¢
August 25, 200t September 8, 20C $ 0.1t
May 8, 200¢€ June 9, 2001 $ 0.1¢
December 16, 200 January 6, 200 $ 0.1t

The Company did not repurchase any of its commoakstiuring 2007. In 1998, the Board authorizedogksrepurchase program enabling
Company to buy back up to 50,000 shares of its comstock. Subsequently, the Board authorized @s@e in the Compars/'stock repurcha
program that now enables the Company to buy bacto @pcumulative total of 1.5 million shares of é@mmon stock. The repurchases ma
made from time to time as market conditions peratitprevailing prices on the open market or in qély negotiated transactions. The proc
may be discontinued at any time. At December 8072512,348 shares were still available for repase under the existing plan.

The following Performance Graph compares the yepeicentage change in the Compangumulative total stockholder return on its com

stock with the cumulative total return of the NASQAMarket Index and the cumulative total returnssixty-eight (68) Northeast NASDA
Banks.
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COMPARES-YEAR CUMULATIVE TOTAL RETURIY
AMONG STATE BANCORF, IMC.,
MASDAQ MAREETIMDEX AMND PEER. GROTP INDEX
(assumes $100 invested on Jan. 1, 2003, dividends reinvested and fiscal year ending Dec. 31, 2007)
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—#— Ctate Bancorp, Ine. —%— Peer gronp index —&— NASDAD market index
2002 200¢ 2004 200t 200¢ 2007
State Bancorp, In $100.0 $145.6 $177.6 $133.5 $155.9 $109.1
Peer group inde 100.0 132.1 148.5 137.8 151.3 123.9
NASDAQ market indes 100.0 150.3 163.0 166.5 183.6 201.9

ITEM 6. SELECTED FINANCIAL DATA

The Company’s selected financial data for thefiastyears follows:
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As of or for the Fiscal Year Ended
December 31 2007 2006 2005 2004 2003

OPERATING RESULTS

Interest incom $ 110,880,37 $ 106,489,33 $ 83,420,46 $ 70,037,110 $ 64,682,87
Interest expens $ 50,714,99 $ 44,252,82 $ 24,901,49 $ 12,80055 $ 11,534,97
Net interest incom $ 60,165,38 $ 62,236,51 $ 58,518,97 $ 57,236,55 $ 53,147,89
Provision for loan and lease los: $ 4,463,500 $ 2,489,99 $ 3,650,00 $ 4,506,000 $ 3,935,00
Net interest income after provisit

for loan and lease loss $ 55,701,88 $ 59,746,51 $ 54,868,97 $ 52,730,55 $ 49,212,89
Other income $ 5,376,00 $ 5,690,76 $ 5,810,46 $ 7,050,92! $ 9,142,92
Operating expenst $ 51,912,86 $ 37,626,46 $ 124,640,68 $ 41,04323 $ 41,089,08
Net income (loss $ 622947 _ $ 11,49387 __ $ (36,548,25) $ 13,376,00 $ 12,015,17
COMMON SHARE DATA
Basic earnings (loss) per common shar

(1) $ 0.4t $ 1.0Z $ (3.39) $ 122§ 1.13
Diluted earnings (loss) per common

share (1, $ 0.4t $ 1.0C $ (3.39) $ 12C $ 1.1C
Stock dividends/split - - 20% (2) 5% 5%
Cash dividends per common share $ 04t _ $ 04t _ $ 058 _ $ 0.4t $ 0.44
FINANCIAL POSITION
Total asset $1,628,014,41 $1,788,722,47 $1,598,152,51 $1,437,290,96 $1,441,000,36
Total loans and leases ( $1,041,009,39 $ 983,724,777 $ 892,021,54 $ 778,191,22 $ 711,216,13
Total deposit: $1,329,939,11 $1,566,183,47 $1,411,573,94 $1,269,634,07 $1,216,286,90
Total stockholders' equit $ 113,637,66 $ 104,140,51 $ 56,422,11 $ 101,049,84 $ 94,711,522
Weighted average number of comn

shares outstanding (1) ( 13,738,10 11,227,27 10,996,60 10,827,81 10,678,93
OTHER DATA
Return on average total ass 0.37% 0.6&% (2.41%) 0.9(% 0.8%
Return on average total stockholders'

equity 5.7(% 18.3% (36.35%) 13.7"% 13.18%
Tier | leverage rati 7.05% 6.3(% 4.3(% 7.82% 8.0&%
Net interest margil 3.82% 4.01% 4.17% 4.22% 4.31%
Operating efficiency ratio (£ 77.%% (6) 54.€% (7) 192.5% (8) 64.2% 70.7%
Dividend payout ratic 100.0% 43.9%% N/M * 38.98% 38.68%
Average equity to average ass 6.6:% 3.71% 6.62% 6.5€% 6.7%

(1) Retroactive recognition has been given forlsttigidends and splits

(2) 6 for 5 stock split in 2005 effected in a mansienilar to a 20% stock dividen

(3) Net of unearned income and before allowancédomm and lease losse

(4) Amount used for earnings per common share cdatipa.

(5) Operating expenses divided by the sum of net@st income and other income (excluding net sgogains/losses’

(6) Ratio includes $3.1 million of Voluntary ExitMfow program expenses, $2.4 million goodwill impant charge and $1.9 million of le¢
fees related to the purported shareholder derigdéiwsuit.

(7) Ratio includes $12.1 million reversal of prewsty accrued IMI-related expense

(8) Ratio includes $74.2 million expense accrubdtes] to IMN adverse jury verdic

* N/M - denotes not meaningft

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Forward Looking Statements

The Company’s 2007 performance is discussed inildatathe following pages. Certain statements ad in this discussion are “forward-
looking statements” within the meaning of the Ptwv&ecurities Litigation Reform Act of 1995. Wordach as “may,” “could,” “should,”
“would,” “believe,” “anticipate,” “estimate,” “exp&,” “intend,” “plan,” “project,” “is confident thg” and similar expressions are intende
identify these forward-looking statements. Thesavérd{ooking statements involve risk and uncertainty anhriety of factors that could cal
the Company’s actual results and experience tedifiaterially from the anticipated results or otk&pectations expressed in these forward-
looking statements. The Compasyability to predict results or the actual effe€future plans or strategies is inherently uncertatactors thi
could have a material adverse effect on the omeratdf the Company and its subsidiaries includé¢,dve not limited to, changes in: mai
interest rates, general economic conditions, latjis/regulatory changes, monetary and fiscal pdiof the U.S. Government, the quality
composition of the loan and lease or investmentf@ays, demand for loan and lease products, denfanfinancial services in the Compasy’
primary trade area, litigation, tax and other ragpiy matters, accounting principles and guidelim¢ser economic, competitive, governmel
regulatory and technological factors affecting @@mpan’s operations, pricing and services and those dskailed in the compa’s periodi



reports filed with the Securities and Exchange Cdsaion (“SEC”).
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Executive Summary

The Company is a onlgank holding company, which was formed in 1986e Tompany operates as the parent for its whollyealhwsubsidian
State Bank of Long Island and its subsidiaries (B&nk”), a New York State chartered commercial bbémunded in 1966, and the Company’
unconsolidated wholly owned subsidiaries, Statec®gm Capital Trust | and State Bancorp Capital Ttugcollectively the “Trusts”),entities
formed in 2002 and 2003, respectively, to issusttpueferred securities. The income of the Compamyincipally derived through the operat
of the Bank and its subsidiaries, SB Portfolio, SBancial, SWLC, New Hyde Park Leasing Corp. andCB&E Corp.

The Bank serves its customer base through sixtgdeedrvice branches and a lending center in JeriblY. Of the Banks branch locations, eic
are in Nassau County, five are in Suffolk Countd #émree are in Queens County. In February 20@8B#mnk opened a corporate banking bri
in Manhattan. The Bank offers a full range of hagkservices to corporations, municipalities, sm@l mediumsized businesses &
individuals. Retail and commercial products inéuthecking accounts, NOW accounts, money marketuets, savings accounts, certificate
deposit, individual retirement accounts, commertahns, construction loans, home equity loans, ceraial mortgage loans, consumer lo.
small business lines of credit, equipment leasash enanagement services and telephone and onlitkénba In addition, the Bank also provi
access to residential loans, annuity products, atditunds and a wide range of wealth managemenfinadcial planning services. The Company’
loan and lease portfolio is concentrated in commernd industrial loans and commercial mortgadése Bank does not engage in subpi
lending and does not offer payment option ARMs egative amortization loan products.

SB Portfolio and SB Financial are each wholly owsalsidiaries of the Bank. SB Portfolio providegeistment management services to the |
while SB Financial provides balance sheet managemenvices such as interest rate risk modelingetdsbility management reporting &
general advisory services to the Bank. The Compalag owns SWLC, a nationwide provider of businegsipment leasing that has b
conducting business for over thirty years. The @any recently made the strategic decision to et leasing business, and is in ac
discussions to sell SWLC for an amount that appnaxés tangible book value to an outstdite firm whose main focus is the equipment lay
business.

FINANCIAL PERFORMANCE OF STATE BANCORP, INC

(dollars in thousands, except per share ¢ Over,
(under
As of or for the years ended December 2007 200¢€ 200¢€
Revenue (1 $ 65,541 $ 67,92¢ (4)%
Operating expenst $ 51,91¢ $ 37,62¢ 38%
Provision for loan and lease los: $ 4,46 % 2,49( 79%
Net income $ 6,22¢ $ 11,49¢ (46)%
Net income per sha- diluted $ 04t % 1.0C (55)%
Dividend payout ratic 100.0% 43.9% 5,61 bp
Return on average total stockholders' eq 5.7(% 18.3%% (1,269bp
Tier | leverage ratit 7.03% 6.3(% 73 bp
Tier | risk-based capital rati 10.0%% 9.48% 56 bp
Total risk-based capital rati 12.11% 11.58% 53 bp

bp - denotes basis points; 100 bp equals
(1) Represents net interest income plus totalrdtte®me.
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As of December 31, 2007, the Company, on a coreseliibasis had total assets of approximately $llién total deposits of approximately $:
billion and stockholdersequity of approximately $114 million. Unless thentext otherwise requires, references herein taCth@pany include tt
Company and its subsidiaries on a consolidatedbasi

For the year ended December 31, 2007, the Companorded record levels of loans and leases and tsititdes’ equity. In 2007, a number
significant strategic initiatives across the orgation were implemented to comprehensively additesshallenges that curtailed the Company’
strategic growth and profitability in recent yeaffiese initiatives centered on a restructuring rdfcal areas of the Company, resulting in
realignment of resources, combined with the addlitid several individuals in key management pos#tidhroughout the Company. Th
investments have resulted in a solid foundationnuptrich we can effectively execute our strategianpl for future growth. The aggress
realignment of our organizational structure hasvedld us to more efficiently pursue our businessvgitmpportunities. Compared with the fot
quarter of 2006, fultime equivalent head count, including the impactttef intended sale of the leasing business conduti®ugh SWL(
discussed below, is projected to be down by 47486.1 The Company has also strengthened its cogpgmaternance and internal controls thrc
the appointment of a General Counsel, Chief Audi@omptroller, BSA Officer, Information Security fifer and Security Director. T
marketing and planning functions have also beegngthened with the appointment of a Chief Marketmgl Corporate Planning Officer. 1
Company also appointed a Director of Credit Revée, during the fourth quarter, we completed araastive assessment of our technology
operational infrastructure and appointed a Chiédrimation Officer to implement system enhancemémtsupport our future expansion.

The Company recently concluded a comprehensiveewewf its wholly owned subsidiary SWLC. After carly assessing its availat
alternatives, the Company has made the strategiside to exit the leasing business, and is invactliscussions to sell the leasing busi
conducted through SWLC to an outsthte firm whose main focus is the equipment leabimsiness. The Company chose this course of aict
order to significantly reduce its operating expenseprove its operating efficiency ratio and tormeffectively allocate capital resources tc
core commercial lending and branch banking operatidhe decision to exit the leasing business semts the final phase of our corpo
restructuring and allows the Company to redeplay dapital resources formerly committed to the leg@siperation towards its core commer
lending and branch banking operations. The divestexpected to be completed in the second quaft20@8, will result in a decrease in
interest income of approximately $4 million, an aahoperating expense savings to the Company afoappately $3 million and an improv
operating efficiency ratio. As a result of this d#an, the Company recorded a goodwill impairmesttaainting charge of $2.4 million in 2007
accordance with Statement of Financial Accountitgn8ards (“SFAS”No. 142, representing the entire remaining goodbéllance resultir
from the 2001 acquisition of SWLC.

The Company has experienced deposit and loan gripiessures that are expected to continue into .2088 Company is facing an e
expanding array of competitors for its very attraetcore niche of small business, middle market mential and industrial and municij
customers. These competitors are entering the npdake through de novo branching, acquisitions strategic alliances. The Company rem
focused on expanding its core commercial businelssienships, expense reduction initiatives, capitanagement and strategies to improve non:
interest income generation. The Company expect®mtinue to expand its staff of professional baskerseveral areas to achieve the foreg
objectives. We anticipate that future industry adioltion should provide the Company with the oppoity to add experienced, relationship-
oriented bankers to its staff to support futurenghoand market penetration. Having successfully geted a senior management transition e:
this year, the Company is poised to remain focusethe basics of commercial banking: loan grow#pasit generation, increased market sl
improved operational efficiency and enhanced btauittling.

29




The Company recorded net income of $6.2 millior2@®7 versus $11.5 million in 2006. The reductiomeét income during 2007 results fr
several factors, most significantly a reductiomat interest income combined with lower niaterest income and increases in the provisiol
loan and lease losses and total operating expeRsesally offsetting these unfavorable varianae2007 was a reduction in the provision
income taxes. Basic earnings per common share .db%0ere recorded in 2007 versus $1.02 a year @Risted earnings per common shar
$0.45 and $1.00 were recorded in 2007 and 2006ectisely. The reduction in net interest income2B07 is attributable to a 19 basis p
decline in the Company’s net interest margin, gy continued loan and deposit pricing presstire decline in nomaterest income in 2007
due to reductions in deposit service charges cdupléh an increase in net security losses, offsetiglly by increased earnings from bank ow
life insurance. The increase in the provision fan and lease losses in 2007 is a result of higbecharge-offs combined with increases in non-
performing and classified assets. The increasetal bperating expenses in 2007 is primarily theulteof higher salaries and other emplc
benefits, legal expenses and the previously meadiggoodwill impairment accounting charge. The iaseein salaries and other employee ber
in 2007 is predominately due to the dimae charge pertaining to termination costs assediavith those employees who participated in
Voluntary Exit Window program, details of which weereported in the Company’s FornKs8filing with the SEC on June 5, 2007. The Boar
Directors took this action to increase operatinficieihcy, among other reasons, by reducing overlezsds as part of an ongoing prograr
improve profitability. Legal expenses increased2id07 compared to 2006 largely due to a $12.1 millreversal of previously accru
compensatory damages and interest recorded in 20&@d to the Island Mortgage Network, Inc. (“IMNitigation settlement. As reported it
Form 8-K filing with the SEC on July 24, 2007, tBempany is a nominal defendant in a purported $twdder derivative lawsuit (see Partém
3.-“Legal Proceedings”). The 2007 legal expensekide outside counsel fees of $1.9 million relatioghis matter.

REVENUE OF STATE BANCORP, INC

(dollars in thousands Over,
(under
For the years ended December 2007 200¢ 200¢
Net interest incom $ 60,16 $ 62,237 (3)%
Service charges on deposit accol 2,09¢ 2,39¢ (13)%
Net security losse (219 (69) N/M(1)
Income from bank owned life insuran 1,11¢€ 1,011 10%
Other operating incom 2,38( 2,35( 1%
Total revenue $ 65,54. $ 67,92¢ (“%

(1) N/M - denotes not meaningft

Total assets of the Company were $1.6 billion atedaeber 31, 2007 compared to $1.8 billion at Decerithe2006. This decrease was princig
attributable to a reduction of $110 million in theailable for sale securities portfolio, substdhtidue to a net reduction in Government age
securities, coupled with declines in overnight siims purchased under agreements to resell aretdetlinds sold of $70 million and $29 millic
respectively. The foregoing reductions resulteddly from the funding of the $65 million IMN judgmt, the withdrawal of seasonal deposit
municipal entities and the maturities of promotiorete retail CDs. At December 31, 2007, total dafsowere $1.3 billion compared to $
billion at December 31, 2006. Short-term borrowedds, consisting primarily of Federal Home Loan IBaf New York (“FHLB") advance:
totaled $139 million at December 31, 2007, compaoedo such borrowings at December 31, 2006. Theease in borrowings was a replacer
for higher-cost maturing retail CDs and municipapdsits.

As a result of the decrease in the Compamgt income in 2007 versus 2006, return on aveaagets declined to 0.37% in 2007 from 0.68'
2006. Reflecting the 2007 decline in net income amdincrease in average shareholdeslity in 2007 versus 2006, return on ave
stockholders’equity declined to 5.70% in 2007 from 18.39% in @0Due to the combined effect of the interest mtgironment prevailing
2007 coupled with competition in both loan and defppricing, the Companyg’net interest margin narrowed by 19 basis pon3.82% in 200
versus 4.01% in 2006.
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The Companys primary market area of Nassau, Suffolk and Qué&msities provides tremendous opportunity for deégyewth and commerci
and industrial lending. Over five million peoplgd and work in the treounty area and over 137,000 businesses are lobated The rece
decline of the real estate market does not apjpebate impacted the Company to any significant ekegiuring 2007; however, management
staff at the Company continue to monitor this madiesely. To date, we have not experienced an radvimpact from the subprime mortg
crisis since, by policy, we do not engage in subprlending. Further, the primary focus of the Conypsa loan portfolio is commercial real est
and commercial and industrial loans with residérnéading constituting approximately 10% of our hoportfolio at December 31, 2007. Lc
demand was stable in 2007 and the Company is ptisexlpand its loan portfolio in 2008. The averagéance of total loans and leases for &
increased by 7% versus 2006. The Comparsgcurities portfolio contains no subprime strredudebt, exotic structures or other hard to v
instruments. At December 31, 2007, the market valuthe securities portfolio represented 100.2% @bk value. Additionally the Comparyy’
liquidity remains strong as a result of our stabé&posit base, ample borrowing capacity securedidudl assets and other funding sour
Management of the Company is aware, however, tbah@amic conditions are inextricably linked to bdtie outlook for interest rates
consumer and business confidence. Business expaskawed signs of weakness in 2007, with some enimt® predicting a downturn in t
national economy in 2008. This outlook, in conjumatwith the volatility of world events, the uncairt outlook for a sustained return to a n
traditionally shaped vyield curve and the uncertaing-term outlook for the real estate values, magult in negatively impacted net@rm
economic growth in the Company’s trade area.

Recognizing the economic uncertainty previouslyedotwe expect to achieve modest loan growth incoue competencies of commercial
industrial credits and commercial mortgages in 2008 expect that interest rate spreads will camtito tighten due to competitive presst
resulting in a narrowing of our interest rate margh most loan and lease offerings. Funding castseapected to rise slightly during 200¢
competitive pressures are expected to push up deptess and the continued disintermediation of gt core deposit balances into CD proc
remains a factor. We expect that, notwithstandiregitnproved shape of the yield curve, our net @gemargin may decline modestly in 2008 f
current levels.

It is management’s intent for the Company’s branetwork to provide funding to support anticipatedet growth, supplemented with shtentm
borrowings as needed. The Company will continupuisue product delivery and back office expensecatains and operating efficiencies al
with revenuegenerating sales initiatives to improve net incorBeme of these initiatives may result in the ossuce of initial implementatic
costs to allow the realization of longer term finh benefits.

Critical Accounting Policies, Judgments and Estimats

The discussion and analysis of the financial comliand results of operations of the Company aseth@n the Consolidated Financial Statem
which are prepared in conformity with accountin@piples generally accepted in the United State&rérica. The preparation of these finan
statements requires management to make estimasassumptions affecting the reported amounts ottssdiabilities, revenues a
expenses. Management evaluates those estimatessumahptions on an ongoing basis, including theksgad to the allowance for loan and le
losses, income taxes, other-th@mporary impairment of investment securities aecbgnition of contingent liabilities. Managemeratsbs it
estimates on historical experience and variousrdtmetors and assumptions that are believed toebsanable under the circumstances. 1
form the basis for making judgments on the carryiatye of assets and liabilities that are not fgaaparent from other sources. Actual res
may differ from those estimates under differentiagstions or conditions.

Allowance for Loan and Lease Loss

In management’s opinion, one of the most criticedcanting policies impacting the Compasiffinancial statements is the evaluation of
allowance for loan and lease losses. Managemeefullg monitors the credit quality of the loan aledise portfolio and charges off the amo
of those loans and leases deemed uncollectiblenaljiement evaluates the fair value of collaterapsumg any impaired loans and leases u
independent appraisals and other measures of d#iev This process involves subjective judgment$ assumptions and is subject to che
based on factors that may be outside the contriieeCompany.
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LOAN AND LEASE PORTFOLIO AND THE ALL OWANCE
FOR LOAN AND LEASE LOSSES
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I Loans and leases (netof unearned income)
—+— Allowance as a % of total loans and leases

Management of the Company recognizes that, degpiteest efforts to minimize risk through its ctetdview process, losses will inevita
occur. In times of economic slowdown, regionahational, the credit risk inherent in the Companlpan and lease portfolio will increase.
timing and amount of loan and lease losses thairome dependent upon several factors, most notadjitative and quantitative factors ak
both the micro and macro economic conditions dgcgtfd in the loan and lease portfolio and the eoonas a whole. Factors considered ir
evaluation of the allowance for loan and leasedsssclude, but are not limited to, estimated lesBem loan and lease and other ct
arrangements, general economic conditions, chaimgegedit concentrations or pledged collateraltdrisal loan and lease loss experience
trends in portfolio volume, maturity, compositiaelinquencies and na&ecruals. The allowance for loan and lease lossestablished to absc
probable incurred loan and lease chawffe: Additions to the allowance are made throdgd provision for loan and lease losses, which
charge to current operating earnings. The adeqoédpe provision and the resulting allowance foarloand lease losses is determinel
managemens continuing review of the loan and lease portfdheluding identification and review of individuptoblem situations that may aff
a borrower’s ability to repay, delinquency and mparforming loan data, collateral values, regulatexgmination results and changes in the
and character of the loan and lease portfolio. pidesuch a review, the level of the allowancelé@n and lease losses remains an estimat
cannot be precisely determined.

Based on current economic conditions, managementétermined that the current level of the alloveafts loan and lease losses is adeque
relation to the probable incurred losses presetttaérportfolio. Management considers many faciotbis analysis, among them credit risk gre
assigned to commercial, industrial and commer@al estate loans, delinquency trends, concentsatidthin segments of the loan and le
portfolio, recent chargeff experience and local economic conditions. Caruial loans are assigned credit risk grades usisgale of one to t
with allocations for probable incurred losses méatepools of similar riskgraded loans. Loans with signs of credit deterioratgenerally il
grades eight through ten, are termed “classifiedhk in accordance with guidelines establishechbyQompanys regulators. When managen
analyzes the allowance for loan and lease lostassified loans are assigned allocation factorgiranfrom 24% to 100% of the outstanding |
balance and are based on the Compahistoric loss experience. Loans that have pakewiaknesses, generally in grade seven, thatreeglas:
monitoring by senior management, are termed “@iid”’ loans in accordance with regulatory guidelines.ti€izied loans are assigned
allocation factor of 4% based on historic loss eiguee. Nonaccrual loans and leases in excess of $250 thowsm@nihdividually evaluated f
impairment and are not included in these risk gnadiels. A loan is considered “impairedhen, based on current information and events
probable that both the principal and interest duéeun the original contractual terms will not belecled. The Company measures impairme
collateralized loans based on the fair value ofdbkateral, less estimated costs to sell. Fondadat are not collaterdependent, impairment
measured by using the present value of expecteld ftaws, discounted at the loaneffective interest rate. Allocations for loansiethare
performing satisfactorily, generally in grades dheough six, are based on historic experience fbemperforming loans and leases anc
assigned an allocation factor of 0.50% of the Ibalance. An allowance allocation factor for poitiahacro factors ranging from20 basis poin
is calculated to cover potential losses from a nemab variables, not the least of which is the entreconomic uncertainty.
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It is the present intent of management to contitmueonitor the level of the allowance for loan dedse losses in order to properly reflec
estimate of the exposure, if any, represented bgtifhtions in the local real estate market anduthaerlying value that market provides
collateral to certain segments of the loan andelgaartfolio. The provision is continually evaluateelative to portfolio risk and regulatc
guidelines and will continue to be closely reviewietbughout the coming year. In addition, varioaslregulatory agencies, as an integral pz
their examination process, closely review the adlnee for loan and lease losses. Such agencieseaqgaiye the Company to recognize addit
to the allowance based on their judgment of infdiomaavailable to them at the time of their exantiimrs.

Accounting for Income Taxe:

The Company accounts for income taxes in accordaitte SFAS No. 109 and Financial Accounting StaddaBoard (“FASB”)Interpretatiol
No. 48,“Accounting for Uncertainty in Income Taxes-an imtetation of FASB Statement No. 109" (“FIN 48Which requires the recording
deferred income taxes that reflect the net taxceffef temporary differences between the carryimpuants of assets and liabilities for finan
reporting purposes and the amounts used for indampurposes. Management exercises significamgnght in the evaluation of the amount
timing of the recognition of the resulting tax assand liabilities. The judgments and estimatesiired for this evaluation are periodically updz
based upon changes in business factors and thatax

Other-Than-Temporary Impairment of Investment Sedties

If the Company deems any investment security’sidedh market value to be other-thtemporary, the security is written down to a newst
basis and the resulting loss is charged againstirem. The determination of whether a decline iarkat value is other-thatemporary i
necessarily a matter of subjective judgment. Theng and amount of any realized losses reporteatienCompanys financial statements col
vary if management’s conclusions were to change ashether an other-thaemporary impairment exists. Consideration is git@(1) the lengt
of time and the extent to which the fair value bagn less than cost, (2) the financial conditiod mearterm prospects of the issuer and (3)
intent and ability of the Company to retain itséstment in the issuer for a period of time suffitieo allow for any anticipated recovery in -
value. In analyzing an issuer’s financial conditithe Company management considers whether the securitiessued by the U.S. Governm
or its agencies, whether downgrades by bond ratgegcies have occurred and industry analysts’ tepdihe Compang’ management curren
conducts impairment evaluations at least on a gtgrbasis and has concluded that, at Decembe2@®17, there were no other-th&emporan
impairments of the Company’s investment securities.

Recognition of Contingent Liabilitie:
The Company and the Bank are subject to proceedindslaims that arise in the normal course ofimgs. Management assesses the likeli
of any adverse outcomes to these matters as welbt@sitial ranges of probable losses. There camobassurance that actual outcomes wil

differ from those assessments. A liability is rgieized in the Compang’ consolidated balance sheets if such liabilitypdash probable ar
estimable.
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Results of Operations and Financial Condition

Net Interest Income

Distribution of Assets, Liabilities and Stockholdg' Equity: Net Interest Income and Rates

The following table presents the average daily teda of the Company’s assets, liabilities and s$tolders’equity, together with an analysis
net interest earnings and average rates, for eajbr rmategory of interest-earning assets and istéxearing liabilities. Interest and average r
are computed on a fully taxable-equivalent basigjsied for certain disallowed interest expenseudgdns, using a tax rate of 34%. Naoerua
loans and leases are included in the average fddollars in thousands):

For the Years
Ended December
31, 2007

2006

2005

Average

Balanc:t Interes

Average
Rate

Average
Balanc:t

Average

Interes Rate

Average
Balanct

Average

Interes Rate

ASSETS:
Securities held to
maturity anc

securities
available for
sale:
Taxable
Tax-exempt

$ 489,44 $ 23,91t
15,26¢ 70€

489% $ 518,94(

4.64

4.58%
4.6€

$ 23,74
15,65 738

3.81%
4.1C

$ 472,660 $
54,69:

18,02¢
2,24(C

Total securities 504,70 24,62

4.8¢

534,59: 24,47¢ 4.5¢€

527,35! 20,26¢ 3.84

Federal Home
LoanBank anc
other restricted
stock

Federal funds
sold, securitie:
purchased undt
agreements t
resell and
interest-bearing
deposits

Loans and leases
(net of unearned
income):
Taxable
Tax-exempt

6,414 48¢

70,62¢ 3,491

998,94¢ 82,23t
4,55¢ 367

7.61

4.94

8.2¢
8.0

2,07¢ 10¢ 5.2¢€

87,67¢ 4,37 4.9¢

8.31
8.1¢

931,79¢ 77,44]
5,22¢ 42€

4,13¢ 181 4.37

59,00( 1,74( 2.9¢

824,21( 61,49¢
6,12( 50C

Total loans and

leases - net 1,003,50 82,60

8.2

937,02: 77,87 8.31

830,33( 61,99¢

Total interest-

earning assets  1,585,25! $ 111,20!

7.01%

1,561,36; $ 106,83 6.84%

1,420,82: $ 84,18t

Allowance for
loan and lease
losses

Cash and due
from banks

Bank premises
and equipment
net 5,847

Other assets 81,131

Total Assets $1,698,29!

(16,05

42,11¢

LIABILITIES AND
STOCKHOLDERS' EQUITY:!
Savings and time
deposits
Savings
Time

$ 620,05 $
485,50(

18,48¢
23,76¢

2.98% $ 656,80 $

4.9C

(16,579
46,21*
6,30¢

85,33
$1,682,64

2.68%
4.64

17,60(

509, 36¢ 23,63(

(14,199
48,29t
6,19¢

56,53(
$1,517,64

$ 703,170 $
289,89°

1.7%
3.01

12,47¢
8,73¢

Total savings
and time
deposits

1,105,55: 42,25¢

3.82

1,166,17! 41,23( 3.54

993,07( 21,21t 2.14

Federal fund:



purchase 7,19¢
Securities sold

under

agreements to

repurchas: -
Other temporary

borrowings 103,13t
Subordinated

notes 10,00(
Junior

subordinated

debentures 20,62(

382

5,33¢

922

1,822

5.31

5.17

9.22

8.84

2,991

10,39:

5,671

20,62(

15C

57C

51€

1,78

5.01

5.4¢

9.1C

8.67

6,341

16,09:

47,62¢

20,62(

20¢€

1,434

3.2¢

3.1¢

3.22

6.9t

Total interest-
bearing
liabilities 1,246,50!

50,71¢

4.07

1,205,85!

44,25;

3.67

1,083,74!

24,90:

2.3C

Demand deposit 319,65!
Other liabilities 22,89
Total liabilities 1,589,05
Stockholders'

equity 109,23t
Total Liabilities

and

Stockholders'

Equity $1,698,29!
Net interes

income/margin
Less tax-

equivalent basi

adjustment
Net Interes

Income

60,49(

(325)

$ 60,16¢

3.82%

324,55!
89,75
1,620,15:

62,48¢

$1,682,64

34

62,58¢

(347)

$ 62,23

4.01%

310,72(
22,64+
1,417,111

100,53-

59,28t

(767)

$ 58,51¢

4.17%




Analysis of Changes in Net Interest Incon

The following table presents a comparative analgsihe changes in the Compasynterest income and interest expense due tohtheges in th
average volume and the average rates earned oast#arning assets and due to the changes in the @/echgne and the average rates pai
interest-bearing liabilities. Interest and averagies are computed on a fully taxablpdivalent basis, adjusted for certain disalloweigries
expense deductions, using a tax rate of 34%. Weelm in rate/volume relationships have been akacatoportionately to average volume
average rate as they compare to each other (irséimois):

Year 2007 over 200 Year 2006 over 200
Due to Change ir Due to Change ir
Average Average Net Increas Average Average Net Increas
Volume Rate (Decrease Volume Rate (Decrease
INTEREST INCOME:
Securities held to maturity and
securities available for sal
Taxable $ 1,399 $ 155¢ $ 166 $ 1,881 $ 3,83 $ 5,717
Tax-exempt (18) (7) (25) (1,790 282 (1,507
Total securitie: (1,409 1,552 142 91 4,11¢ 4,21(
Federal Home Loan Bank and other
restricted stocl 31z 67 37¢ (203) 31 (72)
Federal funds sold, securities
purchased under agreeme
to resell and interest-bearing
deposits (843 (43) (88¢€) 1,087 1,55( 2,631
Loans and leases (net of unearned
income):
Taxable 5,53¢ (743) 4,791 8,51¢ 7,432 15,94¢
Tax-exempt (54) (5) (59) (73) (1) (74)
Total loans and leas- net 5,48( (74€) 4,73 8,44: 7,431 15,87«
Total Interest Incom 3,54( 82¢ 4,36¢ 9,51¢ 13,13 22,64¢
INTEREST EXPENSE
Savings and time deposi
Savings (1,029) 1,90¢ 88¢ (871) 5,99¢ 5,12¢
Time (1,13%) 1,274 13¢ 8,69¢ 6,192 14,89:
Total savings and time depos (2,157) 3,18: 1,02t 7,82¢ 12,18 20,01¢
Federal funds purchas: 222 10 232 (139 81 (58)
Securities sold under agreements to
repurchas: - - - (25€) (25€) (512
Other borrowed fund 4,79¢ (34) 4,764 (1,642) 67¢ (963)
Subordinated note 39¢ 7 40¢€ 25¢ 25¢ 51€
Junior subordinated debentul - 35 35 - 352 352
Total Interest Expens 3,26 3,20( 6,462 6,04¢ 13,30: 19,35:
Change in Net Interest Income (Tax-
equivalent Basis $ 27¢ % (2,372 $ (2,094 $ 3,46¢ $ (171 $ 3,29¢

2007 versus 2006

Net interest income, the difference between intezasned on loans and leases and investmentsnterdst paid on deposits and borrowed fL
is the Company’s primary source of operating eaysinNet interest income is influenced by the ayerbalance and mix of the Company’
interestearning assets, the yield on those assets andittentlevel of market interest rates. These ratessignificantly influenced by the actic
of the Federal Reserve Open Market Committee (“FOM®hich periodically adjusts the federal funds rale, rate at which banks borrow fui
from one another on an overnight basis. Duringldlsé four months of 2007, the FOMC lowered theefetifunds rate three times from 5.259
its year-end 2007 level of 4.25%.

Net interest income decreased 3.3% to $60.2 milliera result of a 19 basis point decline in the gamy's net interest margin to 3.82%
2007. The decline in the Compasyhet interest margin was due primarily to the rigge rate environment prevailing throughout 2!
characterized by higher short term rates and veldtick of slope in the yield curve, combined wsfgnificant competition in loan and dept
pricing. Partially offsetting the narrower margias a 2% increase in average inteezsting assets, primarily loans. Growth in comnaroian:
and commercial mortgages resulted in a 7% incremagerage loans and leases outstanding to $1i6rbduring 2007 versus 2006. The avel
investment portfolio contracted by 6% to $505 rilliduring 2007 versus 2006, principally due to aticgpated runoff of U.S. Governme
Agency securities. Cash flows from this runoff waertilized, in part, to support loan growth. Alsopporting the increase in interestrning
assets were increases in average borrowings, tiogspgimarily of Federal Home Loan Bank of New ¥dfFHLB”) overnight and shorterm
advances, and stockholdeesjuity of $97 million and $47 million, respectiveljhis funding partially offsets the $66 millionatease in avera
deposits that resulted primarily from outflows djlirer-cost promotional rate retail CDs and munitgeposits.
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Average core deposit balances, consisting of demsadngs, money fund and NOW deposits, decline@48/million in 2007 to $940 million .
compared to 2006, and provided funding at an awecagt of 1.97% in 2007 as compared to 1.79% ir6200ese core deposit balances fur
59% and 63% of the Company’s average inteeashing assets during 2007 and 2006, respectiaaly represented 66% of total average deg
in both years. Core deposit balances provide lezest funding that allows the Company to reduceégendence on higher-cost borrowings.

The narrowing of the Compars/het interest margin to 3.82% during 2007 fronll%0a year ago resulted from a 36 basis point iseréa thi
Companys cost of funds, principally due to competitive dsip pricing pressure combined with a shift in fhading mix from core deposits
borrowings. This higher cost of funds was offsehewhat by a 17 basis point increase in the Conigaegrning asset yield to a weighted ave
rate of 7.01%. The higher asset yield resultecthftbe impact of higher rates and loan growth in7200he higher yield was achieved despite
competitive pressures faced on pricing loan pragitict caused the average yield on loans and léaskesline by eight basis points, which cat
the average yield on all interest earning assetsctease at a slower pace than the average cbstds.

The following table summarizes the components ¢interest margin on a quarterly basis for 2(

4th Qti 3rd Qti 2nd Qti 1st Qti

Interes-earning asset:
Securities 4.97% 4.95% 4.84% 4.7¢%
Federal Home Loan Bank and other restricted s 7.6¢ 10.7¢ 4.11 5.34
Federal funds sol 3.8¢4 - 4.94 5.2C
Securities purchased under agreements to | 4.4¢ 4.91 5.3C 5.3C
Interes-bearing deposit 4.47 4.92 4.9¢€ 4.82
Loans and lease 8.0¢F 8.2 8.34 8.31

Total interes-earning asse! 6.9(% 7.13% 7.07% 6.97%
Interes-bearing liabilities:
Savings deposil 2.82% 2.9&% 3.0%% 3.09%
Time deposit: 4.71 4,91 4.8¢ 5.02
Total savings and time depos 3.5¢ 3.82 3.81 4.0t
Federal funds purchas: 4.8: 5.3¢ 5.52 5.5¢
Other temporary borrowing 4.7¢€ 5.2¢ 5.52 5.91
Subordinated note 9.1¢ 9.1¢ 9.1¢ 9.37
Junior subordinated debentul 8.417 8.9¢ 8.9: 8.9t

Total interes-bearing liabilities 3.84% 4.15% 4.11% 4.18%
Net interest margi- tax-equivalent basi 3.87% 3.8%% 3.82% 3.6&%

2006 versus 2005

The 6.4% increase in net interest income to $62IRomin 2006 versus 2005 resulted from a 10% &4% million increase in average interest
earning assets, primarily loans and leases and-sdrar investments. Funding the growth in intelemtning assets was an increase in av
deposits of $187 million, due largely to a succelsedtail CD promotion, partially offset by a dease in short-term borrowings. The Company’
net interest margin of 4.01% for 2006 represerdsdine of 16 basis points from 2005 and reflelstsimpact of higher interest rates and a st
the Company’s funding mix to a greater percentdgiem® deposits versus core funding during 2006.
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Investment Securities

SFAS No. 115 requires the Company, at the timeuofhmase, to designate each investment securitithes éavailable for sale” (“AFS”), held tc
maturity” or “trading,” depending upon investment objectives, liquiditydseand ultimate intent. AFS securities are stategharket value, wit
unrealized gains or losses reported as a sepavatpanent of stockholders' equity until realizecdc&ities held to maturity are stated at ¢
adjusted for amortization of premium or accretidrdiscount, if any. Trading securities are gergrplirchased with the intent of capitalizing
perceived shorterm price inefficiencies by selling them in theanéerm. The Company did not hold any trading s&ea at December 31, 20
and 2006.

At December 31, 2007, the Company’s $401 milliovestment portfolio consisted only of AFS securitiés pretax unrealized net gain of $:
million versus an unrealized net loss of $5.7 milliat year-end 2006. At yeand 2007, the AFS portfolio was divided into thdidaing
categories: 54% mortgage-backed securities (“MEBIainly FNMA and GNMA obligations); 37% U.S. Govenent Agency securities; 5% tax-
exempt municipal paper; and 4% corporate and atbeurities.

Turbulence in the capital markets resulting from widening impact of the mortgage industry downtareated a challenging investment clin
during 2007. A dramatic slowdown in macroeconogoaditions made those challenges even greater.ovlell level of interest rates fell
recessionary expectations increased during the y@&asented with difficult bond market conditidghsoughout most of the year, our portfolio \
maintained with the objective of generating caslwfto be redeployed opportunistically in a risiagerenvironment.

The Companys investment policy is conservative in nature atentifies liquidity and safety as being of paramoimportance among i
objectives and, as such, the portfolio is largaeynprised of MBS issues of Governmeapwnsored entities, Government Agency securitied
local municipal notes. In addition to the creat@riquidity, risk management is another importaspect of the Compars/investment stratec
The Companys portfolio construction is designed to providaulijty while managing market risk and avoiding uadwedit risk. Market risk ci
be defined as the sensitivity of the portfoiaharket value to changes in the level of interasts, and is managed, primarily, by investin
securities with shorter durations. A security watishorter duration is preferred to one with a &mguration in a rising rate environment beci
the market value of a security with a longer domatias a greater sensitivity to changes in inteetes.

Security selection is governed by the Company’s&tment policy, and serves to supplement the Comipasset/liability position. Securit
such as premium fixed rate MBS, hybrid adjustable MBS with an anticipated short average life aalable Government Agency securi
were purchased during the past year with the ifterdf producing cash flow, as well as limiting teensitivity of the portfolicc market value. |
addition to targeting a short average life, theuséies purchased provide incremental yield du¢ht® optionality found in callable Governm
Agency securities and prepayment activity inheienMBS. Cash flow from the portfolio increasesdnlower interest rate environment
moderately extends in a higher interest rate enwirent. Our strategy for this portfolio, with a tioming emphasis on liquidity and ri
management, is expected to continue for the foeddeduture.

The Companys investment portfolio has relatively low credikridue to its concentration of U.S. Government Agesecurities, MBS and loc
municipal notes. The Company’s investment portfalecreased by $117 million at yeard 2007 versus the comparable 2006 date primas
the result of a net reduction of $143 million in v@mnment Agency securities due largely to securitielled and matured, partially offset
increases in tax-exempt municipal securities andSMB$4 million and $29 million, respectively.
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As of December 31, 2007, the MBS portfolio had arerage life of approximately 3.8 years after adpgstfor historical prepayme
patterns. Approximately 79% of the MBS portfolio¢luding collateralized mortgage obligations (“CHIQ) had final maturities in excess of
years. In general, principal prepayments on tlsesirities will slow as interest rates rise andyveosely, prepayments will increase as inte
rates fall. The Company received MBS principal payds of $47 million and $43 million in 2007 and B0@espectively.

The Government Agency portfolio has final matusti&nging from one to ten years. The notes are A#ddits that provide a competit
yield. The Government Agency issues that are lslgllaave call periods within two years and finaltunisies of less than ten years. As a na
outgrowth of its municipal business, the Companycpases local, shotérm municipal paper that is also sold throughbet year as part of t
Company’s asset/liability management strategy.

Both the MBS and the U.S. Government Agency sedesritortfolios are eligible to pledge to secure ioipal deposits and other borrowings ¢
therefore, are an integral part of the Company’sling strategy.

There is no subprime exposure in the Company’srissuportfolio. All of the mortgageacked securities and collateralized mortgage abitig:
held in the Company’s portfolio are issued by WGBvernmentsponsored agencies. In addition, the portfolictaimis only one collateralized d
obligation in the form of a bank-only pooled trpséferred security totaling $10 million. This igsis credit enhanced, and is rated A2 by Mosdy’
Investors Service and A- by Fitch, Inc.

Summary of Loan and Lease Loss Experience and Alleamce for Loan and Lease Losses

One of management’s primary objectives is to maingahighquality loan and lease portfolio in all economigrates. This objective is achiev
by maintaining high underwriting standards couplath regular evaluation of each borrowecreditworthiness and risk exposure. Manage
seeks to avoid concentrations within industries angtomer segments in order to minimize credit eyp®. The Compang’ senior lendin
personnel work in conjunction with loan officers determine the level of risk in the Company’s leard leaseelated assets and establist
adequate level for the allowance for loan and ldasges. The Company utilizes an outside loan vevisganization to independently verify
loan classifications and the adequacy of the allmgor loan and lease losses. Management actbesliys to reduce the level of nparforming
assets, defined as non-accrual loans and leasestlzgrdreal estate owned (“OREO’through aggressive sale, collection and workofarts and
where necessary, litigation and charge-off.

As illustrated in Table I, the Company’s npafforming assets totaled $6 million at December28D7, $2 million at December 31, 2006 ani
million at December 31, 2005. The increase in aoccrual loans and leases at December 31, 200tedgubm the addition of one commert
loan relationship to non-accrual status duringfitst quarter of 2007. While this long-term retatship had been on the Baskhternal watch li
for deteriorating credit conditions, the borrowéargptly ceased operations at the end of the fitgtrigr of 2007 and subsequently filed
bankruptcy. The collateral for this commercial lo@tationship consists of receivables and relatdddlaims, and commercial real estate.
Bank recorded partial chargédfs of this relationship in the aggregate amoun$®.5 million in 2007. The Bank is pursuing itscaged claim
through the bankruptcy court and expects to recalleremaining balance sheet receivables with respethis relationship. At December
2007, December 31, 2006 and December 31, 2005 ¢hgpény held no OREO and there were no restructacediing loans and leases. La
and leases 90 days or more past due and stilliagcinterest totaled $28 thousand at December @27 2and $13 thousand at December 31, :
The Company has no foreign loans outstanding.
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The provision for loan and lease losses is basedi@magemens’ continual assessment of the adequacy of the atlog/for loan and lease los:
The provision for loan and lease losses totale@ $4llion in 2007, $2.5 million in 2006 and $3.7 lhoin in 2005. The allowance for loan &
lease losses amounted to $15 million or 1.4% dfl tlmtans and leases at December 31, 2007, $16omidir 1.7% of total loans and lease
December 31, 2006, and $16 million or 1.8% of ttdahs and leases at December 31, 2005. The fedustthe allowance as a percentage o
total loan and lease portfolio at December 31, 288Y8us both prior periods is primarily due to rgjeeoffs of classified watch list loans recor¢
in 2007 and loans that were transferred to helg#&be in the third quarter of 2007. The allowarmeléan and lease losses as a percentage ¢
nonperforming assets decreased to 254% at Decembe20BT, from 754% at December 31, 2006 and 512% aember 31, 2005, caus
primarily by deterioration of the commercial loaglationship cited in the immediately preceding paaph. Net loan and lease chanfés
recorded in 2007 were $6.2 million compared to $hifion in 2006 and $47 thousand in net loan aedsk recoveries recorded in 2(
Management has determined that the current leviiieofllowance for loan and lease losses is adequatlation to the probable incurred los
present in the portfolio. Management considersynrfactors in this analysis, among them credit gskdes assigned to commercial, industrial
commercial real estate loans, delinquency tremuscentrations within segments of the loan and Ipas#olio, recent chargeff experience, loci
and national economic conditions, current realtestaarket conditions in geographic areas whereChmpanys loans and leases are loca
changes in the trend of n@erforming loans and leases, changes in interéss,rand loan and lease portfolio growth. Charigesne or
combination of these factors may adversely affeetGompanys loan and lease portfolio resulting in increaseléhduencies, loan and lease lo:
and future levels of loan and lease loss provisiBeg also “Critical Accounting Policies, Judgmearid Estimates” contained herein.

TOTAL NON-PERFORMING ASSETS AND THE ALLOWANCE
FOR LOAN AND LEASE LOSSES
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Loans to borrowers which the Bank has identifiedrexpuiring special attention (such as a resultlafnges affecting the borrowsrindustry
management, financial condition or other concemi) be added to the watch list as well as loanscWhare criticized or classified by be
regulators or loan review auditors. The majorifysach watch list loans were originated as comna¢rand industrial loans. In some ca
additional collateral in the form of commercial Ireatate was taken based on current valuationsis, there exists a broad base of collateral w
mix of various types of corporate assets includingentory, receivables and equipment, and commlergal estate, with no particu
concentration in any one type of collateral. At Beber 31, 2007, there were only two residentiati@hships on the watch list, representing
of total watch list loans. As a result of new magragnt’'s ongoing review and assessment of the Bagnilicies and procedures, the Company
adopted a more aggressive workout and dispositiatupe for watch list relationships. The Company tetained workout specialists who will
responsible for managing this process and exitinch srelationships in an expedited and cost effectivanner. Line officers will no lonc
maintain control over such relationships. As of 8&aber 31, 2007, the Bank had 45 relationshipssowiitch list, including noaecrual loans ar
leases, with an aggregate value of $84.5 milli@mpared to 38 relationships, including racerual loans and leases, with an aggregate vé
$51.6 million at December 31, 2006. This increiasprimarily due to the Bank listing most of itssiggential construction portfolio for increas
attention and oversight in view of real estate readonditions. It is anticipated that managemerit ugie a variety of strategies, depending
individual case circumstances, to exit relationshighere the fundamental credit quality shows intibca of more than temporary or seas
deterioration. Management also believes that tbevip in the secondary market for distressed dabtwovide it with opportunities to exit su
relationships sooner and with less risk of extendedkout procedures and the attendant costs. Hemyewe cannot give any assurance that
secondary market will be able to absorb all ogaificant portion of such relationships especiallyight of recent credit market conditions.
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Although non-accrual loans and leases and chaffgencreased for the year ended 2007 as compar2806 (largely due to the one commel
loan relationship that abruptly filed for bankruptduring the year, and loans that were transfetoedeld for sale mentioned above), class
loans decreased $19 million at December 31, 20@bepared to December 31, 2006. Due to generaleros presently existing in the real es<
market, $30 million of construction and developmigrains were included in the watch list at Decengier2007 as criticized facilities requiri
additional management attention as noted above. Cldimpany allocates a greater amount of reservelagsified loans than to criticized loan:
a lower probability of loss exists for criticizegdlns than for classified loans. Accordingly, althiouhe amount of criticized loans increased du
2007, the significant decline in classified loarssvthe primary factor resulting in the overall dein the allowance for loan and lease losses.

The provision for loan and lease losses is conliyeaaluated relative to portfolio risk and regialey guidelines considering all economic fac
that affect the loan and lease loss reserve, sadluetuations in the Long Island real estate maea interest rates, economic slowdowr
industries and other uncertainties. The declinthénlocal real estate market and the associatedndavd trend in the local economy have thu:
impacted the Company’loan portfolio to a limited extent. All of thediars mentioned above will be closely monitore@@98. The concentratir

of loans exceeding 10% of total loans was the Bafdans totaling $160 million and $151 million toilding construction contractors and to |
estate operators, lessors and developers, resplgctGredit losses arising from lending transactionthese industries compare favorably witk
Bank’s credit loss experience on its portfolio agtele. Due to the uncertainties cited above, manmeent expects to record loan and lease charge
offs in future periods, which management believasehbeen adequately reserved for in the allowancdofin and lease losses reporte
December 31, 2007.

TABLE | Analysis of Noi-Performing Assets at December
(Dollars in thousands) 2007 200¢€ 200¢ 200/ 200:
Non-accrual loans and leas $ 5792 % 2,171 $ 3,06¢ $ 527¢ % 8,66¢
Other real estate - - - 2,65( 2,65(
Total non-performing assets $ 579: $ 2177 $ 3,06¢ $ 792t % 11,31¢
Loans and leases 90 days or more past due and still

accruing interes $ 28 $ 13 $ 281 $ 89 $ 14¢
Total loans and leases outstand $ 1,041,000 $ 983,72 $ 892,02: $ 778,19. $ 711,21¢
Allowance for loan and lease los¢ $ 14,708 3 16,41 $ 15717 $ 12,02 $ 10,73:
Key ratios:
Allowance for loan and lease losses as a percetotalf

loans and lease 1.4% 1.7% 1.8% 1.5% 1.5%
Non-accrual loans and leases as a percent of tota$ loa

and lease 0.6% 0.2% 0.2% 0.7% 1.2%
Non-performing assets as a percent of t

loans and leases and other real e(1) 0.6% 0.2% 0.2% 1.C% 1.6%
Allowance for loan and lease losses as a percembrof

accrual

loans and least 252% 754% 512% 228% 124%
Allowance for loan and lease losses as a percent of

nor-accrual loan:

and leases, and loans and leases 90 days or rstre |

due

and still accruing intere 25%% 74% 46% 224% 122%

(1) For purposes of calculating this ratio, -performing assets excludes loans and leases 90odaysre past due and still accruing inter
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Other Income
2007 versus 2006

Other income decreased by 5.5% in 2007 when cordpar2006, largely as a result of lower servicergha on deposit accounts and increase
security losses, offset in part by growth in incdimen bank owned life insurance (“BOLI").

Service charges on deposit accounts decreased 1@8r%800 thousand, to $2.1 million in 2007 verg066. Return item charges, representin
Companys most significant recurring source of other incoheclined 11.1%, or $172 thousand, as a resudtlofver level of overdrafts. Ott
service charges on deposits, principally accoutivigcfees, decreased by 15.0%, or $128 thousdné, to decreased opportunities activity
charges in 2007 versus 2006.

During 2007, the Company recorded $219 thousantkirsecurity losses primarily due to sales of magg&hacked securities. This compare
net losses of $69 thousand in 2006 largely as ¢lseltr of sales of local municipal notes. Incomenf BOLI improved by 10.3%, or $1
thousand, in 2007.

Other operating income improved by $30 thousandl.886, in 2007 as compared to 2006. Growth in iséveategories accounted for
improvement, principally growth in letter of cred@es, sweep account fees, annuity commission fees;hant card processing fees, debit
fees and income from the Baskparticipation in the CDARS program. Somewhaseiting these positive factors were lower foreignhang:
and financial products (customer swap) fees.

2006 versus 2005

Other income decreased by 2.1% in 2006 when cordgar2005, largely as a result of lower net segugdins. The decline in net security gi
was offset in part by growth in service chargesleposits and other operating income. Income froniIBflso improved nominally in 2006.

Return item charges increased by 20.5% in 2006u8e2805 as the result of increased collection dppdres. Other service charges on depc
principally account activity fees, increased by?98.B; 2006. During 2006, the Company recorded $®®isand in net security losses compart
net gains of $867 thousand in 2005.

Other operating income improved by $515 thousan@801%, in 2006. Growth in several categories anted for the improvement, principe
growth in letter of credit fees, customer swap feesrchant services income, sweep account feegnanthe from the Bank' participation in th
CDARS program. Somewhat offsetting these positaedrs were lower collection, foreign exchangehaasinagement and annuity commis:
fees.

Operating Expenses

2007 versus 2006

Total operating expenses increased by $14.3 mittiof51.9 million in 2007 versus 2006. A $12.1 il reversal of previously accrued IMN-
related litigation expenses in December 2006 adeulfor a significant portion of the increase ireading expenses. Operating expenses in
also included $1.9 million in legal fees relatedhe purported shareholder derivative lawsuit. ‘Segal Proceedings.’Also contributing to th
growth in operating expenses in 2007 were highkaries and other employee benefits expenses daeottetime charge of $3.1 million for tl
Voluntary Exit Window program and a goodwill impaient accounting charge of $2.4 million in accordanith SFAS No. 142 resulting frc
the Company’s decision to exit the leasing busirmesksell its wholly owned subsidiary SWLC.
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The Companys primary expense control measure is the operafiiicjency ratio. The operating efficiency ratifus the Company were 77.9%
2007 and 54.6% in 2006 due primarily to expensssaated with the Voluntary Exit Window program,rported shareholder litigation a
goodwill impairment in 2007 and the IMMlated net credit in 2006 as discussed earlieanagement of the Company expects that the ope
efficiency ratio will improve in 2008 as a result @aperating revenue growth, coupled with a modedserease in the Compasybperatin
expenses.

OPERATING EXPENSES OF STATE BANCORP, INC.

(dollars in thousands Over,
(under
For the years ended December 2007 200¢ 200¢
Salaries and other employee bene $ 30,40 $ 27,09¢ 12%
Occupancy 5,39t 4,96¢ 9%
Equipment 1,34¢ 1,22 10%
Legal 2,73¢ (5,544 N/M(1)
Marketing and advertisin 1,257 1,74z (28)%
Credit and collectiol 905 82¢ 9%
Audit and assessme 1,252 1,55¢ (20)%
Goodwill impairment 2,391 - N/M(1)
Other operating expens 6,221 5,75( 8%
Total operating expens: $ 51,91 $ 37,62¢ 38%

(1) N/M - denotes not meaningft

As noted in the table above, salaries and othel@mp benefits increased by $3.3 million or 12.28iy 2007. The increase resulted prims
from a $3.1 million charge in 2007 for the VoluntaExit Window program. Also contributing to thecihease in salaries and other emplc
benefits were higher costs for equity compensattd@A and employee healthcare insurance when coadp@ar2006. Higher levels of occupa
expenses, equipment expenses, legal expensest areflicollectioncosts, and other operating costs also contributethé increase in tl
Company'’s total operating expenses in 2007.

Occupancy costs increased to $5.4 million in 2087%he result of higher depreciation and buildingntemance expenses, and rental exp
related to the new Manhattdr@sed corporate banking branch located at 780 Phiethue. This new office location, opened in Faloyu2008 an
staffed with highly qualified commercial bankingdatending professionals, will provide personalizzdstomer service to the New York C
area’s corporate middle market and real estateepsadinals with a variety of banking products andricial services.

Equipment expenses increased by 9.7% to $1.3 milfic2007 as the result of additional depreciatielated to the Compang'telephone syste
and computer equipment and software due mainlyltied costs for software licensing and other dadagssing software enhancements relat
the Companys mainframe system. Also contributing to this @ase is higher equipment expenses associatedheitinaintenance and dispose
Company operated vehicles in 2007.

Legal expenses were higher by $8.3 million due t$5s5 million net credit in 2006 resulting from &WN-related $12.1 million expen
reversal. Also contributing to the higher legastsoin 2007 are litigation expenses of $1.9 milionthe purported shareholder derivative lawn
and other legal expenses.

Marketing and advertising costs decreased by 2&®%il.3 million in 2007 versus 2006. This reductis due principally to a decline in i
Bank’s advertising and marketing programs in 2007.

Credit and collection costs increased by 8.9% t@3%housand in 2007 as compared to 2006. This dserés due primarily to additional Ic

collection costs in 2007 resulting from higher llevef non-performing loans. Offsetting some ofshéncreased costs is a decline in creeldtec
expenses due to reduced lending activity duringr’d6@he Company’s residential mortgage and homitetine of credit products.

42




Audit and assessment fees decreased by $306 thibts&1.2 million in 2007 versus 2006 as a restilower FDIC deposit insurance costs.
lower FDIC insurance expense is due in part toegitiused to offset a significant portion of 2008pdsit insurance fees, coupled with a Ic
FDIC assessment rate in 2007 due to the improvedatgosition of the Bank. Partially offsettinget FDIC insurance expense reduction
increased audit expenses in 2007 versus 2006.

A goodwill impairment accounting charge of $2.4lmil was recorded in 2007 in accordance with SFAS Ni2 resulting from the Compasy’
decision to exit the leasing business and sell/fitslly owned subsidiary SWLC. This expense tratisaaepresents a narash accounting char
which has no impact on the Bank’s regulatory cpétos.

Other operating expenses increased by 8.3% to ®@lbn in 2007 versus 2006. This growth resultedm increases in several expe
categories, most notably other real estate expdteesertiorari refund recorded in 2006) and studéler expenses. Somewhat offsetting t
factors was a reduction in director compensati@to

Management of the Company expects that total opegraixpenses will decline moderately in 2008 everthe@ Company expands its operati
the markets it serves and the products it offers.

2006 versus 2005

Total operating expenses decreased by $87.0 miltiod37.6 million in 2006 from the prior year. AB%1 million reduction in legal expen:
accounted for this decline. Higher levels of sakand employee benefits, increased occupancyketigg and advertising, credit and collec
and growth in audit and assessment fees partiffibetothe lower level of legal expenses in 2006e Tdrgest component of the Companiéga
expenses related to ongoing litigation arising authe Banks deposit relationship with Island Mortgage andaffdiates. The Company entel
into a final settlement agreement with the plafritifthe final pending warehouse lender litigatiddSA Residential Mortgage Services of Tex
State Bank of Long Islandon January 24, 2007. In 2005, the Company recbed874.2 million expense related to the finanoigact of th
adverse jury verdict, including pjeegment interest and certain other costs, in litigation. The January 2007 settlement, totalirg $nillion,
resulted in a $12.1 million reversal of the preglyuaccrued compensatory damages and related shtérereon during the fourth quarte!
2006. Consequently, total legal expenses, inctudion IMN+elated expenses, amounted to a $5.5 million cied#006 versus an expense
$83.6 million in 2005. IMN legal expenses tota$8P.8 million and $2.3 million in 2005 and 2004spectively.

Salaries and other employee benefits increasedB8 $housand (3.4%) during 2006 as the resultaff sxpansion coupled with higher med
and equity compensation costs. The addition of stadeveral support areas of the Bank and the iogesf a new branch in Westbury accout
for much of the Compang’growth in staff in 2006. Increased health cats;d=ICA and payroll tax expenses, and equity @mgation awar
also added to the growth in salaries and benedgtsaluring 2006.

Occupancy expenses totaled $5.0 million in 200@narease of 5.0% when compared to 2005. This aseesulted from a combination of hic
rental expenses, increased utility expenses arftehigal estate taxes. The increase in rental @&806 (up 6.1%) resulted principally from
opening of the Westbury branch in January 2006! B&tate taxes rose by 12.4% in 2006 when comparéte prior year as the result of hig
commercial property tax rates assessed on the Quorigpdranches, including Westbury, in 2006. Utilitystorose by 16.0% from year
year. Maintenance and repair costs declined b§%dprimarily the result of a lower level of snoamoval costs during the winter of 2005/06.

Equipment expenses decreased by 11.7% to $1.2omili 2006 as the result of a reduction in competiipment depreciation related to
Companys mainframe system. Also contributing to this daseewere lower computer software depreciation ani equipment maintenar
insurance costs. Legal expenses, as previoussdndecreased by $89.1 million during 2006. ExelgdiMN-related expenses, the Company’
legal expenses amounted to $661 thousand in 20065@84 thousand in 2005. Marketing and advertigiogts increased by $511 thous
(41.5%) during 2006 when compared to 2005. Thisvtiaresulted principally from additional produsecific promotions and advertising
marketing related to the new branch opened in 2006.
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Credit and collection costs grew by $169 thousa2fl796) in 2006 versus 2005. Additional costs asdedi with growth in the Comparsy’
residential mortgage and home equity line of crpdigram accounted for the growth in this experategory. Reduced expenses associatec
loan collection work, principally due to continugdprovement in the overall quality of the loan dedse portfolio, partially offset these ¢
increases. Audit and assessment fees increasgali?dythousand or 15.7% in 2006 versus 2005 asuét mshigher FDIC deposit insurance co
Audit and assessment expenses have increased lyxapately 27% over the past two years as highstscassociated with SOX compliance
FDIC insurance have been borne by the Company.

Other operating expenses increased by 4.7% to $l®n in 2006 versus 2005. This growth resultetdm increases in several expe
categories, most notably director compensations¢astiationery and supplies, consulting fees andpcden software expenses. Somev
offsetting these factors were reductions in sevexpense categories, mainly other real estate eggeand meeting and seminar costs.

Effective Income Tax Rate

2007 versus 2006 and 2005

An income tax provision of $2.9 million was recodda 2007 as compared to an income tax provisiofl®.3 million in 2006 and an income
benefit of $27.4 million in 2005. The 2005 tax diteresulted from the loss recorded by the Compdumyng 2005. The Company is currei
subject to both a statutory incremental federalrta® of 35% (34% for the first $10 million of tdta income), and a New York State tax rat
7.1%, plus an MTA surcharge of 17% on New York &takes computed at 9.0%. The Comparoyerall effective tax rate (for those years
tax provision was recorded) was 32.0% and 58.7200v and 2006, respectively.

The decrease in the 2007 effective tax rate wastanbally due to the impact of the $10 millionerse recorded in 2006 for the potential M
York State tax liability. The Company received dic® of deficiency from the Tax Department withpest to New York State franchise tax
the years ended December 31, 1999, 2000 and 20@laatice of the Tax Department’s intention to atite Company’s 2002006 franchise te
returns.

The Company established a reserve of $10 milliainduthe fourth quarter of 2006 (before federal bexefit) for the potential tax liability. Tt
reserve was established considering the deficientize covering the 1992001 periods in the amount of $5.3 million (beféederal tax benefi
and assumed that the Tax Department would likedgrashe same claims for the calendar years 2008-20

Beginning on January 1, 2007, the Company begaimdiode earnings of the Delaware Subsidiaries forppses of its financial statem
provision for New York State taxes. The impactha$ inclusion for the year ended December 31, 2083 immaterial to the financial stateme
and earnings per share.

In December 2007, the Company executed a tax gjagneement with the Tax Department which constitwt final and conclusive settlemen
the previously reported audit covering the 12986 period. The final settlement was for an amdess than the reserve previously accrued i
fourth quarter of 2006 and resulted in a reductibthe Companys year ended December 31, 2007 provision for inctames and the effective 1
rate. The effective tax rate in 2007 was impactegiatively by the non-deductible $2.4 million nask goodwill impairment accounting charge.
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Off-Balance Sheet Arrangements

The Bank is a party to financial instruments wittf-loalance sheet risk in the normal course of busitesmeet the financing needs of
customers. These financial instruments includemdments to extend credit and standby and documetetters of credit. Those instrume
involve, to varying degrees, elements of credk iisexcess of the amount recognized in the codatdd financial statements. The Bank use
same credit policies in making commitments and ¢@hl obligations as it does for on-balance sliestruments.

Commitments to extend credit are agreements to tend customer as long as there is no violationay condition established in 1
contract. Commitments generally have fixed exmratlates or other termination clauses and mayiregquayment of a fee. Since many of
commitments are expected to expire without beingwdr upon, the total commitment amounts do not rszaég represent future ce
requirements. The Bank evaluates each customeediteworthiness on a case-bgse basis. The amount of collateral obtainedjeéme
necessary by the Bank upon extension of credliaged on managemesnttredit evaluation of the customer. Collaterguieed varies, but m:
include accounts receivable, inventory, equipmesd] estate and inconpreducing commercial properties. At December 31072and 200!
commitments to originate loans and leases and ctmmemis under unused lines of credit for which thaniB is obligated amounted
approximately $319.9 million and $326.3 millionspectively. Approximately $276.0 million and $276nillion of these commitments were
variable rates and $43.9 million and $49.6 milliware at fixed rates at December 31, 2007 and 2@3@ectively. At December 31, 2007
2006, the fixed rate commitments had interest nateging from approximately 5.74% to 9.88% and %06 8.57%, respectively.

Letters of credit are conditional commitments guéeaing payments of drafts in accordance with teems$ of the letter of cre:
agreements. Commercial letters of credit are ym@darily to facilitate trade or commerce and aleoassued to support public and priv
borrowing arrangements, bond financing and sintiansactions. Collateral may be required to supletters of credit based upon managensent’
evaluation of the creditworthiness of each custormidre credit risk involved in issuing letters oédit is essentially the same as that involve
extending loan and lease facilities to customéfest letters of credit expire within one year. Bécember 31, 2007 and 2006, the Bank
letters of credit outstanding of approximately ®Lillion and $16.8 million, respectively. At Denber 31, 2007, the uncollateralized por
was approximately $2.3 million.

The use of derivative financial instruments, irgerest rate swaps, is an exposure to credit fi$is credit exposure relates to possible lossa
would be recognized if the counterparties fail éofprm their obligations under the contracts. Titigate this credit exposure, only counterpa
of good credit standing are utilized and the exgeaof collateral over a certain credit thresholdeiguired. From time to time, customer inte
rate swap transactions together with offsettingrigst rate swap transactions with institutionalefsamay be executed At December 31, 20(
and 2006, the total gross notional amount of swepstctions outstanding was $43.2 million and $4dilBon, respectively.

The Bank was party to two swap agreements thataomally hedged a portion of the interest rate afaifity in its portfolio of prime rat
loans. The agreements effectively required thekBanpay prime interest rate and receive a fixed & 6.01% from the counterparty on !
million of loan assets. Effective April 20, 200&e Bank terminated these two interest rate swapeagents in support of enhancing its inte
rate sensitivity position. The cost to unwind theap agreements totaled $899 thousand which iglreidassified as a reduction in inte
income using the straighite method over the remaining original term of theerest rate swaps in accordance with SFAS N8. IBe entir
amount has been amortized at December 31, 200thEdwelve months ended December 31, 2007, 20862805, the Company recogni:
expenses associated with unwinding the swap agrem&$300 thousand, $360 thousand and $239 thdusaspectively.

The Company is also obligated under various leasgsring certain equipment, branches, office sgaaethe land on which its head offict

built. The minimum payments under these leasea$aioeof which contain escalation clauses, areofieviis: in 2008, $3.2 million; in 2009, $:
million; in 2010, $2.6 million; in 2011, $2.1 mitih; in 2012, $926 thousand; and the remainder 17 262.3 million.
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CONTRACTUAL OBLIGATIONS

Shown below are the amounts of payments due upéeified contractual obligations, aggregated bggaty of
contractual obligation, for specified time period4d.information is as of December 31, 20(

Payments due by period (in thousar

Less tha More thal Footnott

Contractual Obligation Total 1yea 1-3 year 3-5 year: 5 year: referenc
Leases covering various equipme

branches, office space and le $ 14,25 % 3,24: % 5651 $ 3,03 % 2,32¢ 12
Time deposit: 430,47! 393,02: 22,27¢ 15,17¢ - 6
FHLB borrowings 139,00( 139,00( - - - 7
Obligations under equipment lee

financing 31 25 6 - - 7
Subordinated note 10,00( - - - 10,00( 8
Junior subordinated debentui 20,62( - - - 20,62( 8
Total $ 614,377 $ 535,29: $ 27,93 $ 18,20¢ $ 32,94¢

Capital Resources

The Company strives to maintain an efficient lewélcapital, commensurate with its risk profile, ahich a competitive rate of return
stockholders will be realized over both the shard éong term. Capital is managed to enhance stidkh value while providing flexibility fc
management to act opportunistically in a changiragketplace. In determining an optimal capital lebe Company also considers the ca
levels of its peers and the evaluations of its prinregulators. Total stockholdemsuity amounted to $114 million at December 31,72660¢
$104 million at December 31, 2006. The increasenfiDecember 31, 2006 can be attributed to a chamggher comprehensive incor
shareholder dividend reinvestment and exercisestarfk options. Internal capital generation, defirges earnings less cash dividends pai
common stock, is the primary catalyst expectedufgpert the Company’ future growth of assets and stockholder valuenddament continual
evaluates the Company’s capital position in lightwrrent and future growth objectives and regulatjuidelines.

The Company and its subsidiaries are subject t@owsrregulatory capital requirements administergdtiie FRB and the FDIC. Table
summarizes the Company’s and the Bankapital ratios as of December 31, 2007 and coesptrem to minimum regulatory guidelines
December 31, 2006 and December 31, 2005 actudtgesiihe Company’s ratios exceed the minimum llstguy guidelines, and the Barsktatios
exceed both the minimum regulatory guidelines favadl-capitalized institution and the minimum requirensenhder FDICIA. Failure to me
minimum capital requirements can initiate certaitians by regulators that could have a direct ¢féecthe Company’s and the Basldperation
and financial statements. See “Supervision andiRégn.”
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TABLE Il

Regulator' The Company's Ratios as of December
Minimum 2007 200¢ 200¢
Tier | Leverage 3.00- 4.0(% 7.02% 6.3(% 4.3(%
Tier | Capital/Ris-Weighted Asset 4.0(% 10.0%% 9.48% 6.0(%
Total Capital/Ris-Weighted Asset 8.0(% 12.11% 11.5¢% 7.25%
Regulaton
Criteria for ¢
Well-
Regulator The Bank's Ratios as of December Capitalizec
Minimum 2007 200¢ 200t Institution
Tier | Leverage 3.00- 5.0(% 7.4% 6.6%% 4.27% 5.00%
Tier | Capital/Ris-Weighted Asset 4.0(% 10.62% 10.01% 5.9€% 6.00%
Total Capital/Ris-Weighted Asset 8.0(% 11.85% 11.32% 7.21% 10.00%

On December 21, 2006, the Company consummated/ate@mplacement transaction pursuant to which thegamy issued 2,250,000 shares ¢
common stock, par value $5.00 per share, to adexdkdivestors. The offering price for the shares 816.75 per share, except in the ca
53,700 shares sold to Thomas M. O’Brien, CEO, fopm the price per share was $18.63, the closingha® of the Compang’common stoc
on December 18, 2006, which is considered to bertheket value of the common stock for the purpagedr. O'Brien’s purchase in accordatr
with the NASDAQ Global Market listing requiremeni&he gross proceeds of the offering were $37.8ianillThe net proceeds of the offeri
after deducting commissions and expenses, wer@gipmately $36.5 million. The offering was made @liance upon exemption from registrat
provided in section 4(2) of the Securities Act 8838, as amended (“Securities Actiiid Rule 506 of Regulation D promulgated thereundact
of the investors represented to the Company thiatan accredited investor, as defined by Rule @@inulgated under the Securities Act,
certificates representing purchased shares of canstaxk issued in connection with the offering wedintain appropriate legends to reflect
restrictions on transfer imposed by the Securifies On July 2, 2007 theregistration statement filed with the SEC with mespto these shar
was declared effective.

The Company’s (parent only) primary funding souraes dividends from the Bank and proceeds fromOR#. Dividend payments from tl
Bank are subject to regulatory limitations, gergrahsed on capital levels and current and retaggedings, imposed by regulatory agencies
authority over the Bank. Prior to, and at Decengier2007, due to the Company recording a netilo2905 following the issuance of the IN
jury verdict, the quarterly cash dividend had beeran irregular schedule due to the advance appregaired from the New York State Bank
Department (the “Banking Department”), the Banlgrimary regulator, for the Bank to pay dividertdsthe Company. As reported in
Company’s Form 8 filing with the SEC on June 27, 2007, the Compamnounced a change in its cash dividend scheduke quarterl
declaration during the first month of each calenglaarter. As of January 1, 2008, the Bank is myéw required to seek regulatory approvi
declare dividends. The CompasyBoard declared a cash dividend of $0.15 per shtaite January 29, 2008 meeting. The cash diddeifl be
paid on March 17, 2008 to stockholders of recordrebruary 22, 2008. During 2007, the Company dedI&6.2 million in dividends and recei\
$3.0 million from the reinvestment of dividends $tpckholders participating in the Company’s DRP.
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CASH DIVIDEND S AND DIVIDEND PATOUT RATIOS (1)
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Payout ratio

Diridends

(in thousands)

e Dividends —s— Paout ratio

(17 Due to the net lozs recorded in 2005, the 1203105 payout ratio
iz naot statistically meaningful and iz therefore not shoan.

The Company did not repurchase any shares of itsramn stock during 2007 under the existing stockireipase plan. Under the Company's
current stock repurchase authorization, managemantrepurchase up to 512,348 additional sharesiket conditions warrant. This action will
only occur if management feels that the purchadlebeiat prices that are accretive to earningsspare and is the most efficient use of Company
capital.

The Companys two unconsolidated Delaware trust subsidiarieseatly have outstanding a total of $20 milliontinst preferred securities whi
presently qualify as Tier | capital of the Compé&noy regulatory capital purposes. The securitiesheaear an interest rate tied to threentt
LIBOR and are each redeemable by the Company ifeandroin part after five years or earlier undertaer circumstances. The Company has
right to optionally redeem the debentures of Ttusthich bear a coupon rate of thremnth LIBOR plus 345 basis points, prior to the umiay
date of November 7, 2032, on or after NovemberOD72at par. Under the occurrence of certain evehesCompany may have been abl
redeem the debentures in whole or in part prioNéwember 7, 2007. As of December 31, 2007, the f@zmy has chosen not to redeem
debentures of Trust I, and in the future will canot to evaluate the cost effectiveness of thisdwang. The Company has the right to option
redeem the debentures of Trust Il, which bear goouate of threeaonth LIBOR plus 285 basis points, prior to the umiég date of January 2
2034, on or after January 23, 2009. Under the @enge of certain events, the Company may redeendghentures in whole or in part priol
January 23, 2009. The weighted average rate dnuall preferred securities outstanding was 8.46%nd 2007 and 8.24% during 2006. Dut
the second quarter of 2006, the Company issuedndillion of 8.25% subordinated notes due June 13,320The notes were sold in a priv
placement and qualify as Tier Il capital for then@Gmany.

The Companys DRP allows existing stockholders to reinvest cdstidends in Company stock and/or to purchase tiadil shares throug
optional cash investments on a quarterly basisteShare purchased at up to a 5% discount fromuhemt market price under either Plan opi
During 2007 and 2006, $3.0 million and $3.3 milliwaspectively, were added to stockholdeguity through Plan participation. Approximal
15% of the Companyg’ cash dividends were reinvested in 2007 underRlds, and since inception, approximately $22.4ionilin additiona
equity has been added through Plan participatianddement anticipates continued future growth initgghrough the DRP.
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Ligquidity

Liquidity management is defined as both the Comfzaand the Banls ability to meet their financial obligations orcantinuous basis witha
material loss or disruption of normal operationke3e obligations include the withdrawal of depositsdemand or at their contractual matu

the repayment of borrowings as they mature, thihyabi fund new and existing loan commitments andake advantage of business opportur

as they arise. Asset liquidity is provided by sherm investments and the marketability of secigitévailable for sale. Such liquid as:
declined to $462 million at December 31, 2007 fi®&71 million at December 31, 2006, resulting laydedbm a reduction in securities held in
Bank’s available for sale investment portfolio, the fumgdof the $65 million IMN judgment, the withdrawaf seasonal deposits by munici
entities and the maturities of promotional retad<C Liquidity is affected by the maintenance ateong base of core deposits, maturing short:
term assets including cash and due from banksliti¢y to sell or pledge marketable assets aneésto lines of credit and the capital markets.

Liquidity is measured and monitored daily, therallpwing management to better understand and teaanerging balance sheet trends, inclu
temporary mismatches with regard to sources ansl afstinds. After assessing actual and projecsath low needs, management seeks to @
funding at the most economical cost. These fulaisbe obtained by converting liquid assets to cadly attracting new deposits or other sou
of funding. Many factors affect the Compasyability to meet liquidity needs, including vardats in the markets served, loan demanc
asset/liability mix, its reputation and credit siarg in its markets and general economic conditidBsrrowings and the scheduled amortizatic
investment securities and loans are more preditfainiding sources, while deposit flows and seasifirepayments are somewhat less predic
in nature, as they are often subject to externetiofa beyond the control of management. Among tlasechanges in the local and natis
economies, competition from other financial ingtdns and changes in market interest rates.

The Companys primary sources of funds are cash provided bypsien proceeds from maturities and sales of seesiiavailable for sale and ci
provided by operating activities. In 2006, the Camyp also issued common stock in a private placemeatfixed rate subordinated notes. A
December 31, 2007, demand deposits increased byn#ilidn compared with December 31, 2006. Durif@P? and 2006, proceeds from s
and maturities of securities available for salalet $462 million and $301 million, respectiveBRuring the fourth quarter of 2007, $97 millior
the Companys available for sale securities, mostly U.S. Gorent agency issues, either matured or were redeatneal value by the issuel
preset redemption dates.

The Companys primary uses of funds are for the originatiotioains and the purchase of investment securities.tie years ended December
2007 and 2006, the Company originated new loamdinigt $63 million and $93 million, respectively,trad principal paydowns. The Company
not purchase any loans in 2007 or 2006. The Cognparchased securities available for sale totafi8§1 million and $291 million in 2007 a
2006, respectively. The Compasydutstanding FHLB borrowings as of December 3D;72@ere primarily used to support the funding afrs
To support the Company’s municipal banking businassignificant amount of short-term taxempt securities are purchased and often sold
to maturity. In 2007 these purchases, and subs¢gaées, amounted to $106 million. Total depodésreased by $236 million in 2007 to §
billion. Of this decrease $197 million was dueatatrategic decision to run off high cost CDs aiedi during the two retail campaigns hel
2006.

In February 2004, the Bank purchased $25 millioB®LI. The Bank is the beneficiary of this polityat insures the lives of certain sel

officers of the Bank and its subsidiaries. Digitibns are made to the Bank only upon the deathnofnsured officer in accordance with
underlying policy. Accordingly, the BOLI held blyg Bank does not generate regular cash flows fovestment.
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The Asset/Liability Management Committee (the “ALQOis responsible for oversight of the liquidity pdsit and management of 1
asset/liability structure. The ALCO establishescgfie policies and operating procedures governingitlity levels and develops plans to add
future and current liquidity needs. The ALCO morst the loan and investment portfolios while als@areining the maturity structure a
volatility characteristics of liabilities to devgloan optimum asset/liability mix. Available fundirsources include retail, commercial
municipal deposits, purchased liabilities and shmttters’equity. At December 31, 2007, access to approxin&®210 million in FHLB lines ¢
credit for overnight or term borrowings with maties of up to thirty years was available. At Debem31, 2007, approximately $82 million
informal lines of credit extended by correspondbahks were also available to be utilized, if needed shortterm funding purposes.
December 31, 2007, approximately $139 million wasstanding with the FHLB and no funds were drawncomrespondent bank lines
credit. In addition, also available was a $10 imnllsecured revolving line of credit with a correesdent bank which matures on March 31, 2
of which no amount was outstanding at December2B80y. Pursuant to authorization limits set by Board, management may also acces
brokered deposit market for funding. As of Decem®g&, 2007, no brokered deposits were outstandikgthe Companyg liquidity remain
strong due to its deposit base, ample borrowingciép secured by liquid assets and other funding s, management believes that exis
funding sources will be adequate to meet futureidiy requirements.

ITEM 7A. QUANTITATIVE AND QUA LITATIVE DISCLOSURES ABOUT MARKET RISK

Asset/Liability Management and Market Risk

The process by which financial institutions managerestearning assets and funding sources under diffénégriest rate environments is ca
asset/liability management. The primary goal gediability management is to increase net inteiresome within an acceptable range of ovt
risk tolerance. Management must ensure that litwidapital, interest rate and market risk aredgntly managed. Asset/liability and interest
risk management are governed by policies reviewsdl @pproved annually by the CompanyBoard of Directors. The Board has deleg
responsibility for asset/liability and interesteatsk management to the ALCO. The ALCO meetstgugrand sets strategic directives that g
the day to day asset/liability management actiwitéthe Company as well as reviewing and approgihgnajor funding, capital and market r
management programs. The ALCO also focuses oemtumarket conditions, balance sheet manageme¢gies, deposit and loan pricing iss
and interest rate risk measurement and mitigation.

Interest Rate Risk

Interest rate risk is the potential adverse chawgearnings or capital arising from movements itere@st rates. This risk can be quantifiec
measuring the change in net interest margin reativchanges in market rates. Reviewing repricimgracteristics of interes@arning assets a
interest-bearing liabilities identifies risk. TR@mpanys ALCO sets forth policy guidelines that limit tlewel of interest rate risk within specifi
tolerance ranges. Management must determine thepgte level of risk, under policy guidelines, ialh will enable the Company to achieve
performance objectives within the confines impolsgdts business objectives and the external enent within which it operates.

Interest rate risk arises from repricing risk, basgsk, yield curve risk and options risk, and igasured using financial modeling technic
including interest rate ramp and shock simulatitmaneasure the impact of changes in interest rategarnings for periods of up to t
years. These simulations are used to determing¢heheorrective action may be warranted or requinedrder to adjust the overall interest
risk profile of the Company. Asset and liabilittamagement strategies may also involve the usesbliments such as interest rate swaps to |
interest rate risk. Management performs simulatioalysis to assess the Compangsset/liability position on a dynamic repricinasis usin
software developed by a well known industry vend®imulation modeling applies alternative interesterscenarios to the Compasyalanc
sheet to estimate the related impact on net int@mesme. The use of simulation modeling assistaagament in its continuing efforts to achi
earnings stability in a variety of interest rateieonments.
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The Company'’s asset/liability and interest rat& risanagement policy limits interest rate risk expesto -12% and15% of the base case
interest income for net earnings at risk at thenf#th and 24wmonth time horizons, respectively. Net earniagsisk is the potential adve!
change in net interest income arising from up ta2@0 basis point change in interest rates over mdth period, and measured over a 24 m
time horizon. The Comparg’balance sheet is held flat over the 24 month tiorézon with all principal cash flows assumed ®rbinvested i
similar products and term points at the simulatedk®et interest rates.

The Company may be considered “asset sensitiden net interest income increases in a risingésterate environment or decreases in a fe
interest rate environment. Similarly, the Compamgy be considered “liability sensitivelhen net interest income increases in a fallingriegt
rate environment or decreases in a rising intesgetenvironment.

As of December 31, 2007, the Companialance sheet is considered slightly asset s8enas a hypothetical decrease in interest rateddiave
a negative impact on the percentage change in ¢tlmep@nys net interest income; whereas, a hypotheticakas® in interest rates would h
relatively no impact on the Compasyhet interest income. This condition is evidantifalling interest rate environment and is pritgathe
result of the shortening of the average life ofitheestment portfolio, as well as the pricing of&deposits reaching a floor level.

As of December 31, 2006, the Companyalance sheet was considered primarily intest meutral as hypothetical changes in interest
would have a minimal impact on the percentage changhe Companyg net interest income, except in the rates up 2&0skpoints scenar
where there is a negative impact of -2.5% on then@anys net interest income. The Company may be coreidglightly liability sensitive in
rates up 200 basis points environment primarily wuthe lengthening of the average life of the Btweent portfolio.

% Change in Net Interest Incor
12 Month Interest Rate Chanc

Basis Pointt
December 31, 200 December 31, 200
Time Horizon Down 20( Down 10( Base Fle Up 10C Up 20( Down 20( Down 10( Base Fle Up 10C Up 20C
Year One -1.1% -0.6% 0.0% 0.8% 0.8% 0.4% 0.7% 0.0% -0.8% -2.5%
Year Two -4.3% -3.5% -1.9% -0.3% -0.3% 6.0% 6.9% 6.2% 5.6% 3.6%

Management also monitors equity value at risk gem@entage of market value of portfolio equity (“ME”). The Compang MVPE is thi
difference between the market value of its intesesisitive assets and the market value of itsésteensitive liabilities. MVPE at risk is t
potential adverse change in the present value @havielue) of total equity arising from an immediatgpothetical shock in intere
rates. Management uses scenario analysis onia Is¢sis to assess its equity value at risk by nioglé/VPE under various interest rate sh
scenarios.

When modeling MVPE at risk, management recogniheshigh degree of subjectivity when projecting ldagn cash flows and reinvestm
rates, and therefore uses MVPE at risk as a relatidicator of interest rate risk. Accordinglyet@ompany does not set policy limits over M\
at risk.

As of December 31, 2007 and 2006, the variabilitthe Company’s MVPE after an immediate hypothésback in interest rates of +200 basi
points is low. The small changes in the percentdgmge in MVPE and the MVPE Ratio is attributaiolehe lower interest rate environmen
December 31, 2007 versus December 31, 2006 ahgptsthetical impact on the market value of the Canys investment assets and lower
core deposits.
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MVPE Variability
Immediate Interest Rate Shoc

Basis Pointt
December 31, 200 December 31, 200
Down 20( Down 10( Base Fle Up 10C Up 20( Down 20( Down 10( Base Fle Up 10C Up 20(
% Change in MVPE (1 -3.7% -0.9% 0.0% -2.6% -3.8% -0.4% 0.6% 0.0 -2.0% -5.1%
MVPE Ratio 14.1% 14.9% 15.3% 14.8% 14.8% 13.0% 13.3% 13.4% 13.1% 12.6%

(1) Assumes 40% marginal tax ra

Simulation and scenario techniques in asset/lighitiodeling are influenced by a number of estimated assumptions with regard to embe
options, prepayment behaviors, pricing strategreb@ash flows. Such assumptions and estimateimlageently uncertain and, as a conseque
simulation and scenario output will neither prelyissstimate the level of, or the changes in, ntrigst income and MVPE, respectively.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Report of Independent Registered Public Accountingrirm

Board of Directors and Stockholders
State Bancorp, Inc.
Jericho, New York

We have audited the accompanying consolidated balaheets of State Bancorp, Inc. as of December2@27 and 2006, and the rele
consolidated statements of income, cash flows,cliaghges in stockholders' equity and comprehenss@nie (loss) for each of the three yea
the three-year period ended December 31, 2007.I¥d¢chave audited State Bancorp Isdriternal control over financial reporting as afd@mbe
31, 2007, based on criteria established in Inte@witrol —Integrated Framework issued by the Committee ofnSpong Organizations of t
Treadway Commission (COSO). State Bancorp tnhmanagement is responsible for these financigraents, for maintaining effective inter
control over financial reporting, and for its assesnt of the effectiveness of internal control overancial reporting, included
the accompanying ManagemenReport on Internal Control Over Financial Repayt{item 9A). Our responsibility is to express gin@n or
these financial statements and an opinion on threg@ay's internal control over financial reportiregsbd on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighamlo(United States). Those stand:
require that we plan and perform the audits toiabt@asonable assurance about whether the finasteiE@ments are free of material misstatel
and whether effective internal control over finatdieporting was maintained in all material respe€@ur audits of the financial stateme
included examining, on a test basis, evidence stipgahe amounts and disclosures in the finargti@lements, assessing the accounting print
used and significant estimates made by managemedtevaluating the overall financial statement gméstion. Our audit of internal control o
financial reporting included obtaining an underdiag of internal control over financial reportingssessing the risk that a material weak
exists, and testing and evaluating the design aetlating effectiveness of internal control basedhl@assessed risk. Our audits also incl
performing such other procedures as we considezedssary in the circumstances. We believe thatodits provide a reasonable basis for
opinions.

A company's internal control over financial repogtiis a process designed to provide reasonableasssuregarding the reliability of financ
reporting and the preparation of financial stateisdior external purposes in accordance with gehewrdcepted accounting principles.
company's internal control over financial reportingludes those policies and procedures that (ffapeto the maintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseo€dimpany; (2) provide reasonable assuranc
transactions are recorded as necessary to perepamtion of financial statements in accordancé wénerally accepted accounting princif
and that receipts and expenditures of the compamybeing made only in accordance with authorizatioh management and directors of
company; and (3) provide reasonable assurancediegaprevention or timely detection of unauthorizzhuisition, use, or disposition of
company's assets that could have a material effetie financial statements.

Because of its inherent limitations, internal cohtover financial reporting may not prevent or detmisstatements. Also, projections of
evaluation of effectiveness to future periods angjext to the risk that controls may become inadégbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all materéspects, the financial position of State Ban
Inc. as of December 31, 2007 and 2006, and thdtsesits operations and its cash flows for eatthe three years in the thrgear period ende
December 31, 2007 in conformity with accountingnpiples generally accepted in the United Stateé\rokrica. Also in our opinion, Ste
Bancorp Inc. maintained, in all material respeeféective internal control over financial reportimg of December 31, 2007, based on cri
established in Internal Control ltegrated Framework issued by the Committee ofnSpong Organizations of the Treadway Commis
(COS0).

Crowe Chizek and Company LLC

Livingston, New Jersey
March 13, 2008
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CONSOLIDATED BALANCE SHEETS

December 31, 2007 and 20 2007 200¢€
ASSETS:
Cash and due from ban 35,380,21 % 46,210,87
Federal funds sol - 29,000,0(
Securities purchased under agreements to | 61,000,0! 131,000,00
Total cash and cash equivale 96,380,21. 206,210,87
Securities held to maturity (estimated fair valfié®,361,036 in 200€ - 6,372,08!
Securities available for sa- at estimated fair valu 401,229,23 511,408,68
Federal Home Loan Bank and other restricted s 8,053,64. 1,708,34.
Loans and leases (net of allowance for loan arsklézsses ¢

$14,704,864 in 2007 and $16,411,925 in 2( 1,026,304,53 967,312,84
Bank premises and equipme- net 5,777,49. 6,043,45I
Bank owned life insuranc 29,006,61 27,891,01
Net deferred income tax 17,494,84 36,665,26.
Receivable- current income taxe 14,034,37 -
Receivable- securities sales/cal 14,822,822 5,068,7!
Other asset 14,910,63 20,041,16
TOTAL ASSETS 1,628,014,41 % 1,788,722,47
LIABILITIES:
Deposits:

Demand 332,464,46 $ 316,618,44

Savings 566,999,84 621,969,61

Time 430,474,81 627,595,41
Total deposit: 1,329,939,11 1,566,183,47
Other temporary borrowing 139,031,32 56,40(
Subordinated note 10,000,0t 10,000,0¢
Junior subordinated debentu 20,620,00 20,620,00
Accrued legal expensi 700,83¢ 66,050,20
Other accrued expenses and liabili 14,085,46 21,671,87
Total liabilities 1,514,376,74 1,684,581,96
COMMITMENTS AND CONTINGENT LIABILITIES
STOCKHOLDERS' EQUITY:
Preferred stock, $0.01 par value, authorized 250db@res; 0 shares isst - -
Common stock, $5.00 par value, authorized 20,0@sb@res

issued 14,996,348 shares in 2007 and 14,604,208ssia2006

outstanding 14,008,696 shares in 2007 and 13,61&5ares in 200 74,981,74 73,021,01
Surplus 86,654,14 83,767,50
Retained defici (32,164,265 (32,158,43¢
Treasury stock (987,652 shares in 2007 and 2 (16,646,42¢€ (16,646,42¢€
Accumulated other comprehensive income (loss)h&txes of

$534,913 in 2007 and ($2,118,436) in 20 812,47! (3,843,145
Total stockholders' equit 113,637,66 104,140,51
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 1,628,014,41 % 1,788,722,47

See Notes to Consolidated Financial Statem:
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CONSOLIDATED STATEMENTS OF INCOME

For the Years Ended December 31, 2007, 2006 angl 2007 200¢ 200~
INTEREST INCOME:
Interest and fees on loans and lez $ 82,489,40 $ 77,737,17 $ 61,836,16
Federal funds sold and securities purchased urggleements to rese 3,388,75. 4,319,77. 1,613,84
Securities held to maturit- taxable 80,54: 412,73 537,92t
Securities available for sa- taxable 23,816,12 23,314,55 17,561,50
Securities available for sa- tax-exempt 498,96 500,61° 1,614,01
Securities available for sa- dividends 119,00( 95,86 76,50(
Dividends on Federal Home Loan Bank and otheriotstt stock 487,59( 108,62! 180,50(
Total interest incom 110,880,37 106,489,33 83,420,46
INTEREST EXPENSE
Deposits 42,254,50 41,230,17 21,214,70.
Temporary borrowing 5,716,36. 719,72( 2,253,11.
Subordinated note 922,44¢ 515,76 -
Junior subordinated debentul 1,821,67! 1,787,16! 1,433,68!
Total interest expens 50,714,99 44,252,82 24,901,49
Net interest incom 60,165,38 62,236,51 58,518,97
Provision for loan and lease los: 4,463,50! 2,489,99: 3,650,00!
Net interest income after provision for loan anaske losse 55,701,88 59,746,51 54,868,97
OTHER INCOME:
Service charges on deposit accot 2,098,69 2,398,99. 2,107,541
Net security (losses) gail (218,607 (69,47 867,20¢
Income from bank owned life insuran 1,115,60: 1,011,08. 1,000,75!
Other operating incom 2,380,30 2,350,16: 1,834,95!
Total other incomt 5,376,00! 5,690,76! 5,810,46.
Income before operating expen: 61,077,88 65,437,28 60,679,43
OPERATING EXPENSES
Salaries and other employee bene 30,404,42 27,094,53 26,204,88
Occupancy 5,395,27. 4,968,08: 4,733,00!
Equipmen 1,346,00: 1,226,50! 1,388,79:
Legal 2,737,90 (5,543,60) 83,583,98
Marketing and advertisir 1,256,73! 1,743,34. 1,232,17.
Credit and collectiol 903,49( 829,52: 660,02:
Audit and assessme 1,251,69! 1,557,69: 1,346,06:
Goodwill impairment 2,390,92. - -
Other operating expens 6,226,41. 5,750,39! 5,491,76!
Total operating expens: 51,912,86 37,626,46 124,640,68
INCOME (LOSS) BEFORE INCOME TAXE: 9,165,02 27,810,81 (63,961,24)
PROVISION (BENEFIT) FOR INCOME TAXE! 2,935,54; 16,316,93 (27,412,99)
NET INCOME (LOSS) $ 6,22947 $ 11,493,87 $ (36,548,25)
BASIC EARNINGS (LOSS) PER COMMON SHAR $ 0.4t $ 1.0z $ (3.39)
DILUTED EARNINGS (LOSS) PER COMMON SHAR $ 04t $ 1.0 $ (3.39)
WEIGHTED AVERAGE NUMBER OF SHARE!- BASIC 13,738,10 11,227,27 10,996,60
WEIGHTED AVERAGE NUMBER OF SHARE! DILUTED 13,867,47 11,486,98 10,996,60

See Notes to Consolidated Financial Statem:
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2007, 2006 and 2007 200¢€ 200t
OPERATING ACTIVITIES:
Net income (loss $ 6,229,470 $ 11,493,87 $ (36,548,25)
Adjustments to reconcile net income (loss) to reshcprovided bpperating activities
Provision for loan and lease los: 4,463,501 2,489,99i 3,650,001
Depreciation and amortization of bank premisesemdpmen 1,322,90: 1,130,711 1,429,27!
Amortization of intangibles and goodwill imsipment 2,427,06. 36,131 36,131
Deferred income tax expense (bene 16,517,12 224,67 (31,005,60)
Amortization of net premium on securiti 1,418,36: 1,129,68! 3,435,77!
Net security losses (gair 218,60° 69,47" (867,201)
Net gains on sales of other real estate owned (QR - - (43,909
Income from bank owned life insuran (1,115,60) (1,011,08) (1,000,75)
Stocl-based compensation expel 604,14¢ 119,58: 36,38¢
Shares issued under the directors' stock - 43,53( -
Decrease (increase) in other as: 3,003,41. (3,354,25) (4,452,46)
Increase in receivab- current income taxe (14,034,37) - (1,832,13)
(Decrease) increase in accrued legal expe (65,349,36) (11,678,92) 77,333,88
(Decrease) increase in other accrued expensestladliabilities (7,586,41)) 10,135,11. (428,241)
Net cash (used in) provided by operating activi (51,881,16) 10,828,52 9,742,90:
INVESTING ACTIVITIES:
Proceeds from maturities of securities held to mitgt 6,375,99 16,000,00 19,997,54
Purchases of securities held to matu - (6,355,17) (5,992,501
Proceeds from sales of securities available far 141,868,88 162,149,45 311,306,54
Proceeds from maturities of securities availabtestde 325,017,42 139,493,13 179,411,56
Purchases of securities available for ¢ (361,092,84) (290,812,67) (513,364,93)
(Increase) decrease in Federal Home Loan Bank tined mestricted stoc (6,345,301 808,40( 1,474,601
Increase in loans and leas- net (63,455,18) (93,498,26) (113,783,80)
Proceeds from sales of ORE - - 2,693,90.
Purchases of bank premises and equipt- net (1,056,94)) (1,003,16) (1,108,91)
Net cash provided by (used in) investing activi 41,312,03 (73,218,28) (119,365,99)
FINANCING ACTIVITIES:
(Decrease) increase in demand and savings de| (39,123,76) (88,307,65) 74,667,25
(Decrease) increase in time depo (197,120,60) 242,917,18 67,272,61
Increase (decrease) in other temporary borrow 138,974,92 (18,557,89) (13,652,19)
Proceeds from issuance of subordinated r - 10,000,00 -
Cash dividends pai (6,235,30) (6,706,85) (5,766,47)
Proceeds from shares issued under private place - 36,542,40 -
Private placement expens (252,73Y) - -
Proceeds from shares issued under the dividendestiment plai 2,984,144 3,313,55! 2,841,41.
Proceeds from shares issued pursuant to compemsatirds 1,511,79 247,76¢ 655,51t
Purchases of treasury stc - - (1,177,89)
Net cash (used in) provided by financing activi (99,261,52) 179,448,51 124,840,22
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENT (109,830,65) 117,058,75 15,217,14
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAF 206,210,87 89,152,11 73,934,97
CASH AND CASH EQUIVALENTS AT END OF YEAF $ 96,380,21 $ 206,210,87 $ 89,152,11
SUPPLEMENTAL DATA:
Interest paic $ 50,856,47 $ 43,227,46 $ 24,619,83
Income taxes pai $ 9,452,122 $ 523169 $ 5,459,40
Adjustment to unrealized net gain or loss on séiegravailable for sal $ 7,00896 $ 1,216,170 $ (6,533,25)
Dividends declared but not paid as of -end $ - % - $ 1,656,25

See Notes to Consolidated Financial Statem:
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE INCOME (LOSS)
For the Years Ended December 31, 2007, 2006 andl

Balance, January 1,
2005
Comprehensive los:
Net loss

Other comprehensive
loss, net of tax
Unrealized holding
losses during the
period (1)
Reclassification for
gains included in net
income (2)

Cash flow hedges (3)
Total other
comprehensive loss
Total comprehensive
loss

Cash dividend ($.55
per share

6 for 5 stock split
(1,832,949 share:
Shares issued under-
dividend reinvestmer
plan (131,901 shares
at 95% of market
value)

Stock options
exercised (59,754
shares

Accelerated vesting o
stock options
Treasury stock
purchased (61,657
shares)

Balance, December 3
2005
Comprehensive
income:

Net income

Other comprehensive
income, net of tax
Unrealized holding
gains during the peria
(1)

Reclassification for
losses included in net
income (2)

Cash flow hedges (3)
Total other
comprehensive incon
Total comprehensive
income

Shares issued under
private placement
(2,250,000 share:!
Cash dividend ($.45
per share

Shares issued under
dividend reinvestmer

plan (203,167 share

Accumulate:
Retainel Othel Total

Commor Earning: Treasur Comprehensiv  Stockholder: Comprehensiv

Stock Surplus (Deficit) Stock  (Loss) Incom Equity  (Loss) Incom
49,974,111 $ 63,014,24 $ 4,008,971 $ (15,468,52) $ (478,95) $101,049,84

- - (36,548,25) - - (36,548,25) $ (36,548,25)

- - - - - (3,686,281

- - - - - (565,11%)

- - - - - (121,060

= - - - (4,372,46) (4,372,46) (4,372,46)

- - - - - $ (40,920,71)
- - (6,062,42) - - (6,062,42)
9,164,74! (9,164,74) - - - -
659,50! 2,181,90° - - - 2,841,417
298,77( 356, 74t - - - 655,51t
- 36,38¢ - - - 36,38¢
- - - (1,177,89) - (1,177,89)
60,097,13 56,424,54. (38,601,70) (16,646,42) (4,851,42) 56,422,11

- - 11,493,87 - - 11,493,87 $ 11,493,87

- - - - - 748,97:

- - - - - 43,15¢

- - - - - 216,14

- - - - 1,008,271 1,008,271 1,008,27!

- - - - - $ 12,502,15
11,250,00 25,292,40 - - - 36,542,40
- - (5,050,609 - - (5,050,60)



at 95% of market
value)

Stock options
exercised (21,223
shares

Stock-based
compensation expen
Restricted stock
awards (107,540
shares

Stock issued under
Directors' Stock Plan
(2,847 shares)
Balance, December 3
2006

Comprehensive
income:

Net income

Other comprehensive
income, net of tax
Unrealized holding
gains during the peric
(1)

Reclassification for
losses included in net
income (2)

Cash flow hedges (3)
Total other
comprehensive incorr
Total comprehensive
income

Cash dividend ($.45
per share

Shares issued under
dividend reinvestmer
plan (178,099 shares
at 95% of market
value)

Stock options
exercised (218,304
shares

Stock-based
compensation expens
(includes the
forfeiture of 4,258
shares of restricted
stock)

Private placement
expenses

Balance, December 3
2007

(1) Net of taxes of ($1,979,758), $397,727 and 32,248 in 2005, 2006 and 2007, respectiv

1,015,83! 2,297,72: - - - 3,313,55
106,11¢ 141,65: - - - 247,76¢

- 29,80( - - - 29,80(

537,70( (447,916 - - - 89,78
14,23 29,29t - - - 43,53(
73,021,01 83,767,50  (32,158,43)  (16,646,42) (3,843,14)  104,140,51
- - 6,229,47 - - 6,229,47:

- - - - 4,655,621 4,655,621

- - (6,235,30) - - (6,235,30)

890,49! 2,093,65. - - - 2,984,14:
1,091,52( 420,27 - - - 1,511,79"
(21,290 625,43¢ - - - 604,14¢

- (252,735 - - - (252,73Y)
7498174 $ 86,654,14 $ (32,164,26) $ (16,646,42) $ 812,47! $ 113,637,66

(2) Net of taxes of $302,090, ($26,316) and $83ja24005, 2006 and 2007, respective
(3) Net of taxes of ($80,572), $143,856 and $11@ja8005, 2006 and 2007, respectivt

See Notes to Consolidated Financial Statem:
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6,229,47!

4,340,11.

135,38t

180,12(

4,655,62!
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting and ReportingPolicies

Organization and Nature of OperationsThe consolidated financial statements include ttemants of State Bancorp, Inc. and its wholly ow
subsidiary, State Bank of Long Island (the “BankThe Banks consolidated financial statements include theoamis of its wholly owne
subsidiaries, SB Portfolio Management Corp. (“SBrtfetio”), SB Financial Services Corp. (“SB Finaat), SB ORE Corp., Studebaker-
Worthington Leasing Corp. (“SWLC"and New Hyde Park Leasing Corporation and its slidnsés, P.W.B. Realty, L.L.C. and State T
Agency, LLC. SB Portfolio manages a portfolio dfefd income investments and SB Financial providdarce sheet management services w
focus on interest rate risk management. SWLClé&asing subsidiary. State Bancorp, Inc. and sidosés are collectively referred to hereafte
the “Company.” All intercompany accounts and tei®ns have been eliminated.

Use of Estimates The preparation of financial statements in confeymvith accounting principles generally acceptedhie United States
America requires management to make estimates ssuimgtions that affect the reported amounts oftassed liabilities and disclosure
contingent assets and liabilities at the date ef fihancial statements and the reported amounisanime and expenses during the repo
periods. Actual results could differ from thoseireates. The allowance for loan and lease lodsésyalues of financial instruments, litigati
liabilities and tax contingencies are particulalipject to change.

Securities Held to Maturity and Securities Availabfor Sale - At the time of purchase of a security, the Bankigiestes the security as eitl
available for sale or held to maturity, dependim@mu investment objectives, liquidity needs andnhteSecurities held to maturity are state
cost, adjusted for premium amortized or discountreted, if any. The Bank has the positive intentl ability to hold such securities
maturity. Securities available for sale are stattdstimated fair value. Unrealized gains anddesare excluded from income and reported r
tax as accumulated other comprehensive income)(lassa separate component of stockholderglity until realized. Interest earned
investment securities is included in interest ineorRealized gains and losses on the sale of siesuare reported in the consolidated staten
of income and determined using the adjusted costeo$pecific security sold.

Interest income includes amortization of purchasampum or discount. Premiums and discounts onrg@siare amortized on the lewakld
method without anticipating prepayments, excepniortgage backed securities where prepaymentsiticipated.

Declines in the fair value of securities below thedst that are other than temporary are refleatedealized losses. In estimating other-than:
temporary losses, management considers: (1) tlgheaf time and extent that fair value has bees than cost, (2) the financial condition .
near term prospects of the issuer and (3) the Cowyipability and intent to hold the security for aipdrsufficient to allow for any anticipat
recovery in fair value.

Income Recognitior— Interest on loans and leases is credited to inoetren earned. The Bank discontinues the accruitefest on loans a
leases whenever there is reasonable doubt tha¢attend/or principal will be collected, or whether principal or interest is 90 days or more
due. Income is not accrued for installment loahictv are 90 days past due unless the Bank holdsamkateral. Interest received on nacerua
loans and leases is either applied against prihcipaeported as income, according to manageragnotigment as to the collectibility of 1
principal.

Allowance for Loan and Lease Loss- The allowance for loan and lease losses is estealithrough a provision for loan and lease loshasge«
to expense. Loans and leases are charged aganalfidwance when management believes that theatiblility of the principal is unlikely, whil
recoveries of previously chargedf loans and leases are credited to the allowaide balance in the allowance for loan and leasseéls i
maintained at a level that, in the opinion of mamagnt, is sufficient to absorb probable incurresbés. To determine that level, manage!
evaluates problem loans and leases based on tieciah condition of the borrower, the value of atdral and/or guarantor support. Based |
the resultant risk categories assigned to each doanlease and the procedures regarding impairdesdribed below, an appropriate allowe
level is determined. Management also evaluatestiadity of, and changes in, the portfolio, whil&itey into consideration the Barshistorica
loss experience, the existing economic climatehef $ervice area in which the Bank operates, examisaby regulatory authorities, inter
reviews and other evaluations in determining therapriate allowance balance. While managementzatiliall available information to estim
the adequacy of the allowance for loan and leasseky the ultimate collectibility of a substanpaltion of the loan and lease portfolio and
need for future additions to the allowance willdzsed upon changes in economic conditions and oglexrant factors.
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Commercial loans and commercial real estate loemg@nsidered impaired when, based on currentrimdton and events, it is probable that
Company will not be able to collect all of the mijpal and interest due under the contractual tesfrthe loan. Management considers all non-
accrual loans in excess of $250 thousand for impenit. Large groups of smallbelance homogeneous loans and leases, such asrEma
residential mortgages, are collectively evaluatedriipairment.

The allowance for loan and lease losses relatddatos and leases that are impaired includes reseviiech are based upon the expected fi
cash flows, discounted at the effective interes, rar the fair value of the underlying collatefat collateraldependent loans or leases, or
observable market price. This evaluation is inh#yesubjective as it requires material estimabesluding the amount and timing of future c
flows expected to be received on impaired loansleasks, which may be susceptible to significaahgde.

Bank Premises and Equipmel- Net—Land is carried at cost. Bank premises and equipae stated at cost, less accumulated depretiatic
amortization. Depreciation expense is computetherstraightine method over the estimated useful lives ofrédated assets which range frol
to 10 years for furniture and equipment and 30 yéar premises and related components. Leasehmgdtbvements are amortized over the sh
of their estimated useful lives or the remainingne of the leases.

Loan and Lease Origination Fees and Co+— Certain loan and lease origination fees and ddgination costs are capitalized and recognizs
an adjustment of the yield on the related loareasé.

Income Taxes- The Company recognizes deferred tax assets anititiggbthat reflect the temporary differences betn the financial accounti
and tax bases of assets and liabilities using eddeix rates in effect for the year in which thifedénces are expected to reverse. As chan(
tax laws are enacted, deferred tax assets antitlegbare adjusted through the provision for ineotaxes.

Treasury Stock- Stock held in treasury by the Company is reportec aeduction to total stockholders’ equitfireasury stock purchases
recorded at cost.

Stock Dividends and Split- Stock dividends issued are recorded by transfettiegaggregate market value of the shares issoed fetaine
earnings to common stock and surplus. Stock spligsrecorded by transferring the aggregate parevaf the shares issued from surplu
common stock. All per share information, includiedthe consolidated financial statements and theesthereto, has been restated to
retroactive effect to stock dividends and splits.

Earnings Per Common Share- Basic earnings per common share is computed basedhe weightediverage number of sha
outstanding. Diluted earnings per share is compbtesed on the weighted average number of shatstaonding, increased by the numbe
common shares that are assumed to have been pedchith the proceeds from the exercise of stockoapt These purchases were assum
have been made at the average market price ofothenon stock. The average market price is basdatienverage closing price for the comr
stock. Retroactive recognition has been giverstock dividends and splits. For periods in whidbss is reported, the impact of stock optior
not considered as the result would be anti-dilutive
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For the Years Ended December 2007 200¢ 200~

Net income (loss $ 6,229,447 $ 11,493,87 $ (36,548,25)
Average market pric $ 17.4¢  $ 17.2¢ N/A*
Weighted average common shares outstan 13,738,10 11,227,27 10,996,60

Dilutive effect of stock options and restrictedcikt@rants 129,37t 259,70« N/A*
Adjusted common shares outstand- diluted 13,867,47 11,486,98 10,996,60

Net income (loss) per sha- basic $ 0.4t % 1.0z $ (3.39)
Net income (loss) per sha- diluted $ 04t % 1.0C $ (3.39
Antidilutive potential shares not included in tredaulation 454,92: 314,96! N/A*

* N/A - denotes not applicabl

Comprehensive Income (Loss)— Comprehensive income (loss) consists of net inc@oss) and other comprehensive income (loss). «
comprehensive income (loss) includes unrealizedsgand losses on securities available for salecash flow hedges which are also recognize
separate components of equity.

Statements of Cash Flow - For the purpose of presenting the statements &f taws, the Company considers federal funds saldi securitie
purchased under agreements to resell to be cashatnis because such assets are convertible ixegd &mounts of cash within several day
initial purchase. Net cash flows are reportedcisstomer loan and deposit transactions, federasfpnirchased and repurchase agreements.

Securities Sold Under Agreements to Repurchi— The Company may utilize borrowings collateralizgdUhS. Treasury, Government Agel
and mortgagdracked securities. These funds generally matutiimbne to seven days and are reflected on thanbalsheet at the amount of
cash received.

Loans Held for Sale- Loans held for sale are carried at the lower ofreggte cost, net of discounts or premiums and @atiah allowance, t
estimated fair market value.

Loans Foreclosec- Property acquired through foreclosure (other redfte owned or “OREQ”)s stated at fair value less estimated se
costs. Carrying value in excess of net fair vatthe time of foreclosure is charged against tleevance for loan and lease losses. Revenue
expenses from operations or changes in the carmghge of these assets subsequent to acquisit®imeuded in operating expenses.

Intangibles - Intangibles consist of the excess market value edisés acquired. Intangibles are carried at cos$ keccumulate
amortization. Amortization is provided over theipd of anticipated benefit. Management evalualtesdarrying amount of intangible assets
impairment whenever events or changes in circurostindicate that the carrying amount of an assst mot be recoverable. The Company
not recognized an impairment loss based on thikiatian.

Goodwill- The excess of cost over fair value of net assetsiesrd generated from acquisitions is reviewed atindior impairment.

Accounting for Stocl-Based Compensation Prior to January 1, 2006, the Company accourdedd stockbased employee compensation ui
the recognition and measurement principles of Antiog Principles Board (“APB”) Opinion No. 25,Atcounting for Stock Issued
Employees,” and related interpretations. No stbaked employee compensation cost is reflected énitbome statements for periods er
December 31, 2005, or before. Effective Januarg@06, the Company adopted SFAS No. 123(R), “Shasedb Payment,bn a modifies
prospective basis with the fair value of any subised grants of stockased compensation to be reflected in the incoatersent at that time
accordance with SFAS No. 123(R).
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Prior to January 1, 2006, employee compensatioerese was reported using the intrinsic value methuetefore, no stockased compensati
cost is reflected in net income for the year enddegember 31, 2005. The following table illusteatee effect on net income and earnings
share if expense was measured using the fair vatagnition provisions of SFAS No. 123, “Accountifty Stock-Based Compensationfor the
year ending December 31, 2005.

200¢
Net loss, as reporte $ (36,548,25)
Deduct: Total stoc-based employee compensation expense determined fair value based methc
for all awards, net of related tax effe (1,141,63)
Pro forma net los $ (37,689,88)
LOSS PER SHARE
Basic- as reportet $ (3.39)
Basic- pro forma $ (3.49)
Diluted- as reporte! $ (3.39)
Diluted- pro forma $ (3.49)

Accounting for Derivatives— From time to time, the Bank may execute customer@st rate swap transactions together with offgpinhteres
rate swap transactions with institutional dealéfhe swaps are marked to market with changes invédile recognized as other income. Fol
twelve months ended December 31, 2007, 2006 an#,206ome associated with these swaps was not i@aterthe financial statements.
December 31, 2007 and 2006, the total gross ndtiamaount of swap transactions outstanding was #3210 and $40,900,0(
respectively. The customer swap program enablesBtnk to originate fixed rate loans that have @ngpaturity terms without incurring t
associated interest rate risk. The Company doekaid any derivative financial instruments fordirsg purposes.

The Bank was party to two swap agreements thataomally hedged a portion of the interest rate afaifity in its portfolio of prime rat
loans. The agreements effectively required thekBranpay prime interest rate and receive a fixed f 6.01% from the counterparty on !
million of loan assets. Effective April 20, 2006e Bank terminated these two interest rate swapeagents in support of enhancing its inte
rate sensitivity position. The cost to unwind #vweap agreements totaled $899,000 which is beinggssified as a reduction in interest incc
using the straighline method over the remaining original term of theerest rate swaps in accordance with SFAS N8. TBe entire amount h
been amortized at December 31, 2007. For the twelwaths ended December 31, 2007, 2006 and 2005Cdn@pany recognized expen
associated with unwinding the swap agreements @ $80, $360,000 and $239,000, respectively.

Accounting for Bank Owned Life Insuranct - The Bank is the beneficiary of a policy that insutiee lives of certain senior officers of the B
and its subsidiaries. The Company has recognizedash surrender value, or the amount that caedlzed under the insurance policy, a
asset in the consolidated balance sheets. Chamgescash surrender value are recorded in ottoamie.

Upon adoption of EITF 06; which is discussed further below, Company edvlife insurance is recorded at the amount ¢hatbe realize
under the insurance contract at the balaneetsHate, which is the cash surrender vadijigsted for other charges or other amounts dut
are probable at settlement. Prior to adoption I0FE)6-5, the Company recorded owned life insurance atash surrender value. In Septen
2006, the FASB Emerging Issues Task Force finallgede No. 06-5, “Accounting for Purchases of UifsuranceDetermining the Amount Th
Could Be Realized in Accordance with FASB TechnBalletin No. 85-4” Accounting for Purchases of Life Insurance). Tlk&sue requires th
a policyholder consider contractual terms of ailifeurance policy in determining the amount thatldde realized under the insurance contrat
also requires that if the contract provides fogreater surrender value if all individual policiasa group are surrendered at the same time, lib
surrender value be determined based on the assamithét policies will be surrendered on an indiadbasis. Lastly, the Issue requires discla
when there are contractual restrictions on the Gomis ability to surrender a policy. The adopti@hEITF 065 on January 1, 2007 had
impact on the Company'’s financial condition or flesof operation.
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Employee Benefit Plans- The Bank has an Employee Stock Ownership Plaa ‘BSOP”) which is a defined contribution plan cover
substantially all full-time employees. Bank cobttions to the ESOP represent a minimum of 3% of esmployees annual gro:
compensationEmployee 401(k) expense is the amount of Compantghimey contributions. Deferred compensation plapesmse allocates t
benefits over years of service.

Loss Contingencie- Loss contingencies, including claims and legalaatiarising in the ordinary course of businessrecerded as liabilitie
when the likelihood of loss is probable and an amau range of loss can be reasonably estimated.

Dividend Restrictior- Banking regulations require maintaining certainitzdpevels and may limit the dividends paid by B&nk to the Compal
or by the Company to stockholders. (See the “Retgry Matters” note for more specific disclosure.)

Fair Value of Financial Instruments- Fair values of financial instruments are estimateitig relevant market information and other assionp
as more fully disclosed in a separate note. Falinerestimates involve uncertainties and mattersgfificant judgment regarding interest ra
credit risk, prepayments and other factors, espgdimthe absence of broad markets for particitems. Changes in assumptions or in ms
conditions could significantly affect the estimates

Operating Segments While the chief decisiomakers monitor the revenue streams of the varioodyets and services, the identifiable segmrr
are not material and operations are managed aaddial performance is evaluated on a Compaite basis. Accordingly, all of the financ
service operations are considered by managemdmt éggregated in one reportable operating segment.

Effect of Recently Issued Accounting Standards dretFinancial Statement- In September 2006, the FASB issued SFAS No. 1Bb&ir ‘Value
Measurements.This statement defines fair value, establishesamndéwork for measuring fair value and expands désscks about fair vall
measurements. The expanded disclosures includeg@irement to disclose fair value measurementsrdomp to a hierarchy, segregat
measurements using (1) quoted prices in active etsufor identical assets and liabilities, (2) sigaint other observable inputs and (3) signifi
unobservable inputs. SFAS No. 157 applies onlfaitovalue measurements already required or pegthitly other accounting standards and
not impose requirements for additional fair valueasures. SFAS No. 157 was issued to increasestemsy and comparability in reporting
values. SFAS No. 157 is effective for financiatements issued for fiscal years beginning aftevedtber 15, 2007 and interim periods wi
those fiscal years. The provisions are to be edptirospectively as of the beginning of the fiser in which the statement is initially appli
with certain exceptions. A transition adjustmengasured as the difference between the carryingiars@nd the fair values of certain spe:
financial instruments at the date SFAS No. 15%isaily applied, is to be recognized as a cumukatffect adjustment to the opening balanc
retained earnings for the fiscal year in which SM& 157 is initially applied. The Company has ooinpleted its evaluation of the impact of
adoption of this standard.

In September 2006, the FASB Emerging Issues TaskeHinalized Issue No. 06-4Atcounting for Deferred Compensation and Postnetine
Benefit Aspects of Endorsement Split-Dollar Lifestmance ArrangementsThis issue requires that a liability be recordedirdy the servic
period when a split-dollar life insurance agreemeoritinues after participantemployment or retirement. The required accruehilitg will be
based on either the postaployment benefit cost for the continuing lifeirsnce or based on the future death benefit depgrati the contractu
terms of the underlying agreement. This issuefiscéfie for fiscal years beginning after Decemb®y 2007. The Company does not believe
adoption of this issue will have a material impawtthe consolidated financial statements.
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On January 1, 2007, the Company adopted FASB Irtipon No. 48, “Accounting for Uncertainty in mmme Taxesan interpretation of FAS
Statement No. 109” (“FIN 48”"which prescribes a recognition threshold and memsent attribute for a tax position taken or expettebe take
in a tax return. FIN 48 also provides guidancederecognition, classification, interest and peealtaccounting in interim periods, disclosure
transition. The Company determined there was remirie make an adjustment to retained earnings aweldption of this interpretation. T
Company has no unrecognized tax benefits pertaitirany tax positions taken prior to January 1,720Bhould the accrual of any interes
penalties pertaining to unrecognized tax benefitsibcessary, it is the Compasyjolicy to record such accruals in its income $axecounts. N
such accruals exist as of December 31, 2007. Tdmpany and its subsidiaries file a consolidated. fe8eral income tax return and returns
those states in which leasing activities are cotetlicThese returns are subject to examinatiomkyng authorities for all years after 2002.

In February 2007, the FASB issued SFAS No. 199¢"Fair Value Option for Financial Assets and Riial Liabilities, Including an amendmt
of FASB Statement No. 115Which permits entities to choose to measure mamnfiial instruments and certain other items atValue that ar
not currently required to be measured at fair valdethe effective date, an entity may elect thie ¥alue option for eligible items that exist hé&!
date and report the effect of the first remeasurgme fair value as a cumulativeffect adjustment to the opening balance of rett
earnings. Subsequent to the effective date, umeshbains and losses on items for which the falue option has been elected are to be reg
in earnings. If the fair value option is elected &ny available-for-sale or held-toaturity securities at the effective date, cumukatiinrealize
gains and losses at that date are included in uheulativeeffect adjustment and those securities are to perted as trading securities un
SFAS No. 115, but the accounting for a transfahtotrading category under SFAS No. 115 does nplyagElecting the fair value option for
existing held-tomaturity security will not call into question thetént of an entity to hold other debt securitiesnaturity in the future. SFAS N
159 also establishes presentation and disclosqgrereanents designed to facilitate comparisons betventities that choose different measure!
attributes for similar types of assets and lialeit SFAS No. 159 does not affect any existingpanting literature that requires certain assets
liabilities to be carried at fair value and doeg ebminate disclosure requirements included ineothccounting standards. SFAS No. 1t
effective as of the beginning of an entgirst fiscal year that begins after November2®)7. The Company has not yet completed its etiah
of the impact of adopting this standard.

In November 2007, the SEC issued Staff Accountinglein (“SAB”) No. 109, ‘Written Loan Commitments Recorded at Fair Valueoligr
Earnings.” SAB No. 109 provides views on the accounting foittem loan commitments recorded at fair value un@&AP. SAB No. 10
supersedes SAB No. 105, “Application of Accountignciples to Loan CommitmentsS3pecifically, SAB No. 109 states that the expeactel
future cash flows related to the associated sewgicif a loan should be included in the measureroél written loan commitments that i
accounted for at fair value through earnings. plavisions of SAB No. 109 are applicable on a peatipe basis to written loan commitme
recorded at fair value under GAAP that are issueshadified in fiscal quarters beginning on or afidcember 15, 2007. The Company ha:
yet completed its evaluation of the impact of adapthis standard.

In December 2007, the FASB issued revised SFAS Md, “Business Combinationgr SFAS No. 141(R). SFAS No. 141(R) retains
fundamental requirements of SFAS No. 141 that #gusition method of accounting (formerly the pasd method) be used for all busir
combinations; that an acquirer be identified foctehusiness combination; and that intangible agseislentified and recognized separately 1
goodwill. SFAS No. 141(R) requires the acquirimgity in a business combination to recognize tteetsacquired, the liabilities assumed anc
noncontrolling interest in the acquiree at the &itian date, measured at their fair values ashaf fate, with limited exceptions. Additiona
SFAS No. 141(R) changes the requirements for razognassets acquired and liabilities assumedrayifiom contingencies and recognizing
measuring contingent consideration. SFAS No. 13HBo enhances the disclosure requirements fanéss combinations. SFAS No. 141
applies prospectively to business combinationswhbich the acquisition date is on or after the begig of the first annual reporting per
beginning on or after December 15, 2008 and mayaapplied before that date. The Company hagetatompleted its evaluation of the img
of adopting this standard.
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In December 2007, the FASB issued SFAS No. 16@ntontrolling Interests in Consolidated Finan@#&htements, an amendment of ARB
51.” SFAS No. 160 amends Accounting Research Bulldo. 51, “Consolidated Financial Statements”establish accounting and repor
standards for the noncontrolling interest in a &libsy and for the deconsolidation of a subsidiaAmong other things, SFAS No. 160 clari
that a noncontrolling interest in a subsidiarynsoavnership interest in the consolidated entityt #ieuld be reported as equity in the consolic
financial statements and requires consolidatednoeme to be reported at amounts that include theuats attributable to both the parent anc
noncontrolling interest. SFAS No. 160 also ameBHAS No. 128, “Earnings per Sharsg that earnings per share calculations in coretel
financial statements will continue to be based moants attributable to the parent. SFAS No. 16ffisctive for fiscal years, and interim peri
within those fiscal years, beginning on or aftecBmber 15, 2008 and is applied prospectively ahebeginning of the fiscal year in which i
initially applied, except for the presentation adidclosure requirements which are to be applietbspectively for all periods presented.
Company has not yet completed its evaluation ofrtigact of adopting this standard.

Reclassifications- Certain reclassifications have been made to peary amounts to conform them to the current ygaésentation.

2. Securities Held to Maturity and Securities Availabk for Sale

The amortized cost, gross unrealized gains and$oaad estimated fair value of securities held &tunity and securities available for sal
December 31, 2007 and 2006, are as follows:

Gros: Gros:
Amortizec Unrealize« Unrealizel Estimate:
Cos Gains Losse Fair Value
December 31, 200
Securities Available for Sal:
Obligations of states and political subdivisic $ 18,140,26 $ 4,52¢ $ (49,639 $ 18,095,15
Government Agency securiti 149,638,98 930,45: (35,149 150,534,28
Corporate securitie 15,086,74 - (586,74) 14,499,99
Mortgage-backed securities ar
collateralized mortgage obligatior
FHLMC 135,674,18 1,502,601 (403,66))  136,773,12
FNMA 72,766,46 581,88° (538,43) 72,809,91
GNMA 7,361,55: 14,12¢ (38,85¢€) 7,336,82!
Other 1,213,66! - (33,739 1,179,93.
Total Securities Available for Sa $399,881,84 $ 3,033,569 $ (1,686,20) $ 401,229,23
December 31, 2001
Securities Held to Maturity
Government Agency securiti $ 6,372,080 $ - $ (11,049 $ 6,361,03!
Securities Available for Sal
Obligations of states and political subdivisic 14,327,62 194 (76,53)) 14,251,28
Government Agency securiti 294,793,21 201,19¢ (1,785,61) 293,208,80
Corporate securitie 15,179,29 - (152,77¢) 15,026,52
Mortgagebacked securities ar
collateralized mortgage obligatior
FHLMC 79,296,16 28,22¢ (1,228,22) 78,096,16
FNMA 78,089,46 41,79 (1,973,40) 76,157,85
GNMA 28,136,85 26,23¢ (657,07() 27,506,02
Other 7,247,64! - (85,61%) 7,162,02
Total Securities Available for Sa 517,070,26 297,65¢ (5,959,23) 511,408,68
Total Securitie: $ 523,442,34 $ 297,65¢ $ (5,970,28) $ 517,769,72
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The amortized cost and estimated fair value of sées available for sale at December 31, 2007,cbgtractual maturity, are shown in
following table. Expected maturities will differdm contractual maturities because borrowers mag kize right to call or prepay obligations v
or without call or prepayment penalties.

Amortizec Estimate!
Cos Fair Value
Securities Available for Sal

Due in one year or les $ 61,45896 $ 61,509,29
Due after one year through five ye 60,624,41. 61,145,12
Due after five years through ten ye 30,917,05 31,244,24
Due after ten yeal 29,865,54 29,230,77
Subtotal 182,865,98 183,129,44

Mortgage-backed securities ar
collateralized mortgage obligatio 217,015,86 218,099,79
Total Securities Available for Sa $ 399,881,84 $ 401,229,23

In 2007, 2006 and 2005, gross gains of $138,863,48% and $1,112,134 and gross losses of $35742P,910 and $244,926, respectively, v
realized on the sale of securities available fte.sa

At December 31, 2007 and 2006, the Company ownesknarities held to maturity and no securities labée for sale for one issuer, other t
the U.S. Government and its agencies, in exce$8%f of stockholders’ equity.

Securities held to maturity and securities avaddbt sale with an amortized cost of $354,176, 760 $470,676,153 and an estimated fair valt
$356,060,061 and $465,525,300 at December 31, 2002006, respectively, were pledged for publicodép and short-term borrowings.

Declines in the fair value of securities below thedst that are other than temporary are refleatedealized losses. In estimating other-than:
temporary losses, management considers: (1) tlghleaf time and extent that fair value has bees than cost, (2) the financial condition .
near term prospects of the issuer and (3) the Cowyipability and intent to hold the security for aipdrsufficient to allow for any anticipat
recovery in fair value. In analyzing an issueifgahcial condition, the Compars/management considers whether the securitiessued by th
U.S. Government or its agencies, whether downgragebond rating agencies have occurred and industalysts’ reports. The Compasy’
management currently conducts impairment evaluatairieast on a quarterly basis and has concluagdat December 31, 2007, there wer
other-than-temporary impairments of the Company&stment securities.

Information pertaining to securities with grossealized losses at December 31, 2007 and 2006, gafgrk by investment category and lengt
time that individual securities have been in a twtus loss position, follows:
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Less than 12 Montt 12 Months or Longe Total

Gros: Gros: Gros:
Unrealizet Estimated Fa Unrealizet Estimate! Unrealizet Estimate!
Losse: Value Losse Fair Value Losse Fair Value

December 31, 200
Securities available for sal
Obligations of states and politic

subdivisions $ (48,13) $ 4,770,743 (1,497 $ 124,940 $ (49,639 $ 4,895,68
Government Agency securiti (11,749 11,987,83 (23,400 14,976,60 (35,149 26,964,43
Corporate securitie (9,98)) 3,000,001 (576,76() 11,500,00 (586,74) 14,500,00
Mortgagebacked securities ar

collateralized mortgage obligatior

FHLMC (752 721,99: (402,91)) 30,873,80 (403,66)) 31,595,79

FNMA (16,645 1,437,04. (521,78 38,756,47 (538,43) 40,193,51

GNMA (2,719 341,93: (37,139 5,261,22 (38,85¢€) 5,603,16:

Other - - (33,737 1,179,93. (33,737 1,179,93.

Total securities available for s¢ $ (88,98) $ 22,25954 $ (1,597,22) $ 102,672,97 $ (1,686,20) $ 124,932,51

December 31, 2001
Securities held to maturit
Government Agency securiti $ (11,049 $ 6,361,03( $ - $ - $ (11,049 $ 6,361,03!
Securities available for sal
Obligations of states and politic

subdivisions (27,79) 7,203,51; (48,74 4,732,58; (76,53)  11,936,09
Government Agency securitil (65,247  46,013,29 (1,720,36)  217,008,38 (1,785,61)  263,021,68
Corporate securitie 1) 2,012,78 (152,77%  12,011,74 (152,770  14,024,52

Mortgage-backed securities ar
collateralized mortgage obligatior

FHLMC (41,687  23,135,29 (1,186,53)  47,745,52 (1,228,22)  70,880,82
FNMA (8,709 1,152,27! (1,964,70)  64,133,82 (1,973,40)  65,286,09
GNMA (4,80)) 568,35: (652,269  22,524,09 (657,070  23,092,45
Other - - (85,619 7,162,02 (85,619 7,162,02
Total securities available for s (148,23) __ 80,085,50 (5,811,00) _ 375,318,18 (5,959,23) _ 455,403,69
Total securitie $ (159,279 $ 8644654 $ (5811,00) $ 375,318,18 $ (5,970,28) $ 461,764,72

The securities that have been in a continuousposgtion for 12 months or longer at December 31)72@re categorized as: (1) adjustable
mortgage-backed securities totaling $23,912,88)Lfix2d rate mortgagéacked securities totaling $52,158,552; (3) fixaterU.S. Governme
Agency securities totaling $14,976,600; (4) fixatercorporate debt securities totaling $11,500,884; (5) fixed rate municipal securities tota
$124,943. The market value, and therefore thepasgtion, for each type of security responds déffely to market conditions. In management’
opinion, those market conditions are temporaryature and provide the basis for the Company’s biet the declines are temporary.

In the case of adjustable rate securities, the @ougte resets periodically and is typically corapd of a base market index rate plus a spread
market value on these securities is primarily ieflaed by the length of time remaining before thepom rate resets to market levels. A
adjustable rate security approaches that resetiti&dikely that an unrealized loss position wddissipate.

The market value for fixed rate securities charigeersely with changes in interest rates. Wheeratt rates are falling, the market value of f
rate securities will appreciate, whereas in a gigitterest rate environment, the market value xédirate securities will depreciate. The me
value of fixed rate securities is also affectechviiie passage of time. The closer a fixed ratarggapproaches its maturity date, the close
market value of the security approaches par value.
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It is important to note that every category of sggumentioned above will mature at a specifiededahd at par value. Any temporary changt
market value due to market rates will have no impat the securityg ultimate value at maturity. Management believesd the investme
securities held by the Company provide an attrackdwel of interest income and, as the Bank hassacto various alternate liquidity sour
management intends to hold these securities fofotleseeable future. However, those classifiedaasitable for saletould be sold, regardless
their market value, should business conditionsateifice sheet management strategies warrant such sal

There is no subprime exposure in the Company’srisuportfolio. All of the mortgagéacked securities and collateralized mortgage abtig:
held in the Company’s portfolio are issued by UZwvernmentsponsored agencies or the underlying mortgage laamgyuaranteed by U
Government-sponsored agencies. In addition, t#gtio contains only one collateralized debt oblign in the form of a banknly pooled trus
preferred security totaling $10 million. This igsig credit enhanced, and is rated A2 by Moodyw&stors Service and A- by Fitch, Inc.

3. Loans and Leases Net

The Companys loan and lease portfolio is concentrated in corsirakeand industrial loans and commercial mortgadée Bank does not engs
in subprime lending and thus there is no subprixmosure in the Company’s loan and lease portfdiioaddition, the Bank’s adjustabtate
residential mortgage (ARM) exposure is less than df%he total loan and lease portfolio. The Banlkesimot offer payment option ARM
negative amortization loan products.

At December 31, 2007 and 2006, net loans and leasessted of the following:

2007 200¢
Commercial and industri 322,574,80 297,255,65
Real estat- commercial mortgag 383,960,21 392,454,40
Real estat- residential mortgag 102,467,89 105,475,64
Real estat- commercial constructio 50,483,50. 25,207,49
Real estat- residential constructio 95,002,07 80,513,03
Lease receivable 66,476,13 62,648,96.
Loans to individual: 11,723,88 11,314,60
Tax exempt and otht 8,320,89. 8,854,96.
Loans and lease¢- net of unearned incon 1,041,009,39 983,724,77
Less: Allowance for loan and lease los 14,704,86. 16,411,92
Loans and leas¢- net 1,026,304,53 967,312,84

The Bank’s real estate loans and loan commitmenetp@marily for properties located throughout Ldstand, New York. It is the Ban&’policy
to spread risk among a broad range of industriestamonitor concentration and associated levelss&fon an ongoing basis. As of Decen
31, 2007 and 2006, the concentration of loans alngel0% of total loans was the Baskoans totaling $159,510,000 and $131,891
respectively, to building construction contractaad $150,896,000 and $164,963,000, respectivelyretd estate operators, lessors
developers. Repayment of these loans is depemi@att upon the overall economic health of the @any’s market area and current real e¢
values. The Bank considers the credit circumstrtbe nature of the project and loan to valuesdir all real estate loans.

The Bank makes loans to its directors and execudffieers, and other related parties, in the ordineourse of its business. Loans mad
directors and executive officers, either directhyirairectly, totaled $3,039,982 and $2,742,44Datember 31, 2007 and 2006, respectively.
loans totaling $1,696,992 and $1,327,448 were eeerand payments of $1,399,451 and $1,507,817 vemeived during 2007 and 20
respectively, on these loans.
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Activity in the allowance for loan and lease loskeghe three years ended December 31, 2007fwlaw/s:

2007 200¢ 200t
Balance, January $ 16,411,92 $ 15,716,96 $ 12,020,44
Provision charged to incon 4,463,50! 2,489,99 3,650,00!
Chargeoffs, net of recoverie
of $384,835, $377,68
and $844,75! (6,170,561 (1,795,033 46,51
Balance, December : $ 14,704,86. $ 16,411,92 $ 15,716,96

As of December 31, 2007, 2006 and 2005, the reddrdeestment in loans and leases that are consideree impaired is summarized below.

2007 200¢ 200¢

Amount measured using tl

present value of expected future ¢

flows, discounted at each loan's and lease'stafé

interest rate $ - $ - $ =
Impaired collater-dependent loans and lea: 4,021,93. 1,490,67 1,471,12
Total amount evaluated as impail $ 402193 $ 1,490,67 $ 1,471,12
Average impaired loan and lease bala $ 5,746,75 $ 3,035,13 $ 2,012,54
Interest income recognizt

on impaired loans and leas $ 16,19t $ 236,49¢ $ 115,62:

As a result of the Bank’measurement of impaired loans and leases, awaalte for loan and lease losses of approximate)$3%1000 an
$775,000 was established for $3,734,156 and $164900f the total impaired loans and leases at Dbeer81, 2007 and 2006, respectively.
specific allowance was required for the remaini@g#778 of impaired loans and leases at Decemhe2(BY .

At December 31, 2007 and 2006, loans and leasésumppaid principal balances on which the Bank idarmer accruing interest income w
$5,791,733 and $2,177,456, respectively. Inteiesbme would have been approximately $459,000 ang,0R0 greater in 2007 and 2(
respectively, had these loans and leases beemtutrgerest income was approximately $5,000 greiat 2005 than it would have been had tl
loans and leases been current. Interest incoméotah nonaccrual loans and leases, which is recorded onlgnmteceived, amounted
approximately $19,000, $117,000 and $122,000 f@72@006 and 2005, respectively. At December 30722006 and 2005, there were
restructured loans and leases still accruing isterAt December 31, 2007 and 2006, loans and $e@@alays or more past due and still accr

interest totaled $28,429 and $13,258, respectively.

At December 31, 2007 and 2006, commercial reatestmrtgages of $179,709,211 and $175,513,714ectisply, were pledged as collateral

borrowings from the FHLB.

4. Bank Premises and Equipment Net

At December 31, 2007 and 2006, Bank premises anigegnt consisted of the following:
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Accumulate

Depreciatior Net Bool
Cos  Amortizatior Value
December 31, 200°
Building $ 2,770,100 $ 1,44459 $ 1,325,50!
Leasehold improvemen 4,922,02 2,631,82 2,290,20:
Furniture and fixture 5,144,31! 3,993,12 1,151,191
Computer equipmet
and software 5,219,04. 4,208,44 1,010,591
Total $ 18,05549 $ 1227799 $ 5,777,49
December 31, 200!
Building $ 2,697,055 $ 1,33499. $ 1,362,06
Leasehold improvemen 4,764,90. 2,227,46 2,537,43
Furniture and fixture 5,167,93 3,717,13 1,450,79
Computer equipmet
and software 4,615,48 3,922,33 693,15:
Total $ 17,24538 $ 11,201,993 $ 6,043,45

Depreciation expense totaled $1,322,902, $1,130an#l651,429,278 for the years ended December 8%, 2006 and 2005, respectively.
5. Other Assets

At December 31, 2007 and 2006, other assets cedsistthe following:

2007 200¢
Interest receivabl- investment: $ 3,902,03- $ 5,113,01!
Interest receivabl- loans and lease 4,478,79: 5,306,32!
Prepaid expense 1,631,41 1,958,08:
Excess market value of leases acqu (net of accumulated amortization of $548,065 abtl1$928) 74,40 110,53¢
Goodwill (excess of cost over fair valof assets acquired, net of accumulated amortizaticdi 10,000 - 2,390,92.
Cash surrender value of life insurance polit - 1,650,58:
Other 4,823,99: 3,511,70:
Total $ 14,910,63 $ 20,041,16
6. Deposits

At December 31, 2007 and 2006, certificates of diépaf $100 thousand or more were $225,973,949%2%7,201,671, respectively. Schedi
maturities of all certificates of deposit are akofes:
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2008 $ 393,024,25

2009 11,432,62
2010 10,841,53
2011 13,209,91
2012 1,066,48!
Total $ 430,474,81

There were no brokered certificates of depositetddnber 31, 2007 or 2006.

7. Lines Of Credit and Other Temporary Borrowings

At each of December 31, 2007 and 2006, correspdriuatks extended unsecured lines of credit aggreg&82,000,000 to the Bank for -
purchase of federal funds and for foreign exchamgesactions. Federal funds purchased and sesustld under agreements to repurc
generally mature within one to seven days fromtthesaction date.

In addition to the above, the Bank may use a selclime of credit with the FHLB for overnight fundjrnor on a term basis to match fund a
purchases. Based upon a multiple of the FHLB stbekt the Bank currently owns combined with appmatiely $292,000,000 of collatel
including approximately $180,000,000 in commercéll estate mortgages, it currently has pledgdeHaB, approximately $210,000,000 of t
line may be drawn on a term or overnight basise FHLB line is renewed annually.

On June 6, 2006, the Company entered into a Rewp@redit Agreement (the “Credit Agreemeni/ith a correspondent bank. Under the Ci
Agreement, the correspondent bank has made awailalbhe Company a revolving line of credit of og$t.0,000,000. At December 31, 2007
2006, no amount was outstanding under the Crediedmgent. All amounts outstanding under the CrAdittement will bear interest at a r
equal to LIBOR plus 160 basis points and will bee dand payable on March 31, 2008. The Credit Agesgrprovides for certain custom.
affirmative and negative covenants and events ¢dulte including but not limited to limitations oather encumbrances, other indebted:
mergers, acquisitions, asset sales, and investprentgell as maintenance of the following financalos as measured quarterly.

Maximum Ratio of no-performing assets to Loans plus other real estated 1.35%
Minimum Ratio of Loan Loss Reserves to Gross Lc 1.25%
Minimum Tier | Capital Ratic 4.00%
Minimum Total Risl-weighted Capital Rati 8.00%
Minimum Tier | Leverage Rati 4.00%

As security for its obligations under the Creditrdgment, the Company agreed to pledge all of thstanding capital stock of the Bank.

The following summarizes borrowed funds at Decenier2007 and 2006:

Weighter-Average Interest Ra
on Average Amount

Outstanding at December & Average Amount Outstandir Outstanding
2007 200¢ 2007 200¢ 2007 200¢

Federal funds purchas - - $ 7,296,000 $ 2,997,00 5.31% 5.01%
Securities sold unde

agreement

to repurchas - - - - - -
FHLB - overnight and terr $ 139,000,00 - $103,093,00 $ 8,241,00 5.12% 4.7¢%
Secured revolving line of crec - - - $ 2,060,00 - 8.02%
Obligations unde

equipment leas

financing $ 31,32¢ % 56,40C $ 45,000 $ 91,00( 11.52%% 13.7%%
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For securities sold under agreements to repurchiasdollowing table provides additional informatio

2007 200¢€
Maximum outstanding at any month € - -

Weightec-average interest rate
balance, December 3 - -

Of the total temporary borrowings outstanding at®eber 31, 2007, required payments of $139,025a385%$5,943 will be made in 2008 ¢
2009, respectively.

8. Subordinated Notes and Junior Subordinated Debduares

In 2006, the Company issued $10,000,000 in aggequatcipal amount of its 8.25% Subordinated Nates June 15, 2013 (the “Notegirsuan
to a purchase agreement, dated June 6, 2006, bethe&€ompany and the initial purchaser named itherEhe Notes were issued pursuant t
Indenture, dated as of June 8, 2006, by and bettreeCompany and Wilmington Trust Company, as ¢eigthe “Indenture”).The Notes ai
unsecured and rank subordinate and junior to althef Companys senior indebtedness to the extent and in the emaget forth in th
Indenture. Interest on the Notes is payable samisally in arrears at an annual rate of 8.25%ume 15 and December 15 of each year, begil
December 15, 2006. The Notes will mature on JUne€@13 and are not redeemable before that ddie.n&t proceeds from the sale of the N
after deducting offering expenses and the initiaichasers discount, were approximately $9,450,000 and fyals Tier Il capital for th
Company. The Company contributed proceeds fronotfeging to the Bank which qualified as Tier | d@h The Notes have not been registi
under the Securities Act of 1933, as amended, pistate securities laws, and may not be offeresblt in the United States absent registratic
an applicable exemption from registration requiretae

In 2003, State Bancorp Capital Trust Il (“Trust)]I8ubsidiary of the Company and a statutory trusatecunder the Delaware Statutory Trust
issued $10,000,000 of capital securities. The ooupte is three-month LIBOR plus 285 basis poamtd is reset quarterly. Trustdlbbligation
under the capital securities issued are fully amcbaditionally guaranteed by the Company. The geds from the sale of the capital securitie
Trust Il were utilized by Trust Il to invest in $0@0,000 of junior subordinated debentures of thmgany. The debentures bear a coupon r:
threemonth LIBOR plus 285 basis points which is researtgrly. The debentures are unsecured and rantrdinlate and junior in right

payment to all indebtedness, liabilities and olils of the Company. The debentures represergdleeassets of Trust II. The Company ha
right to optionally redeem the debentures prioth® maturity date of January 23, 2034, on or aféeuary 23, 2009, at par. Under the occurr
of certain events, the Company may redeem the detsesnin whole or in part prior to January 23, 2009

In 2002, State Bancorp Capital Trust | (“Trust Bybsidiary of the Company and a statutory trusatek under the Delaware Statutory Trust
issued $10,000,000 of capital securities. The oaupte is three-month LIBOR plus 345 basis poamtd is reset quarterly. Trusslbbligation
under the capital securities issued are fully amcbaditionally guaranteed by the Company. The geds from the sale of the capital securitie
Trust | were utilized by Trust | to invest in $10000 of junior subordinated debentures of the @amy. The debentures bear a coupon re
threemonth LIBOR plus 345 basis points which is researtprly. The debentures are unsecured and rantrdinlate and junior in right

payment to all indebtedness, liabilities and olilgas of the Company. The debentures representstie assets of Trust |I. Beginning
November 7, 2007, the Company has had the righptionally redeem the debentures prior to the nitgtdate of November 7, 2032, at p

Trust | and Il are unconsolidated wholly owned sdidsies of the Company, have no independent ojersiand issued securities that conta
the full and unconditional guarantee of its pargh¢, Company. Although the Company may be depdnalerBank dividends to pay the tr
preferred interest, and the Bank may not be abléetdare dividends, the subordinated debenturesvibr up to two extension periods of
consecutive quarters each during which time payrogimterest may be deferred by the Company. Ahsthe Company would not be in defi
if it were unable to pay interest on the subordidadebentures. The weighted-average interesoratl of the Compang’ junior subordinate
debentures was 8.46% in 2007 and 8.24% in 2006.
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9. Income Taxes

The components of income tax expense for the yaated December 31, 2007, 2006 and 2005, are asvioll

2007 200¢ 200~
Federal:
Current $ (13,204,78) $ 5,572,34¢ $ 6,083,61.
Deferred 18,287,65 (594,41 (26,407,04)
Subtotal 5,082,87. 4,977,92; (20,323,43)
State:
Current (376,807 10,519,92 (2,491,00)
Deferred (1,770,52) 819,08t (4,598,55)
Subtotal (2,147,33) 11,339,01 (7,089,55)
Total $ 293554 $ 16,316,93 $ (27,412,99)

Total income tax expense was different from the amt® computed by applying the statutory federabine tax rate to income before incc
taxes due to the following:

2007 2006 2005
% of % of % of
Pretas Preta: Preta:
Amount Income Amouni Income Amouni Income
Income tax expense at statutory r $ 3,207,75 35.% $ 9,733,78 35.(% $ (22,386,43) (35.(%)
Surtax exemptiol (91,65() (2.0 (278,109 (2.0 639,61 1.C
(Reduction) increase in taxes resulting
from:
Tax-exempt interest on investmen
net of interest expense disallow (214,52 2.9 (250,119 (0.9 (507,109 (0.9
Bank owned life insuranc (379,309 4.1 (343,76%) (1.2 (340,25)) (0.5)
State income tax - net of Federal ta;
benefit (248,69() (2.7) 7,483,741 26.¢ (4,679,10) (7.3
Goodwill impairment 812,88 8.9 - - - -
Other (150,92}) (1.8) (28,607 (0.7) (139,69) (0.2)
Income tax expens $ 2,935,54 32.(% $ 16,316,93 58.71% $ (27,412,99) (42.£%)

At December 31, 2007 and 2006, the deferred taatassd liabilities are composed of the following:
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December 31 2007 200¢
Deferred tax asset

Net operating loss carryforwa $ 11,948,71 $ =
Allowance for loan and lease loss 5,858,63 6,352,89.
Accrued expense 400,55¢ 297,80
Bank premises and equipme 291,54 266,98
Deferred fee! 178,91¢ 212,59
Litigation judgmen - 25,131,90
Franchise tax aud - 3,400,00!

Unrealized holding loss on securit

available for sali - 2,118,43
Other 307,47! 399,62:
Subtotal 18,985,85 38,180,23
Deferred tax liabilities
Leasing activitie! (498,17)) (1,076,73))
Equity compensation plai (311,409 (305,529
Unrealized holding gain on securiti
available for sali (534,91) -
Prepaid expenst (146,51 (132,710)
Subtotal (1,491,00) (1,514,97)
Net deferred tax asse $ 17,494,84 $ 36,665,26

The deferred tax assets and liabilities are nedtetipresented in a single amount as net defermmia taxes in the accompanying consolid
balance sheets. The Company believes that it i® fikely than not that it will realize the valué the net deferred tax asset as the Com
expects to have sufficient future taxable incoribe income tax (benefit) expense associated withseeurity (losses) gains amounte(
($83,221), ($26,316), and $302,090 in 2007, 20@62005, respectively.

In 2005, the Company received a notice of defigiefinom the New York State Department of Taxationl &mnance (the “Tax Departmenti)ith
respect to New York State franchise tax for theryeended December 31, 1999, 2000 and 2001. TheDegpartment contended that
Companys tax liability should have been increased by $&iBion (including $1.9 million in interest and $.million in penalties). Afte
deducting the estimated federal tax benefit of $mhilion arising from this, the Comparg/net tax liability for years 1999 through 2001 \d
have been approximately $3.5 million based on the Department’s assertion that SB Financial andP8Bfolio (the “Delaware Subsidiarigs”
which are organized and operated entirely outsidthe State of New York, should be included in thempanys New York State combin
franchise tax reports. In support of the deficierssessment the Tax Department allegegr alia , that the transfer of assets to, and
operations of, the Delaware Subsidiaries weredrravoidance purposes only and lacked economidaulxs and that the Delaware Subsidi:
met the statutory requirements for inclusion with Company’s income for calculation of the Compariyéw York State taxes. Based on the
Department asserting the same position for calendar yedd2 #trough 2006, management estimated that theiaolali franchise tax liability fc
these years would have been $6.7 million (includbdg? million in interest and $0.5 million in petias). After deducting the estimated fed
tax benefit of $2.3 million arising from this, tl@ompanys net tax liability for years 2002 through 2006 Wbhave been approximately $
million.

The Company established a reserve of $10 milliainduthe fourth quarter of 2006 (before federal baxefit) for the potential tax liability. Tt

reserve was established considering the deficientize covering the 1992001 periods in the amount of $5.3 million (beféederal tax benefi
and assumed that the Tax Department would likedgrishe same claims for the calendar years 2008-20

73




Beginning on January 1, 2007, the Company begaimdiode earnings of the Delaware Subsidiaries farppses of its financial statem
provision for New York State taxes. The impactha$ inclusion for the year ended December 31, 2083 immaterial to the financial statem
and earnings per share. In order to limit théustay interest , which accrues at a rate rangingf6% to 10%pn the amounts of franchise ta
in dispute, the Company remitted $9.2 million te Fax Department in 2007 for the period 1999-2006.

In December 2007, the Company executed a tax gjagjneement with the Tax Department which constitwt final and conclusive settlemen
the previously reported audit covering the 129®6 period. The final settlement was for an amdess than the reserve previously accrued i
fourth quarter of 2006 and resulted in a reductibthe Companys year ended December 31, 2007 provision for inctames and the effective 1
rate. The effective tax rate in 2007 was impactegatively by the non-deductible $2.4 million nask goodwill impairment accounting charge.

The adoption of FIN 48 at January 1, 2007 did rasteha material impact on the Company’s financiaeshents.

As of December 31, 2007, the Company has recordalawvance of $6,400 for an uncertain tax positielated to determination of state ne
for various states other than New York. Upon abglithese states, the Company may be obligatedyt@maimulative total between $5,000
$6,400 in additional taxes, interest and penalfiéss allowance is not likely to change by a sigaifit amount within the next year. In the evel
subsequent recognition, the entire amount recognizaild have an immaterial impact on the Compagifsctive tax rate.

To date, the Company has not been audited ondRipdsition. Accordingly, the past three yearshaf state income tax returns and the cu
year tax provision are subject to examination inoues states other than New York.

10. StockBased Compensation

Incentive Stock Option«- Under the terms of the Compasyincentive stock option plans adopted in April 49Bebruary 1999 and Febru
2002, options have been granted to certain keyopaed that entitle each holder to purchase shdréseoCompanys common stock. The opti
price is the higher of the fair market value or Ho®k value of the shares at the date of granth $ptions were exercisable commencing one
from the date of grant, at the rate of 25% per yaad expire within ten years from the date of gran

No incentive stock options were granted during 2806@ 2006. The estimated fair value of optionstge during 2005 was $7.62 per share.
fair value of options granted under the Compangtentive stock option plans during 2005 was esthain the date of grant using the Black-
Scholes option pricing model with the following \gbted-average assumptions used:

200~
Dividend yield 2.4%
Expected volatility 28.3%
Risk-free interest rat 3.88%
Expected life of option 7.3 year

At December 31, 2007, incentive stock options far purchase of 593,137 shares were outstandingxdisable. The total intrinsic value
options exercised for the twelve months ended Déeerl, 2007, 2006 and 2005 is $2,515,923, $139%0618$753,465, respectively. The t
cash received from option exercises for the twehanths ended December 31, 2007, 2006 and 2005, 5799, $247,768 and $655,%
respectively, including the tax benefit realized tioe twelve months ended December 31, 2007, 26662805 of $69,800, $30,703 and $63,.
respectively. The tax benefit realized in conjunetivith the exercise of stock options was also né®d as an increase in equity. In exerci
those options, certain employees paid their opérercise price by returning shares to the Compuaiych reduced equity by $2,633,321
2007. A total of 138,721 shares were returnethéoGompany in 2007 in conjunction with option exess at an average price of $18.98 per s
The total intrinsic value of exercisable shareBatember 31, 2007, is $531,764. A summary of staation activity follows:
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Weighted

Average
Numbe  Exercise Pric
of Share Per Shar
Outstanding-
January 1, 200 1,039,71! $ 14.2¢
Granted - -
Exercisec (351,717 11.61
Cancelled or forfeite: (94,865 20.1¢
Outstanding-
December 31, 200 593,13 $ 14.8¢

The following summarizes shares subject to purcfrase incentive stock options outstanding and eisatde as of December 31, 2007:

Weighte«-Average

Share Remainin Weighte-Average Share Weighter-Average

Range of Exercise Pric Qutstandin Contractual Lifi Exercise Pric Exercisabl Exercise Pric
$8.25- $10.3! 175,32( 2.5 year $ 9.8¢ 175,32( % 9.8¢

$12.45 -$13.6: 210,01t 4.0 year 13.0¢ 210,01t 13.0¢

$19.1¢ 100,34: 6.2 year 19.1¢ 100,34: 19.1¢€

$22.6: 107,46( 7.1 year 22.6: 107,46( 22.6:

593,13 4.5 year $ 14.8¢ 593,137 $ 14.8¢

Restricted Stock Award- At the Companys Annual Meeting of Stockholders held on April 2606, shareholders of the Company approve
adoption of the Company’s 2006 Equity Compensaftsn (the “2006 Plan”)The 2006 Plan is an amendment and restatementeoStibcl
Option Plan (2002) to expand the types of equityngensation awards that the Company can make &midoyees. Under the 2006 Plan,
Company can award options, stock appreciation sigtBARS”"), restricted stock, performance units and unresttisteck. The 2006 Plan a
allows the Company to make awards conditional ugttainment of vesting conditions and performancgets.

In September 2006, the Company awarded 23,928 sludreestricted stock to certain key employees extbjo the participard’ continue
employment with the Company. The restricted stoekts in full on the third anniversary of the awatdte. The Company recogni
compensation expense over the vesting period dathenarket value of the shares on the award dkte.participants service terminates for a
reason other than death or disability, then thdigpant shall forfeit to the Company any sharequii@d by the participant pursuant to
restricted stock award which remain subject toimgstonditions. The total remaining unearned camspéion cost related to nonvested shar
restricted stock is $227,284 to be expensed oweraimaining period of 1.8 years. For the yeargdridecember 31, 2007 and 2006, $125,34¢
$39,784 were recognized as compensation expense.

A summary of restricted stock activity follows:
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Weighted

Numbe Average

GrantDate

of Share Fair Value

Nonvestec- January 1, 200 23,92¢ % 19.9¢
Granted - -
Vested - -
Cancelled or forfeite: (4,25¢) 19.9¢
Nonvestec- December 31, 200 19,67C $ 19.9¢

At December 31, 2007, 490,588 shares were resdoregossible issuance of awards of options, SARstricted stock, performance units
unrestricted stock.

Non-Plan Stock-Based Compensation- In November 2006, nogualified stock options and restricted stock awavdse granted to Thomas
O’Brien, the Company’s and the Bank’s President @hief Executive Officer, pursuant to the termshif employment agreement. The non-
qualified stock options to purchase 164,745 shhae® an exercise price of $17.84 and will vest 2@%year over five years. The estimated
value of the options was $5.42 per share and wiirmated on the date of grant using the Bl&wtoles option pricing model with the follow
weighted-average assumptions used: (1) dividenld B@e32%; (2) expected volatility 34.7%; (3) rikke interest rate 4.57%; and (4) expe
life of options 7.3 years. At December 31, 200Z,939 of these options were exercisable, but noere wxercised. The options outstanding
those exercisable at December 31, 2007 have rinsidvalue.

The restricted stock totals 83,612 shares and wasded at an average price of $17.94 to be vest@® iequal quarterly installments over
years. The fair value of restricted stock awarésted during the years ended December 31, 20072806 was $274,650 and $79,€
respectively. A summary of restricted stock atyifollows:

Weighted

Numbe Average

GrantDate

of Share Fair Value

Nonvestec- January 1, 200 79,43. % 17.9¢
Granted - -
Vested (16,729 17.9¢
Cancelled or forfeite: - -
Nonvestec- December 31, 20C 62,707 $ 17.9¢

The total remaining unearned compensation costeetl@ nonvested options and shares of restri¢terk @awarded to Mr. @rien is $1,835,4C
to be expensed over the weightderage remaining period of 3.8 years. For thesyeaded December 31, 2007 and 2006, $478,800 #h8CK
were recognized as compensation expense. Theymalified stock options and the restricted stoclkaas were not issued as part of any o
Company’s registered stock-based compensation plans

11. Employee Benefit Plans

The Bank has an ESOP which is a defined contribugian covering substantially all fuiime employees. Bank contributions to the E:
represent a minimum of 3% of an employeahnual gross compensation. Employees become 288édvafter two years of employment, wit
additional 20% vesting each year. Full vesting saktace upon the completion of six years of empleym Employee contributions are
permitted. At December 31, 2007, the ESOP hadfatb@ssets invested in the Compagbmmon stock and cash. The Bank funds all ans
when due. At December 31, 2007 and 2006, the numibshares of stock held by the ESOP, all of whielve been allocated to employ:
totaled 1,383,930 and 1,314,021, respectively. eNafnthe allocated shares are subject to a repsecbbligation. Contributions under the ES
charged to operations amounted to $1,459,347, 61288 and $1,587,241 in 2007, 2006 and 2005, résphc
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The Bank has a 401(k) Retirement Plan and Trust‘@B1(k) Plan”), which covers substantially alllftime employees. Employees may ele:
contribute up to 16% (or up to 35% for employeethwainnual earnings less than $100,000) of theinahgross compensation to the 401(k) F
and the Bank will match one-half of the employe&entribution up to a maximum of 3.0% of the emplge annual gro:
compensation. Employees are fully vested in blb#irtown and the Bang&’contributions. Bank contributions under the 40 Rlan amounted
$489,179, $481,683 and $477,251 in 2007, 2006 &b, ,2respectively. The Bank funds all amounts whkee. At December 31, 20(
contributions to the 401(k) Plan were investedaniaus bond, equity, stable value or diversifiedds as directed by each employee.

During 1995, the Bank adopted nonqualified defem@ahpensation plans (the “Plan$dy each officer for whom contributions under th®@@P ar
limited by the applicable provisions of the IntdrRevenue Code. Bank contributions under the Plarsed $48,329, $63,729 and $112,47
2007, 2006 and 2005, respectively.

12. Commitments and Contingent Liabilities

Leases- The Company is obligated under various leases @uyeertain equipment, branches, office space hadand on which its head office
built. The minimum payments under these leasetaineof which contain escalation clauses, are:

2008 $ 3,242,34
2009 3,029,322,
2010 2,621,44!
2011 2,106,57.
2012 925,51
Remainder to 201 2,325,44
Total $ 14,250,65

Rent expense was approximately $3,380,000, $3,00&0d $2,907,000 for 2007, 2006 and 2005, respgti

Directors’ Incentive Retirement Plan The Company has a Directotacentive Retirement Plan for former directorstod Company who elect
retire after having completed certain minimum segviequirements. Under the retirement plan, dirscivho elect to retire are entitled to rece
for a period of five years after such retiremesttain compensation, as defined in the retiremét, @as long as such director continues to co
with the Company in an advisory capacity (or, i ttirector were to die prior to the completion oé tonsulting period, the beneficiary or es
designated by the director is entitled to receivehsremaining compensation).

In 1992, the Company adopted a new retirement pleyeby five individuals (four directors and tleeietary to the Board of Directors), who
been eligible to receive benefits under the oldaemtent plan, agreed to cancel and surrender tighits in the old retirement plan in exchange
the terms of the new retirement plan. The newaetent plan provides for the payment of certain cemsgtion annually to these five individt
through March 1, 2007. These individuals must balable to consult with the Company in an advisoapacity during this period (or, if t
director or secretary were to die prior to the ctatipn of the consulting period, the beneficiaryestate designated by the director or secreti
entitled to receive such remaining compensation).

During 2007, 2006 and 2005, the Bank charged apmiately $15,000, $62,000 and $62,000, respectitelpperations related to this Plan. No
further expenses will be incurred in 2008.
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Directors’ Stock Plan- The Company approved a DirectoStock Plan in 1998 for each outside director arel shcretary to the Board
Directors that expires in 2008. Pursuant to tlaapbn January 1, 1999 and 2000, each particigaetved an award of share credits for 100 sl
of the Companys common stock, and on January 1, 2001, 2002 a@8d, Z&ch participant received an award of 200 sbiadits. On January
2004, each participant received an award of shagdits calculated as follows: (i) for January 102ahrough June 30, 2003, an award of
share credits, and (ii) for July 1, 2003 througlc€maber 31, 2003, an award of share credits equahiunt to $7,000 divided by the market vi
of one share of stock as of December 31, 2003ecH¥fe annually as of January 1, 2005, each ppaditiis granted an award of share credi
respect to the preceding year in an amount equ&lL49000 divided by the market value of one shdrstack as of the last reported sale
during the last calendar year. All awards arenated where a participant did not serve for althef preceding year. After termination of ser
as a director or secretary, all awards are paghares of stock to the participant, or, in the aafséeath, to his or her designated beneficial
estate. There are remaining 137,453 shares reséovepossible issuance. During 2006, 2,847 share® distributed to retired directors.

shares were distributed during 2007.

During 2007, the Bank credited approximately $30,8® operations related to this Plan. During 2008 2005, the Bank charged approxima
$205,000 and $37,000, respectively, to operatiefaed to this Plan.

Severance Commitmen- The Company has executive severance plans (tfla@sB for certain key executives who are fiithe employees wit
the title of Senior Vice President and above and wate designated as Plan participants by the BofRirectors. The Plans provide for cert
rights accruing to participants in the event ofeantination of the participarg’employment within one year after a change in robrdf the
Company. These rights include a cash payment badcontinuation of certain employee benefits. didition, all stockbased compensati
awards held by a participant will become fully &kt In the event that the participant enters artemployment contract, as defined in the P
all rights to the severance payment and other liersst forth above will terminate. No amountsénaeen paid or accrued under the Plans.

Employment Agreemer — Effective November 6, 2006, the Company and thekBwve entered into an employment agreement witniés M
O’Brien for a term of five years. The employmentesgment provides for an annual base salary andyattannual bonus. Mr. Btien was als
granted non-qualified stock options and restrictietk awards that are more fully disclosed in NdieNon-Plan Stock-Based Compensation.

In the event that Mr. O'Bries’ employment is terminated without cause or hgnsswith good reason in the absence of a changentrol, he i
entitled to receive a cash severance payment equalo times the sum of the most recent ygantcentive award and base salary rate, all
options and restricted stock awards vest and lifé leealth insurance is continued until age 65 .elfiditerminated without cause or resigns
good reason following a change in control, he istled to receive a cash severance payment equdirée times the sum of annual salary
target bonus amount, the most recent yeannual incentive is paid, all stock options aesltricted stock awards vest and life insuran
continued until age 65. Vesting of stock optionsl aastricted stock will be accelerated in the eweintleath and will continue to vest a:
employment had not terminated in the event of diabNo cash severance payments are due in teatesf termination of employment as a re
of death, disability, discharge with cause or vtdum resignation without good reason.

Pending Claims and Contingent Liabilitie— On July 18, 2007, the Company was served with arsams and Complaint in a purpor
shareholder derivative lawsuit, filed in the Supee@ourt of the State of New York, County of Nas@laaex No. 07012411) by Ona Guthar
First Wall Securities, Inc. and Alan Guthartz astodian for Jason Guthartz, identifying themselassshareholders of the Company
purporting to act on behalf of the Company, nanting Company as a nominal defendant and certaimefCtompanys current and form
directors and officers as defendants. The lavalléges, among other things, (1) that the defendmattors and officers breached their fiduc
duty to the Company in connection with the Compangteviously disclosed dealings with Island Mortgagetwork, Inc. and the resulti
litigation in the United States District Court fibre Eastern District of New York (the “IMN Matterdnd (2) that the directors engaged in corpt
waste by awarding bonuses to certain officers wamtigipated in the IMN Matter and offering a volant exit window program to certain offic
who participated in the IMN Matter, each of whicavie been previously disclosed by the Company. roumnt of damages was not specifie
the Complaint.
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At the Companys Board of Directors meeting held on July 24, 2G0D3pecial Litigation Committee of the Board of €itors was established
examine the merits of the allegations made in #vestit. The current members of the Special LitaaCommittee are Nicos Katsoulis and
Honorable John J. LaFalce.

The lawsuit is pending. The directors and officeubject to the lawsuit may, subject to certaindittons, be entitled to indemnification by
Company for all or a portion of any expenses osdssincurred by such directors and officers in eation with the lawsuit. While we cani
predict or determine the outcome of this lawstig¢ potential expenses, including possible indermation costs, associated with the litigation |
be material. For the twelve months ended Decer8heR007, the Company incurred $1.9 million in legegpenses related to this lawsuit.
costs incurred to date have been recognized i€tmpanys financial statements. At December 31, 2007, thasebeen no accrual establishec
any liability that may arise from this matter, h@s any receivable been established for potensakance reimbursement of bills incurred to date.

The Company and the Bank are subject to legal pdings and claims that arise in the ordinary coofdmisiness. In the opinion of managermr
the amount of ultimate liability, if any, with resgt to such matters will not materially affect figwoperations and will not have a material im
on the Company’s financial statements.

Other - The Bank is required to maintain balances with Fleeleral Reserve Bank of New York to satisfy reseegpiirements. These balan
averaged approximately $1,557,000 and $2,641,0@007 and 2006, respectively.
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13. State Bancorp, Inc. (Parent Company Only)

Certain condensed financial information follows|{@s in thousands):

December 31 2007 200¢
BALANCE SHEET
Assets:
Cash $ 1,67¢ $ 2,581
Receivable- current income taxe 13,93¢ -
Dividends receivable and other ass 1,17¢ 1,467
Investment in the Ban 140,31 131,00:
Investment in the Trus 62¢ 62¢
Total Assets $ 157,73 $ 135,67
Liabilities:
Subordinated note $ 10,00 $ 10,00¢(
Junior subordinated debentu 20,62( 20,62(
Dividends payable and other liabiliti 13,47¢ 91¢
Total Liabilities 44,09¢ 31,53¢
Stockholders' Equity
Preferred stoc - -
Common stocl 74,98: 73,02:
Surplus 86,65 83,767
Retained defici (32,169 (32,15¢)
Treasury stocl (16,64¢) (16,64¢)
Accumulated other comprehensive income (Ic

net of taxes 812 (3,847)
Total Stockholders' Equit 113,63 104,14:
Total Liabilities and Stockholders' Equi $ 157,73 $ 135,67¢
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For the years ended December 2007 200¢ 200t
INCOME STATEMENT

Dividends from the Bank, net of expen: $ 3,58/ $ 508: $ 8,557
Interest expense on temporary borrowi 37 165 -
Interest expense on subordinated ni 922 51€ -
Interest expense on junior subordina

debenture: 1,87¢ 1,83¢ 1,472
Benefit for income taxe (949) - -
Equity in the undistributed earnings (lo:

of the Bank and the Trus 4,53( 8,931 (43,63))
Net Income (Loss $ 6,22¢ $ 11,49 $ (36,54¢)
CASH FLOWS

Operating Activities

Net income (loss $ 6,22¢ $ 11,49 $ (36,549

Adjustments to reconcile net income (loss
net cash provided by operating activiti

Stocl-based compensation expel 604 12C -
Increase in receivab- current income taxe (13,939
Decrease (increase) in other as: 28¢ 917 (234)
Increase in other liabilitie 12,38: 19t 42t
Equity in the undistributed (earnings) Ic

of the Bank and the Trus (4,530 (8,937) 43,63:
Net cash provided by operating activit 1,03t 3,79t 7,27¢

Financing Activities;
Proceeds from issuance

subordinated note - 10,00( -
Cash dividends pai (6,235 (6,707 (5,766
Proceeds from issuance

common stocl 4,24: 40,14 3,491
Capital contribution to the Bar - (45,189 (3,799
Capital contribution from the Trus 54 51 39
Payment to repurchase common st - - (1,17¢)
Net cash used in financing activiti (1,93¢) (1,697) (7,202)
Net changes in cas (903) 2,09¢ 72
Cash at beginning of ye¢ 2,581 483 411
Cash at End of Yea $ 1,67¢ $ 2581 $ 48:

14. Financial Instruments with Off-Balance Sheet Risk

The Bank is a party to financial instruments wittf-loalance sheet risk in the normal course of busitesmeet the financing needs of
customers. These financial instruments includemdments to extend credit and standby and documetetters of credit. Those instrume
involve, to varying degrees, elements of credk iisexcess of the amount recognized in the codatdd financial statements. The Bank use
same credit policies in making commitments and d@hl obligations as it does for on-balance sliestruments.
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Commitments to extend credit are agreements to tend customer as long as there is no violationay condition established in 1
contract. Commitments generally have fixed exmiratlates or other termination clauses and mayiregayment of a fee. Since many of
commitments are expected to expire without beingwdr upon, the total commitment amounts do not rezcég represent future ce
requirements. The Bank evaluates each customeeditworthiness on a case-lbgse basis. The amount of collateral obtainedjegéme
necessary by the Bank upon extension of credliaged on managemesnttredit evaluation of the customer. Collaterguieed varies, but m:
include accounts receivable, inventory, equipmess) estate and inconm@educing commercial properties. At December 31072and 200!
commitments to originate loans and leases and ctmmemis under unused lines of credit for which thaniB is obligated amounted
approximately $319,939,000 and $326,277,000, rdispde Approximately $276,059,000 and $276,650,08f these commitments were
variable rates and $43,880,000 and $49,626,000 atdieed rates at December 31, 2007 and 2006¢entisely. At December 31, 2007 and 2(
the fixed rate commitments had interest rates rapfyfom approximately 5.74% to 9.88% and 5.05%.5Y%, respectively.

Letters of credit are conditional commitments guoéeaing payments of drafts in accordance with teemg of the letter of cred
agreements. Commercial letters of credit are ymédarily to facilitate trade or commerce and aleoassued to support public and priv
borrowing arrangements, bond financing and sintiamsactions. Collateral may be required to supletters of credit based upon managengnt’
evaluation of the creditworthiness of each custormidre credit risk involved in issuing letters gédit is essentially the same as that involve
extending loan and lease facilities to customéfest letters of credit expire within one year. Bécember 31, 2007 and 2006, the Bank
letters of credit outstanding of approximately 458,000 and $16,808,000, respectively. At Decer8tie2007, the uncollateralized portion
approximately $2,291,000.

The use of derivative financial instruments, irgerest rate swaps, is an exposure to credit fi$ls credit exposure relates to possible lossal
would be recognized if the counterparties fail ésfprm their obligations under the contracts. Titigate this credit exposure, only counterpa
of good credit standing are utilized and the exgeaof collateral over a certain credit thresholdeiguired. From time to time, customer inte
rate swap transactions together with offsettingrigsét rate swap transactions with institutionalelsamay be executed At December 31, 20(
and 2006, the total gross notional amount of swamsactions outstanding was $43,246,210 and $40000respectively.

15. Disclosures about Fair Value of Financial Instuments

Fair value estimates are made as of a specifict poitime based on the characteristics of finantiatruments and market information. Wt
available, quoted market prices are used. Howewarkets do not exist for a portion of the Comparfifiancial instruments and, as a result,
value estimates require judgments regarding futash flows. These judgments are subjective inraataovolve uncertainties and therefore 1
change significantly at future measurement dald® fair value information that follows is intendéa supplement, but not replace, the b
consolidated financial statements and other trauti financial data presented throughout this repdhe calculation of estimated fair value
based on market conditions at December 31, 200728068 and is not reflective of current or futuré falues. Furthermore, the value of long-
term relationships with depositors is not reflectddhe value of those relationships is significant.

The following methods and assumptions were usegstioate the fair value of each class of finaniriatruments for which it is practicable
estimate that value.

Cash and Cash Equivalents For cash and cash equivalents (due from banksrdkflends sold and securities purchased under agets tt
resell), the carrying amount is a reasonable estiroffair value.

Short-Term Assets and Accrued Interest Receivabl€or certain shorterm assets and accrued interest receivable, thgirgg amount is
reasonable estimate of fair value.

Securities Held to Maturity and Securities AvailabFfor Sale- For securities held to maturity and securities labde for sale, the estimated 1

value equals quoted market price, if availablea uoted market price is not available, fair vakie@stimated using a quoted market price
similar securities.
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Federal Home Loan Bank and Other Restricted StoekFor Federal Home Loan Bank and other restrictedkstthe carrying amount is
reasonable estimate of fair value.

Loans and Lease- The fair value of loans and leases is estimatedigounting the expected future cash flows usirgdinrent rates at whi
similar loans and leases would be made to borrowihssimilar credit ratings and for the same remrag maturities.

Deposits- The fair value of demand deposits, savings accoamdstime deposits is the amount payable on deratttte reporting date. The f
value of fixed-maturity certificates of depositstimated using the interest rate swap rates afesiterm points.

Subordinated Notes and Junior Subordinated Debergs- The fair value of subordinated notes and juniorosdimated debentures is estime
using the interest rate swap rates of similar tenah repricing points and spreads of equivalent issues.

Temporary Borrowings and Accrued Interest Payabldemporary borrowings (FHLB overnight and term adwes) federal funds purchased
securities sold under agreements to repurchaseax@mded interest payable are considered to havedmes equal to their carrying amounts
to their short-term nature.

The estimated fair values of the Company’s findrastruments are as follows (in thousands):

At December 31 2007 2006
Carryincg Estimate: Carrying Estimate:
Amount Fair Value Amount Fair Value

Financial asset:
Cash and cas

equivalents $ 96,38( $ 96,38( $ 206,21: $ 206,21:
Shor-term assets and accrued interest receiv 9,427 9,427 11,57( 11,57(
Securities held to maturi - - 6,372 6,361
Securities available for sa 401,22¢ 401,22¢ 511,40¢ 511,40¢
Federal Home Loan Bank a

other restricted stoc 8,05« 8,05« 1,70¢ 1,70¢

Loans and leas¢ net of the
allowance fol

loan and leas
losses 1,026,30! 1,031,15. 967,31. 956,46.
Total $ 1541390 $ 154624 $ 1,70458 $ 1,693,72
Financial liabilities:
Deposits $ 1,329,993 $ 1,331,15 $ 1,566,18 $ 1,565,92
Subordinated note 10,00( 10,99¢ 10,00( 10,30¢
Junior subordinated debentui 20,62( 20,63¢ 20,62( 20,947
Accrued interest payab 2,07(C 2,07(C 2,21z 2,21z
Temporary borrowing 139,00( 139,00( - -
Total $ 150162 $ 150385 $ 1,599,01' $ 1,599,39
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16. Regulatory Matters

The Company and the Bank are subject to variouglatgy capital requirements administered by thdefal banking agencies. Failure to n
minimum capital requirements can initiate certamnetatory, and possibly additional discretionaryioms by regulators that, if undertaken, cc
have a direct material effect on the Compangonsolidated financial statements. Under thétalapdequacy guidelines, the Company anc
Bank must meet specific capital guidelines thatlne quantitative measures of their assets, ligdsliand certain offialance sheet items
calculated under regulatory accounting practicEse Company’s and the Bank’s capital amounts aedBgmnks classification are also subjec
gualitative judgments by the federal banking regukabout components, risk weightings and othetofa.

Quantitative measures established by regulatiensure capital adequacy require the Company anBahk to maintain minimum amounts ¢
ratios of total capital and Tier | capital, as defil in the federal banking regulations, to niglighted assets and of Tier | capital to averagett
as shown in the following table. We believe thathbthe Company and the Bank exceed applicablelatmy capital requirements and that
Bank meets the requisite capital ratios to be waflitalized as of December 31, 2007 and 2006. reTae no subsequent conditions or event:
management believes have changed the Companyhe @ank’s capital adequacy. The Company’s andBtk’s capital amounts (in thousan
and ratios are as follows:

For Capital To Be Considere
Actual Adequacy Purpose Well-Capitalized
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2007
Tier | Capital to Total Adjuste
Average Assets (Leveragt
The Compan) $ 119,90( 7.0% $ 68,21( 4.0(% N/A N/A
The Bank $ 126,57! 74% $ 68,16¢ 40% $ 85,20¢ 5.0(%
Tier | Capital to Ris-Weighted Assets
The Compan) $ 119,90( 10.0% $ 47,77¢ 4.0(% N/A N/A
The Bank $ 126,57" 10.62% $ 47,67 4.0% $ 71,51( 6.0(%
Total Capital to Ris-Weighted Assets
The Compan) $ 144,60! 12.11% $ 95,55! 8.0(% N/A N/A
The Bank $ 141,28( 11.85% $ 95,34 8.0(% $ 119,18: 10.0(%
As of December 31, 200¢
Tier | Capital to Total Adjuste
Average Assets (Leveragt
The Compan) $ 111,76« 6.3(% $ 70,95: 4.0(% N/A N/A
The Bank $ 118,62¢ 6.6% $ 70,90¢ 4.0% $ 88,62¢ 5.0(%
Tier | Capital to Ris-Weighted Assets
The Compan) $ 111,76¢ 9.4¢% $ 47,16¢ 4.0(% N/A N/A
The Bank $ 118,62! 10.0% $ 47,11 40% $ 70,66¢ 6.0(%
Total Capital to Ris-Weighted Assets
The Compan) $ 136,52 11.5¢0 $ 94,33: 8.0(% N/A N/A
The Bank $ 133,36¢ 11.32% $ 94,22: 8.0(% $ 117,77 10.0(%

Dividends declared by the Company and the Banksabgect to restrictions by certain regulatory agesc Under these restrictions, for the »
ended December 31, 2007, no dividends could beadmtby the Bank without prior approval of the N¢wrk State Department of Banking.
of January 1, 2008, the Bank is no longer requioeskeek regulatory approval to declare dividendi® Tompanys Board declared a cash divid:
of $0.15 per share at its January 29, 2008 meeting.
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17. Voluntary Exit Window Program

On March 27, 2007, the Board of Directors of therfpany approved a Voluntary Exit Window programdtiremployees of the registrant anc
subsidiaries with twenty (20) years or more of gwmus service, projected to December 31, 2007y Aligible employee who chose
participate in the Voluntary Exit Window programcedved special termination benefits. These benefitluded a lump sum cash incen
payment of up to 105% of annual base salary, actessontinued group health benefits for a limiteeripd following termination, ar
outplacement counseling. The Board of Directooktthis action for a variety of business reasonsluiding, to increase operating efficiency
reducing overhead costs as part of an ongoing anogo improve profitability.

On June 5, 2007, the Company announced that eiglet@gble employees elected to participate in\loéuntary Exit Window program and wot
resign effective June 29, 2007, including Thoma&éidrick, Chairman of the Company and the BankhBid W. Merzbacher, Vice Chairmar
the Company and Vice Chairman and Chief AdministeaOfficer of the Bank and Daniel T. Rowe, Viceddman and Chief Administrati'
Officer of the Company and Vice Chairman of the BaMessrs. Goldrick, Merzbacher and Rowe remaimbers of the Company’Board o
Directors. On January 29, 2008, Mr. Goldrick infednthe Board that he will not stand foraiection as a director at the expiration of hisntex
the Company's 2008 annual meeting of stockholdand, therefore, his service on the Board will temtgnconcurrent with the 2008 anr
meeting of stockholder©n March 10, 2008, Mr. Merzbacher informed the Bodwat he will resign his position as a directdeefive as of th
Company's 2008 annual meeting of stockholders tlaefore, his service on the Board will terminedacurrent with the 2008 annual meetin
stockholdersThe eighteen participants each received a lumpcaash incentive payment and certain special termoindtenefits, which resulted
the Company recording a one-time expense of $3llbmin the second quarter of 2007.

18. Decision to Exit the Leasing Business

The Company recently concluded a comprehensiveweof SWLC. After carefully assessing its availableernatives, the Company made
strategic decision to exit the leasing businesd,igiin active discussions to sell the leasing iess conducted through SWLC for an amount
approximates tangible book value to an oustafte firm whose main focus is the equipment lepbimsiness. The Company chose this cour
action in order to significantly reduce its condalied operating expenses, improve its operatingi@fty ratio and to more effectively alloc
capital resources to its core commercial lending laranch banking operations. As a result, the Campeacorded a goodwill impairment cha
of $2.4 million in the fourth quarter of 2007, repenting the entire goodwill balance associatel thi¢ original purchase of SWLC, in accorde
with SFAS No. 142.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AN D FINANCIAL
DISCLOSURE

Not applicable

ITEM 9A. CONTROLS AND PROCEDWRES

The Company carried out an evaluation, under tiperstision and with the participation of its prinalgexecutive officer and principal financ
officer, of the effectiveness of the design andrafen of its disclosure controls and proceduredefgied in Rule 13a-15(e) and Rule 1Ha{€e’
under the Securities Exchange Act of 1934, as ast(ithe “Exchange Act”). Based on this evaluatibe, Companys principal executive offic:
and principal financial officer concluded that,acighe end of the period covered by this repor, @ompanys disclosure controls and procedt
are effective in timely alerting them to materiafarmation required to be included in the Compangériodic reports filed with the SEC. Th
have been no significant changes in the Compmimgérnal controls or in other factors that casifghificantly affect internal controls subseque
the date the Company carried out its evaluation.

There were no changes to the Company’s internalr@oover financial reporting as defined in RuleaiB5(f) and Rule 15d5(f) under th

Exchange Act that occurred in the fourth quarte2@d7 that have materially affected, or are redsiyriikely to materially affect, the Comparyy’
internal control over financial reporting.
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Management’s Report on Internal Control over Finandal Reporting

The management of State Bancorp, Inc. (the “Compaisyresponsible for establishing and maintainingetffre internal control over financ
reporting as defined in Rules 13a-15(f) and 15d)1&tder the Securities Exchange Act of 1934. Twenpanys internal control over financ
reporting is designed to provide reasonable assareggarding the reliability of financial reportiagd the preparation of financial statement:
external purposes in accordance with generally@edeaccounting principles in the United StateSmierica.

The internal control over financial reporting indés those policies and procedures that:

« Pertain to the maintenance of records that, inomesle detail, accurately and fairly reflect thensactions and dispositions of the as
of the Company

« Provide reasonable assurance that the transa@menecorded as necessary to permit preparatidimaricial statements in accorda
with the generally accepted accounting principtethie United States of America, and that our résedmd expenditures are being
only in accordance with authorizations of the Cony’'s management and directors; ¢

« Provide reasonable assurance regarding preventitimely detection of unauthorized acquisition, wsedisposition of our assets t
could have a material effect on the financial stegets.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or detmisstatements. Also, projections of
evaluation of effectiveness to future periods angjext to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

Management assessed the effectiveness of the Cghspaternal control over financial reporting for dincial presentations as of Decembel
2007. In making this assessment, management uesedriteria set forth by the Committee of Spongpridrganizations of the Treadw
Commission as described in Internal Contrdkgrated Framework. Based on this assessmemageaent concluded that the Comg
maintained effective internal control over finanaieporting presented in conformity with generadlycepted accounting principles in the Un
States of America as of December 31, 2007.

The Company’s independent registered public acéogifirm has audited and issued their report oneffectiveness of the Compamsyinterna
control over financial reporting.

Thomas M. O'Brien

President and Chief Executive Officer
State Bancorp, Inc.

March 13, 2008

Brian K. Finneran
Chief Financial Officer
State Bancorp, Inc.
March 13, 2008
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Report of Independent Registered Public Accountingrirm on Internal Control Over Financial Reporting

Please refer to “Report of Independent Registerddi®Accounting Firm” contained in Item 8. FinaactBtatements and Supplementary Data.

ITEM 9B. OTHER INFORMATION
None
PART Il
ITEM 10. DIRECTO RS, EXECUTIVEOFFICERS AND CORPORATE GOVERNANCE

Incorporated herein by reference is the Compan9@2Proxy. The identification of the directorstbé Company may be found undé&tiéctior
of Directors.” The identification of the executiwdficers of the Company may be found under “Exaeufficers.” There exists no fami
relationship between any director and executivéceff Disclosure of the Audit Committee financ&tpert may be found undeCbrporat
Governance.” Compliance with section 16(a) of thechange Act may be found undeBection 16(a) Beneficial Ownership Repor
Compliance.” The Company has a Code of Business Conduct andsBtiat applies to all employees, officers andatiines of the Company a
its direct and indirect subsidiaries, as well aSaale of Ethics for the Chief Executive and SenioraRcial Officers, and they are posted on
Company’s website at www.statebankofli.com.

ITEM 11. E XECUTI VE COMPENSATION

Incorporated herein by reference is the Compan@G82Proxy. Executive compensation may be founceufidanagement Remuneration.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Incorporated herein by reference is the Compau2@08 Proxy. Security ownership of certain benafiowners and management may be fc
under “Security Ownership of Management.”
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Additionally, information about the Company’s equibmpensation plans is as follows:

Number of securitie
remaining availabl
for future issuanc

Number of securitie Weightedaverag under equit

to be issued upt exercise price ( compensation plai

exercise ¢ outstanding option  (excluding securitie

outstanding option warrants and righ reflected in colum

warrants and righ %) (@)

Plan Categon (a (b) (c)
Equity compensation plans approved by security gl 593,13 14.8¢ 490,58¢
Equity compensation plans not approved by sechatgers (1 193,13 17.8¢ 137,45:
Total 786,27. 14.97 628,04:

(1) Of the total amounts in column (a) and (c),328, and 137,453 represent deferred share creditseanaining shares reserved for pos:
issuance, respectively, under the Directors’ St&dan (the “Plan”).The Plan provides that in the event of any mergegrganizatior
consolidation, recapitalization, stock split, stadikidend or other change in corporate structufecting the Companyg’ stock, the aggreg:
number of share credits which may be awarded utigeiPlan and the number of share credits subjetheacawards already granted shal
increased or decreased proportionately, as the masebe. Of the total amount in column (a), 168,Tdpresents nogualified stock optior
granted to Mr. (Brien pursuant to the terms of his employment age#. The amount in column (b) represents thectseprice of the optiol
granted to Mr. O'Brien. For a further discussisee the Notes to the Company’s Consolidated FinhBtatements.

ITEM 13. CERTAIN RELA TIONSHIP S AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

Incorporated herein by reference is the Compan@882Proxy. Certain relationships and related tatisns may be found undefCértair
Relationships and Related Transactions” and “Edectif Directors.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Incorporated herein by reference is the Compan@®@32Proxy. Audit fees, auditlated fees, tax fees and all other fees may badfainde
“Audit Fees.” Pre-approval policies and proceduresy be found under “Corporate Governance.”

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
The Report of Independent Registered Public AcdognfEirm, the Consolidated Financial Statements #redNotes to Consolidated Finan

Statements may be found in Part Il, Item 8 of fliK. As to any schedules omitted, they are not applie or the required information is shc
in the Consolidated Financial Statements or theeblttereto.
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Exhibits:
Upon payment of the Comparsyfeasonable expenses, State Bancorp, Inc. willdlarany exhibit upon written request of the stadélbr directly
to the Secretary of the Company, State Bancorp, Tveo Jericho Plaza, Jericho, NY 11753.

No.

Iltem

Method of Filing

(©)

Articles of incorporation and E-Laws

a) Certificate of Incorporation

Incorporated by reference from Exhibit 3.1.1 to the
Compan’s June 30, 2006 Form -Q.

a) (i) Certificate of Correction

Incorporated by reference from Exhibit 3.1.2 to the
Compan’s June 30, 2006 Form -Q.

a) (ii) Certificate of Amendment

Incorporated by reference from Exhibit 3.1.3 to the
Compan’s June 30, 2006 Form -Q.

b) By-Laws, as amended

Incorporated by reference from Exhibit 3b to the
Compan's June 30, 2003 Form -Q.

4) Instruments defining the rights of Pages 22-28 of the above referenced Registration
security holder: Statement
a) Form of Registration Rights Agreement Incorporated by reference from Exhibit 4.1 to the
Compan’s December 21, 2006 Forr-K.
(10) Material contract:

a)Deferred Compensation Arrangements

Incorporated by reference from exhibit 10a to the
Compan’s December 31, 2004 Form-K.

a) (i) Form of April 2004 Agreement Relating teferred Compensation
Agreement:

Incorporated by reference from exhibit 10a (i)he t
Compan’s December 31, 2004 Form-K.

a) (ii) Form of Supplemental Employee Retirem&gteement

Incorporated by reference from exhibit 10a (iithe
Compan’s December 31, 2004 Form-K.

a) (iii) Form of Deferred Compensation Agreement

Incorporated by reference from exhibit 10a (iii)he
Compan’s December 31, 2004 Form-K.

a) (iv) Form of Deferred Compensation Agreement

Incorporated by reference from exhibit 10a (ivihe
Compan’s December 31, 2004 Form-K.

b)(i) Directors’ Incentive Retirement Plan

Incorporated by reference from exhibit 10c to the
Compan’s December 31, 1986 Form-K.

b)(ii) Agreements of participants surrendering thigjhts under the directors’

incentive retirement plat

Incorporated by reference from exhibit 10b (iiXhe
Compan’s December 31, 1992 Form-K.

b)(iii) Agreements of participants modifying agresmis described in item b) (ii)

Incorporated by reference from exhibit 10b (jii)the
Compan’s December 31, 1995 Form-K.

€)1987 Incentive Stock Option Plan, as amended

Incorporated by reference from exhibit 10c to the
Compan’s December 31, 1991 Form-K.

d)(i) 1994 Incentive Stock Option Plan

Incorporated by reference from exhibit 10d to the
Compan’s December 31, 1993 Form-K.
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No.

Iltem

Method of Filing

d)(ii) Amendment No. 1 to 1994 Incentive Stock @ptPlan

Incorporated by reference from exhibit 10.1 to the
Compan’s December 19, 2005 Forr-K.

e)(i) Change of control agreement no. 1, as amended

Incorporated by reference from exhibit 99.1 to the
Compan’s October 3, 2006 Forn-K.

e)(ii) Change of control agreement no. 2, as aménde

Incorporated by reference from exhibit 99.2 to the
Compan’s October 3, 2006 Forn-K.

e)(iii) Change of control agreement no. 3, as aradnd

Incorporated by reference from exhibit 99.3 to the
Compan’s October 3, 2006 Forn-K.

e)(iv) Change of control agreement no. 4, as annde

Incorporated by reference from exhibit 99.4 to the
Compan’s October 3, 2006 Forn-K.

e)(v) Change of control agreement no. 5, as amended

Incorporated by reference from exhibit 99.5 to the
Compan’s October 3, 2006 Forn-K.

e)(vi) Form of amended and restated change of cbetnployment agreement

Incorporated by reference from exhibit 10.1 to the
Compan’s September 30, 2007 Form-Q.

f)State Bank of Long Island 401(k)
Retirement Plan and Tru

Incorporated by reference from exhibit 10g to the
Compan’s December 31, 1987 Form-K.

g)State Bancorp, Inc. Employee Stock Ownership Plan

Incorporated by reference from exhibit 10g to the
Compan’s December 31, 1987 Form-K.

h)Deferred Compensation Agreem:

See Exhibit (10) a

i) (i) 1999 Incentive Stock Option Plan

Incorporated by reference from exhibit 10i to the
Compan’s December 31, 1998 Form-K.

i)(ii) Amendment No. 1 to 1999 Incentive Stock @ptiPlan

Incorporated by reference from exhibit 10.2 to the
Compan’s December 19, 2005 Forr-K.

i) (i) 1998 Director’ Stock Plan

Incorporated by reference from exhibit 10j to the
Company’s December 31, 1999
Form 1(-K.

) (i) 1998 Director’ Stock Plan Amendment
No. 1

Incorporated by reference from exhibit 10j to the
Company’s December 31, 2000
Form 1(-K.

D) (iii) 1998 Director’ Stock Plan Amendment No. 2

Incorporated by reference from exhibit 10j (iii)ttee
Compan’s June 30, 2003 Form -Q.

k) Stock Option Plan (2002)

Incorporated by reference from exhibit 10k to the
Compan’s December 31, 2002 Form-K.

[) Incentive Award Plan

Incorporated by reference from exhibit 10 1) te th
Compan'’s February 18, 2005 Forn-K.

m) Employment Agreement

Incorporated by reference from exhibit 10 (m) te th
Compan’s November 7, 2006 Forn-K.

m)(i) Nonqualified Stock Option Agreement

Incorporated by reference from exhibit 10 (m)(ixte
Compan’s November 15, 2006 Forn-K.

m)(ii) Restricted Stock Award Agreement

Incorporated by reference from exhibit 10 (m)(@)the
Compan’s November 21, 2006 Forn-K/A.
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No. Iltem

Method of Filing

m)(iii) Amended and Restated Employment Agreen

Filed herein

n) 2006 Equity Compensation Plan

Incorporated by reference from appendix 1 to the
Compan’s Proxy Statement filed on March 23, 20

(14) a) Code of Ethics for Chief Executive
and Senior Financial Office

Incorporated by reference from exhibit 14a to the
Compan’s December 31, 2003 Form-K.

b) Code of Business Conduct and Ethics, as angende

Incorporated by reference from exhibit 14b to the
Compan’s December 31, 2005 Form-K.

(16.1) Letter re change in certifying accountant

Incorporated by reference from exhibit 16.1 to the
Compan’s August 18, 2005 Form-K.

(23) Consent of Independent Registered Public Accouriing Filed herein
(24) Power of Attorney Filed herein
(31.1) Certification of principal executive officer pursuao Rule 13a-14(a) or Filed herein.
15d-14(a) of the Securities Exchange Act of 1934a@dopted pursuant
to Section 302 of the Sarba-Oxley Act of 2002
(31.2) Certification of principal financial officer pursoato Rule 13a-14(a) or Filed herein.
15d-14(a) of the Securities Exchange Act of 1934adopted pursuant
to Section 302 of the Sarba-Oxley Act of 200z
(32) Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant Filed herein.

to Section 906 of the Sarba-Oxley Act of 2002
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S IGNAT URES

Pursuant to the requirements of Section 13 or ¥8HdeoSecurities Exchange Act of 1934, the regigtheas duly caused this report to be signe
its behalf by the undersigned.

STATE BANCORP, INC.

By: /sl Thomas M. '@rien

Thomas M. O'Brien,

President and Chief Executive Officer
Date: March 17, 2008

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
registrant and on the dates indicated.

Signature Title Date
/sl Thomas M. (Brien President and Chief Executive Offic 3/17/08
Thomas M. (Brien

/s/ Brian K. Finnera Chief Financial Office 3/17/08
Brian K. Finnerar

Thomas E. Christmar Director

Arthur Dulik, Jr.* Director

Thomas F. Goldrick, Jr.: Chairman of the Boar

Nicos Katsoulis* Director

John J. LaFalce Director

K. Thomas Liaw* Director

Gerard J. McKeon Director

Richard W. Merzbachet Director

Joseph F. Munsor Director

John F. Picciano Director

Daniel T. Rowe* Director

Suzanne H. Rueck Director

Andrew J. Simons Director

Jeffrey S. Wilks* Director

*By: [s/ Brian K. Finneran
Brian K. Finneran
Attorney-in-fact
March 17, 2008
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EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference ini®Regjion Statement Nos. 33-82172, 333-92611 ar&dd93208 of State Bancorp, Inc., on Fc
S-8 and Registration Statement No. 333-40424 deéRancorp, Inc., on Form $of our report dated March 13, 2008, relatingh® ¢onsolidate
financial statements of State Bancorp, Inc. anthéoeffectiveness of internal control over finahec@porting of State Bancorp, Inc. appearin
this Annual Report on Form 10-K of State Bancong, for the year ended December 31, 2007.

Crowe Chizek and Company LLC

Livingston, New Jersey
March 13, 2008



EXHIBIT 24 - POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each of thedensigned, being a director or officer of State &ap, Inc., a New Yor
corporation (the "Company"), hereby constitutes apgoints Brian K. Finneran, Matthew F. Dowd, dnd Mary Ann P. DiLorenzo, and eact
them, his or her true and lawful attorneyfact and agent, with full power of substitution aedubstitution, for him or her and in his or harme
place and stead in any and all capacities, to aignor more Annual Reports for the Company's figeal ended December 31, 2007, on Form 10
K under the Securities Exchange Act of 1934, asraleé, or such other form as any such attornefgéhmay deem necessary or desirable,
amendments thereto, and all additional amendmaeteto, each in such form as they or any one ofhthmy approve, and to file the same \
all exhibits thereto and other documents in conaedherewith with the Securities and Exchange Cdsgsiman, granting unto said attorneysfict
and agents, and each of them, full power and aityhior do and perform each and every act and thérgiisite and necessary to be done sc
such Annual Report shall comply with the Securitechange Act of 1934, as amended, and the appiddbles and Regulations adoptet
issued pursuant thereto, as fully and to all irgeartd purposes as he or she might or could dorsopehereby ratifying and confirming all t
said attorneys-in-fact and agents, or any of thetheir substitute or resubstitute, may lawfullyatocause to be done by virtue hereof.

IN WITNESS WHEREOF, each of the undersigned hasungo set his or her hand this 17 day of March8200

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

March 17, 2008
March 17, 2008

March 17, 2008

March 17, 2008
March 17, 2008
March 17, 2008
March 17, 2008
March 17, 2008
March 17, 2008

March 17, 2008

March 17, 2008
March 17, 2008
March 17, 2008
March 17, 2008

March 17, 2008

/s/ Thomas E. Christman
Thomas E. Christma

[/s/ Arthur Dulik, Jr.

Arthur Dulik, Jr.

/s/ Thomas F. Goldrick, Jr.

Thomas F. Goldrick, Jr.
/s/ Nicos Katsoulis
Nicos Katsoulis

/s/ John J. LaFalce
John J. LaFalc

/s/ K. Thomas Liaw

K. Thomas Liaw

/s/ Gerard J. McKeon
Gerard J. McKeo!l

/s/ Richard W. Merzbacher
Richard W. Merzbache
/s/ Joseph F. Munson
Joseph F. Munsa

[s/ Thomas M. (Brien
Thomas M. O’Brien
/s/ John F. Picciano
John F. Piccian

/s/ Daniel T. Rowe
Daniel T. Rowe

/s/ Suzanne H. Rueck
Suzanne H. Ruec

[s/ Andrew J. Simons
Andrew J. Simon

[sl Jeffrey S. Wilks
Jeffrey S. Wilks




EXHIBIT 31.1

CERTIFICATION PURSUANT TO RULE 13a-14(a) OR 15d-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934, AS ADOPTED
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas M. O'Brien, President and Chief Execu®féicer of State Bancorp, Inc., certify that:
1. I have reviewed this annual report on Form 16fiState Bancorp, Inc.;

2. Based on my knowledge, this report does notatorany untrue statement of a material fact or amgitate a material fact necessary to mak
statements made, in light of the circumstances unthéch such statements were made, not misleaditty r@spect to the period covered by
report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material respects
financial condition, results of operations and cisivs of the registrant as of, and for, the pesipdesented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintairdisglosure controls and procedures (as defin
Exchange Act Rules 13a-15(e) and 15d-15(e)) armriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and 15d-15
() for the registrant and have:

(a) Designed such disclosure controls and procedwe caused such disclosure controls and procsdirée designed under
supervision, to ensure that material informatioiatreg to the registrant, including its consolidhtubsidiaries, is made known to us
others within those entities, particularly durimg toeriod in which this report is being prepared;

(b) Designed such internal control over financigparting, or caused such internal control overrfaial reporting to be designed un
our supervision, to provide reasonable assurargardang the reliability of financial reporting atige preparation of financial stateme
for external purposes in accordance with geneealtepted accounting principles;

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presenttids report our conclusions about
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thestgnt's internal control over financial reportihgt occurred during the registrant's n
recent fiscal quarter (the registrant's fourthdlsguarter in the case of an annual report) thathaterially affected, or is reasonably lik
to materially affect, the registrant's internal wohover financial reporting; and

5. The registrant's other certifying officer(s) drtthve disclosed, based on our most recent evatuaf internal control over financial reporting
the registrant's auditors and the audit commitfeéberegistrant's board of directors (or persagx$grming the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbmiver financial reporting which a
reasonably likely to adversely affect the registeaability to record, process, summarize and refeancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the registrant's inter
control over financial reporting.

3/17/08 /s/ Thomas M!Brien
Date Thomisls O’Brien,
é3ident and Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION PURSUANT TO RULE 13a-14(a) OR 15d-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934, AS ADOPTED
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Brian K. Finneran, Chief Financial Officer ofeé® Bancorp, Inc., certify that:
1. I have reviewed this annual report on Form 16fiState Bancorp, Inc.;

2. Based on my knowledge, this report does notatorany untrue statement of a material fact or amgitate a material fact necessary to mak
statements made, in light of the circumstances unthéch such statements were made, not misleaditty r@spect to the period covered by
report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material respects
financial condition, results of operations and cisivs of the registrant as of, and for, the pesipdesented in this report;

4. The registrant's other certifying officer(s) drate responsible for establishing and maintairdisglosure controls and procedures (as defin
Exchange Act Rules 13a-15(e) and 15d-15(e)) armriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and 15d-15
() for the registrant and have:

(a) Designed such disclosure controls and procedwe caused such disclosure controls and procsdirée designed under
supervision, to ensure that material informatioiatreg to the registrant, including its consolidhtubsidiaries, is made known to us
others within those entities, particularly durimg toeriod in which this report is being prepared;

(b) Designed such internal control over financigparting, or caused such internal control overrfaial reporting to be designed un
our supervision, to provide reasonable assurargardang the reliability of financial reporting atige preparation of financial stateme
for external purposes in accordance with geneealtepted accounting principles;

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presenttids report our conclusions about
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thestgnt's internal control over financial reportihgt occurred during the registrant's n
recent fiscal quarter (the registrant's fourthdlsguarter in the case of an annual report) thathaterially affected, or is reasonably lik
to materially affect, the registrant's internal wohover financial reporting; and

5. The registrant's other certifying officer(s) drtthve disclosed, based on our most recent evatuaf internal control over financial reporting
the registrant's auditors and the audit commitfeéberegistrant's board of directors (or persagx$grming the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbmiver financial reporting which a
reasonably likely to adversely affect the registeaability to record, process, summarize and refeancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the registrant's inter
control over financial reporting.

3/17/08 /s/ Brian K. Freran
Date Brian. Kcinneran,
@hFinancial Officer




EXHIBIT 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of State Bape¢énc. (the “Company”) on Form 1R-for the period ending December 31, 2007 as filetth
the Securities and Exchange Commission on the ldateof (the “Report”), I, Thomas M. Btien, President and Chief Executive Officer of
Company, certify, pursuant to 18 U.S.C. Section0l 2 adopted pursuant to Section 906 of the Sasb@uxley Act of 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2) The information contained in the Report fairly prets, in all material respects, the financial ctodiand result of operations of the
Company

3/17/08 /sl Thomas M. Brien

Date Thomies O’Brien

President and Chief Executive Officer

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of State Bape¢dnc. (the “Company”) on Form 1R-for the period ending December 31, 2007 as filetth
the Securities and Exchange Commission on thetdsof (the “Report”)l, Brian K. Finneran, Chief Financial Officer ofatfCompany, certif
pursuant to 18 U.S.C. Section 1350, as adoptedipnt$o Section 906 of the Sarbanes-Oxley Act @22@hat:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2) The information contained in the Report fairly prets, in all material respects, the financial ctodiand result of operations of the
Company

3/17/08 /sl Brian K. Fireran

Date Brian. lcinneran

Chief Financial Officer



Exhibit 10 m) (iii)
AMENDED AND RESTATED EMPLOYMENT AGREEMENT
This Employment Agreement (the “Agreement)made and entered into as of December 10, 20Gahtdyamong State Bancorp, Inc

New York business corporation (t“Company”), State Bank of Long Island, a banking corporatiogaoized and operating under the laws o
State of New York (the “Bank”), and Thomas M. O'&rmj an individual (the “Executive”).

INTRODUCTORY STATEMENT

The Company is a bank holding company whose conmstaek is listed for trading on the Nasdaqg Stock kaGlobal Market. The Bal
is a wholly owned subsidiary of the Company anddemts a commercial and consumer banking businegibew York metropolitan area. 1
Executive has substantial prior experience as #@isexecutive at public and private banking companin the New York metropolitan ar
including service as chief executive officer. TheaBd of Directors of the Company (the “Company B6aand the Board of Directors of the B
(the “Bank Board")have caused the Bank and the Company to enteamt®&mploymentAgreement with the Executive as of &holber 6, 200
(the “Prior Agreement”jo secure his services. The Executive, the Compandythe Bank wish to amend and restate the Pgoeément pursua
to section 31 thereof. The terms and conditionelwthe Company, the Bank and the Executive haveeattto are as follows.

AGREEMENT

1. Employment.

The Company and the Bank hereby offer to employBkecutive, and the Executive hereby accepts sogiiayment, during the perit
and on the terms and conditions set forth in thigse&ment.

2. Employment Period; Remaining Unexpired Emplogtifeeriod.

@) The Bank shall employ the Executfee a period of five (5) years beginning on Novemige 2006 (the Employmen
Commencement Date”) and ending on the fifth (5tiigersary of the Employment Commencement Date“@neployment Period”).

(b) Except as otherwise expressly predith this Agreement, any reference in this Agresnte the term Remaining Unexpire
Employment Period” as of any date shall mean thimg@deginning on such date and ending on thedagtof the Employment Period.




(c) Nothing in this Agreement shall eecthed to prohibit the Bank or the Company from teating the Executive’ employmer
before the end of the Employment Period with ohwitt notice and for any reason or without reasdris Agreement shall determine the rela
rights and obligations of the Company, the Bank @& Executive in the event of any such terminationaddition, nothing in this Agreems
shall require a termination, or prohibit a contitiolm, of the Executives employment at the expiration of the Employmentidele Any sucl
continuation shall be on an “at-will” basis unlélse Company, the Bank and the Executive agree wiber

3. Duties/Investment.

@) The Executive shall be elected t pbsition of President and Chief Operating Officethe Bank and the Company as of
Employment Commencement Date and to the additipoaitions of Chief Executive Officer of the Bankdathe Company effective upon
retirement of the incumbent Chief Executive Offiéesm such positions, shall have such power, aitthand responsibility and perform st
duties as are prescribed by or under the Bank’é&8ys and as are customarily associated with sushipo and shall report only to the Comp
Board and the Bank Board.

(b) The Executive shall also serve aseamber of the Bank Board and the Company Boardaandn officer or director of a
subsidiary or affiliate of the Bank or the Compaifigluly elected or appointed to serve in such céjes.

(c) The Executive shall devote his follsiness time and attention (other than during weeg, holidays, approved vacal
periods, and periods of iliness or approved leafexbsence) to the business and affairs of the @ampnd the Bank and shall use all of his
and efforts to advance their best interests. Orethployment Commencement Date, the Executive sixaltute a copy of the CompasyCode ¢
Business Conduct and Ethics.

(d) Within a reasonable period after fmployment Commencement Date, the Executive agieasvest $1,000,000 in t
Company’s Common Stock on a basis reasonably aaulepto the Company and the Executive consistetit thie Companys stock ownersh
guidelines for executives.

4. Outside Activities.

The Executive may serve as a member of the bodrdsextors or other governing bodies of such bess community and charita
organizations as he may disclose to and as maypmweed by the Company Board, or the Compensatiomr@ittee or Executive Committ
thereof (which approval shall not be unreasonablthiveld); provided, however, that such service Isinat materially interfere with tt
performance of his duties under this Agreement. Ekecutive may also engage in personal businessiraredtment activities which do r
materially interfere with the performance of histidsi hereunder; provided, however, that such didésiare not prohibited under any codt
conduct or investment or securities trading poléstablished by the Bank or the Company and gepeaglplicable to all similarly situat
executives. As of the date of this Agreement, tkedttive has disclosed to, the Company Board hasoapd, the Executive’service as a direc
of the entities enumerated on Exhibit A to this égment.




5. Working Facilities and Expenses.

The Executive’s principal place of employment shualat the Compang’executive offices as of the Employment Commencébate
or at such other location as the Company and tleeilke may mutually agree upon. The Company oBtuek shall provide the Executive at
principal place of employment with a private officecretarial services and other support serviodsfacilities (including but not limited to
Company owned or leased automobile) suitable tpbstions with the Company and the Bank and necgss appropriate in connection w
the performance of his assigned duties under thieément. The Company shall reimburse the Exectiveuch ordinary and necessary tre
entertainment and business expenses consistentpagthpractice or as the Executive and the Comgaall mutually agree are necessary
appropriate for business purposes, upon presentatian itemized account of such expenses in smch &s the Company may reasonably req

6. Compensation.

For his services under this Agreement during theplégment Period, the Bank and the Company shaNideothe Executive with
compensation package consisting of the followitga (base salary; (ii) a stodiased signing bonus in the form of a restrictedlstgrant; (iii) ar
annual incentive; and (iv) a long-term incentivetie form of stock options, as follows:

(i) Base Salary. The Company and the Bank shalltha Executive a base salary at the annual rafgfyf Thousand
Dollars ($50,000) prior to July 1, 2007 and One thad Thousand Dollars ($100,000) thereafter, pa&yabhpproximately equal
installments in accordance with the Bank’s custgnpayroll practices. The Company Board, or the @ensation Committee
or Executive Committee thereof, shall review thee&xive’s annual rate of salary at such times dutire Employment Period
as it deems appropriate, but not less frequenty ttnce every twelve (12) months, and may, inigsrdtion, approve a salary
increase.

(i) Annual Incentive. The Executive shall be éig for an annual incentive award, which may bgaide in cash or
stock-based compensation, on a basis no less faedrean members of the office of the Chairmarhef€ompany (the “Annual
Bonus”). The Executive shall have a target Annuaths (the “Target Bonus”) of $225,000.

(iii) Long-term Incentive. In consideration of thEexecutive’s acceptance of employment and executbrthis
Agreement, the Company shall grant to the Executive-qualified stock options (the “Initial Stock @ms”) to purchase a
number of shares of Common Stock of the Companyrfi@on Stock”) equal to the quotient of (i) One Mitl Dollars
($1,000,000) divided by (ii) thirty-four percentd@) of the closing sales price for a share of Comi8tock as reported in the
New York City Edition of the Wall Street Journak file fourth (4th) trading day after the Compairgssiance of a press release
announcing the Executive's employment as Presidewt Chief Operating Officer of the Company (theedatf such
announcement, the “Announcement Date”). Twenty (R6%4he Initial Stock Options shall vest and beeoexercisable on each
anniversary of the Announcement Date until allted tnitial Stock Options have become exercisable Thitial Stock Options
shall have a term that expires on the tenth (1@timiversary of the Announcement Date or, if earbérithe date and time of the
Executive’s discharge with Cause (as defined hieid an exercise price per share equal to faiketaralue of the Common
Stock subject to the Initial Stock Options on tregedof grant. The Initial Stock Options shall bédenced by a written stock
option agreement in a form prescribed by the Comphat is consistent with the terms of this Agreamand otherwise is
substantially the same as the form of stock optigreement used by the Company for other execuffi@ostock option grants
as of the date of this Agreement.




(iv) Signing Bonus. In consideration of the Exéeeis acceptance of employment and execution af Agireement, the
Company shall pay to the Executive a signing bdthes “Signing Bonus”) by delivery to the Executieta number of shares of
Common Stock equal to the quotient of (A) One MilliFive Hundred Thousand Dollars ($1,500,000.00)ddd by (B) the
average of the closing sales price for a sharearfition Stock as reported in the New York City Editiof the Wall Street
Journal for each trading day during the periodedfes (7) consecutive trading days commencing oridieh (4th) trading day
after the Announcement Date (such period, the “Agirg Period” and such number of shares of ComntonkSthe “Bonus
Stock”). The Signing Bonus shall be delivered suence to the Executive of a certificate evident¢hgBonus Stock with a
record date of the last day of the Averaging Peridte Executive may, in his discretion, timely fia election under section 83
(b) of the Internal Revenue Code of 1986, as anfidhe “Code”) with respect to the Bonus Stock. Bumus Stock shall vest
in twenty (20) equal quarterly installments commegcwith the end of the first quarter in which thEmployment
Commencement Date occurs, subject to accelerapon death, Disability and termination without Cagsdermination by the
Executive with Good Reason. The Signing Bonusldialin lieu of participation during the Employmdpériod in any non-
qualified deferred compensation or supplementatatkee retirement program provided for other semrecutives of the Bank
or the Company, however denominated (except for program providing for the voluntary or mandatorgfatral of
compensation otherwise earned and payable).

7. Employee Benefit Plans and Programs.

@) Except as expressly provided heteirthe contrary, during the Employment Period, Eheecutive shall be treated as
employee of the Bank and the Company and shalhbi#tesl to participate in and receive benefits unaiey and all qualified retirement, pensi
savings, profit-sharing or stock bonus plans, amy all group life, health (including hospitalizatiomedical andnajor medical), dental, accidt
and longterm disability insurance plans, and any other eyg® benefit and compensation plans (including, fmitlimited to, any incenti
compensation plans or programs, stock option apdeafation rights plans and restricted stock plassinay from time to time be maintained
or cover employees of, the Bank and the Compangcaordance with theerms and conditions of such employee benefit ptartsprograms ai
compensation plans and programs and consistenthé@tBank’s and the Company’s customary practices.




(b) The Company and the Bank shall previde Executive and his eligible dependents witbecage under the Bark’and th
Companys group health (including hospitalization, medieald major medical), dental and vision care plamsuiph the last day of the fi
calendar month in which the both the Executive liscspouse are eligible for coverage under Medidarkeu thereof, the Bank and the Comp
may provide substitute coverage by direct paymenthe carrier of the Executive’share of premiums for continuation coverage urhe
corresponding plan of a prior employer or for caggr under an individual policy providing substdhtiaquivalent benefits and approved by
Executive (which approval shall not be unreasonatithheld or delayed). The Company may require Executive, while employed, to pa
portion of the premium cost of such coverage; gitedi however, that the Executigedollar cost for any period shall not exceed thkad cos
borne by senior executives of the Company for apoeding coverage. Following the Executs/&érmination of employment, the Company ¢
use all reasonable efforts to have such coveragénced and the Company may require the Executivpaly the full premium cost for s
coverage (but in no event in excess of the aggeegemium cost paid by the Company and an actieeiployed executive for the same
substantially similar coverage), provided thathi&é tCompany cannot provide continuing coverage uitdethen existing plans, it shall have
obligation to acquire alternative coverage. Theigathlon to provide this coverage shall survive teemination of the Agreement unless
Executive is terminated with Cause or resigns with®ood Reason (as defined in this Agreement).

(c) In addition to coverage under angugrterm life insurance program maintained generallydimployees of the Bank and
Company, the Bank and the Company shall pay direotithe carrier all required premiums under [réddfthat are to become due during
period beginning on the Employment Commencement Ratd ending on December 31, 2007. The obligatioméke these payments s
survive the termination or expiration of this Agmeent for any reason other than the Execusivddscharge with Cause or resignation without C
Reason (as defined in this Agreement).

8. Indemnification and Insurance.

@) During the Employment Period and¢haéter, the Bank and the Company shall cause xee Hive to be covered by any pol
or contract of insurance obtained by them to inghesr respective directors and officers againstspeal liability for acts or omissions
connection with service as an officer or directoservice in other capacities at their request. ddwerage provided to the Executive pursua
this section 8 shall be of the same scope and@sdame terms and conditions as the coverage (Jfanyided to other officers or directors of
Bank and the Company.




(b) To the maximum extent permitted uralgplicable law, during the Employment Period #rmeteafter, the Bank and the Comp
shall indemnify the Executive against and hold hianmless from any costs, liabilities, losses angbsures to the fullest extent and on the |
favorable terms and conditions that similar inddination is offered to any director or officer dfet Bank or any subsidiary or affiliate thereof.

9. Termination of Employment Due to Death.

() The Executive’employment with the Bank and the Company shattiteate, automatically and without any further awton th
part of any party to this Agreement, on the datthefExecutive’s death. In such event:

0] The Bank and the Company shall pathe Executive’s estate his earned but unpaid eosgtion (including,
without limitation, salary, any Annual Incentiveyadle in respect of a completed fiscal year, ahdther items which constitute
wages under applicable law) as of the date ofdrimination of employment. This payment shall be enatithe time and in the
manner prescribed by law applicable to the paynoénwages but in no event later than 30 (thirty) slajter the date of the
Executive’s termination of employment.

(ii) The Bank and the Company shall pdevthe benefits, if any, due to the Executive'sa&s surviving
dependents or designated beneficiaries under th@ogee benefit plans and programs and compensatams and programs
maintained for the benefit of the officers and eoypks of the Bank and the Company. The time ancharasf payment or other
delivery of these benefits and the recipients ahshbenefits shall be determined according to thedeand conditions of the
applicable plans and programs.

The payments and benefits described in section§)Pdad (ii) shall be referred to in this Agreenmas the “Standard Termination Entitlements.”

(b) In addition to the Standard TermiotEntitlements, in the event of the Execut&vdeath during the Employment Period,
entire unvested portion of the Signing Bonus arditiitial Stock Options shall vest as of the Exeais date of death.

10. Termination Due to Disability.

The Bank and the Company may terminate the Exegstemployment upon a determination, by vote of eonitgjof the members of tl
Company Board, or the members of the Compensat@mnmittee or Executive Committee thereof, actingahance on the written advice o
medical professional acceptable to them, that tRective is suffering from a physical or mental mrment which, at the date of !
determination, has prevented the Executive fronfiopeing his assigned duties on a substantially-tialle basis for a period of at least sixty (
days during the period of six (6) months endinghwte date of the determination or is likely toulesn death or prevent the Executive fr
performing his assigned duties on a substantiallytime basis for a period of at leaskty (60) days during the period of six (6) monbeginning
with the date of the determination. In such event:




@) The Bank shall pay and deliver te Executive (or in the event of his death beforgnpent, to his estate,
surviving dependents or beneficiaries, as appl@atle Standard Termination Entitlements.

(b) In addition to the Standard TermimatEntitlements (i) the Signing Bonus and thei&hiStock Options shall
continue to vest as if the Executive remained & dbtive service of the Bank and the Company ahdigon the Executive’s
death prior to full vesting, any unvested portidrihee Signing Bonus and the Initial Stock Optiohalsvest as of the Executive’s
date of death.

A termination of employment due to disability undieis section 10 shall be effected by notice ofmieation given to the Executive by the Bi
and the Company and shall take effect on the lHténe effective date of termination specified ircks notice or sixty (60) days after the datt
which the notice of termination is deemed givethi® Executive.

11. Discharge with Cause.

(a) The Bank and the Company may terminate thelke's employment during the Employment Period, and sechination shall t
deemed to have occurred with “Causaily if the Company Board and the Bank Board, byjomitg vote of their entire membership, ei
determines that the Executive (i) has willfully léal or refused to perform his assigned duties urnhisr Agreement in any material resg
(including, for these purposes, the Execusivieability to perform such duties as a result mfgdor alcohol dependency); (ii) has committed g
negligence in the performance of, or is guilty ohtinual neglect of, his assigned duties; (iii) bagn convicted or entered a plea of guilty or
contendere to, the commission of a felony or amgeitrime involving dishonesty, personal profitadher circumstance likely, in the reasoni
judgment of the Company Board and Bank Board, teetematerial adverse effect on the Bank and thepaoy or their business, operation
reputation taken as a whole; (iv) has violatedariy material respect, any law, rule, regulationttem agreement or final cease-amesist orde
applicable to the Bank in his performance of sawitor the Bank or the Company or the Company’therBanks Code of Conduct; or (v)
willfully and intentionally breached the materiatins of this Agreement in any material respect.gtmposes of this section 11, no act or failui
act on the part of the Executive shall be consuiévallful” unless it is done, or omitted to be done, by thedative in bad faith or witho
reasonable belief that the Executweiction or omission was in the best interesthefBank and the Company. Any act, or failure tq bate:
upon authority given pursuant to a resolution cadppted by the Company Board or the Bank Boarti@iExecutive Committee thereof or be
upon the written advice of counsel for the Compahgll be conclusively presumed to be done, or enhito be done, by the Executive in g
faith and in the best interests of the Bank and@benpany. Termination with Cause shall be effedigdvritten notice to the Executivaetting
forth with particularity the grounds for terminatio




(b) If the Executive is discharged during the Eoyphent Period with Cause, the Bank and the Comphail pay and provide to him (
in the event of his death, to his estate, his surgi beneficiaries or dependents, as applicable)Standard Termination Entitlements only;
unvested Bonus Stock, any unexercised options tohpge Common Stock, whether or not vested shafoteited. While a proceeding
discharge the Executive with Cause is pending,Gbmpany Board and the Bank Board may, by writteticeato the Executive, temporar
suspend the Executive'duties and authority and, in such event, may silspend the payment of salary and other cash amapen and tr
vesting of Bonus Stock and the exercise of stodlonp, but not the Executiveparticipation in retirement, insurance and otraployee bene!
plans. If the Executive is not discharged withimety (90) days after the commencement of such pesston, payments of salary and ¢
compensation shall resume, and all compensatiohhefd during the period of suspension shall be ptomrestored. If the Executive
discharged without Cause during such ninety (99)pkiod, all compensation withheld during the pdrof suspension shall be promptly rest:
and shall be paid in addition to amounts due toBkecutive under this Agreement on account of léshdirge without Cause. If the Executiv
discharged with Cause not later than ninety (9@sd&ter the commencement of such a suspensiopagthents withheld during the perioc
suspension shall be deemed forfeited and shabedaicluded in the Standard Termination Entitleraent

12. Discharge without Cause.

The Bank may discharge the Executive at any timrendihe Employment Period and, unless such diggheonstitutes a discharge v
Cause:

@) The Bank shall pay and deliver te Executive (or in the event of his death beforngmpent, to his estate, surviving depend
or beneficiaries, as applicable) the Standard Traition Entitlements.
(b) In addition to the Standard TermiotEntitlements:
0] The shares of Bonus Stock (if anpdahe Initial Stock Options that are not vestedofshe date of

termination of employment) shall vest as of theed#ttermination of employment.

(i) The Bank or the Company shall paythe Executive (or, in the event of his death,dstate or designated
beneficiaries) ten (10) business days after tertimnaof employment a pro rata Annual Bonus for tear of
termination based on the Target Bonus.

(iii) The Bank or the Company shall gaythe Executive (or, in the event of his deatls, dgtate or designated
beneficiaries) ten (10) business days after tertiinaof employment, an additional lump sum paymequal to two
times the sum of the Executive’s most recent Badar$ plus the Executive’s Target Bonus.




(iv) If the Executive’s termination afn@loyment occurs upon, following or in connectioithaa Change of
Control (as defined in this Agreement), (A) anyiops to purchase Common Stock (including but rmoitéd to Initial
Stock Options) and any unvested restricted stoctitloer Common Stock or stock-based awards thas@reduled to
vest during the Remaining Unexpired Employmentdteshall vest as of the date of termination of emplent and (B)
if the Remaining Unexpired Employment Period isldgn 3 years, the Company shall pay to the Exkex(dr, in the
event of his death, his estate or designated beagés), subject to Section 21, ten (10) busirizss after termination
of employment a lump sum payment equal to threedithe sum of the Executive’s most recent Basersplas the
Executive’s Target Bonus in lieu of the paymentctibgd in section 12(b)(iii).

The payments and benefits enumerated in sectidm@2((ii), (i) and (iv) shall be referred to #ectively in this Agreement as thétiditional
Termination Entitlements”.

13. Resignation.

@) The Executive may resign from higplayment with the Bank and the Company any timeesgignation under this section
shall be effected by notice of resignation giventbg Executive to the Bank and the Company and shlet effect on the effective date
termination specified in such notice (which shalhb event be sooner than sixty (60) days aftendiie is deemed given) or such earlier or
date as the Executive, the Company and the Bankmmayally agree upon. The Executiggesignation of any of the positions within thenE
and the Company to which he has been assigned l#haleemed a resignation from all such positioressnthe Bank, the Company and
Executor agree in writing otherwise.

(b) The Executive’s resignation shalldezmed to be for “Good Reasadh'the effective date of resignation occurs witlsix (6)
months after any of the following, where the Exeaihas given the Company notice of such eventaarghsonable opportunity to cure:

0] the failure of the Bank or the Compgwhether by act or omission of the Bank Boahe&, Company Board or
otherwise), to appoint or re-appoint or elect celect the Executive to the position(s) with thenBar the Company that he
holds immediately prior to such failure, or to armeenior position;

(ii) the failure of the Bank’s sharehetd or the Company’s shareholders to elect or eetehe Executive to
membership at the expiration of his term of memhiergwhether or not the Executive is a nomineedigction), unless such
failure is a result of the Executive’s refusal tarsl for election or attainment of a mandatoryrestient age generally imposed all
employee-members of the Board;

(i) a material failure by the Bank tire Company, whether by amendment of its certiiatincorporation or
organization, by-laws, action of its Board or othise, to vest in the Executive the functions, dt@ responsibilities prescribed
in section 3 of this Agreement or the functionstieiiand responsibilities associated with a moréoseosition, provided that
the Executive shall have given written notice dflsfailure to the Bank and the Company, and thekBard the Company shall
not have substantially cured such failure withiint$h(30) days after such notice is deemed given;




(iv) any reduction of the Executive’'se@f Base Salary in effect from time to time, wiestor not material, or

any failure (other than due to reasonable admatist error that is cured promptly upon notice)py any portion of the
Executive’s cash compensation as and when due;

(v) any change in the terms and condgiof any compensation or benefit program in whioh Executive
participates (other than an across-the-board chaageéig substantially the same effect on all sirhilasituated employees)
which, either individually or together with othehanges, has a material adverse effect on the amgreglue of his total
compensation package; provided that the Executiedl fave given written notice of such material ede effect to the Bank

and the Company, and the Bank and the Company rsbiaiave substantially cured such failure withiimty (30) days after such
notice is deemed given;

(vii) any material breach by the Banktloe Company of any material term, condition oresmant contained in
this Agreement (including but not limited any fa#uto provide the Executive with a Recommended Garsgtion Package for
any portion of the Employment Period after theiéhiEmployment Period; provided that the Executhall have given notice of
such material breach to the Bank and the Comparty/ttee Bank and the Company shall not have subaligntured such breach
within thirty (30) days after such notice is deeng@den; or

(viii) a change in the Executive’s pringiplace of employment to a place that is not thiecipal executive office
of the Company or other mutually agreeable locatmna relocation of the Company’s principal exeaubffice to a location
that is both more than twenty-five miles fartheragwfrom the Executive’s principal residence thae tlistance between the
Executive’s principal residence and principal platemployment immediately prior to the change elocation and more than
fifty (50) miles away from the location of the Baslprincipal executive office on the date of thigraement.

In all other cases, a resignation by the Execughadl be deemed to be without Good Reason.

(c) In the event of the Executivetesignation, the Bank and the Company shall paydaliver the Standard Termination Entitlement

addition, if the Executives resignation is deemed to be a resignation witbd3®eason, the Bank and the Company shall als@pdydeliver th
Additional Termination Entitlements.
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14. Terms and Conditions of the Additional Terntioia Entitlements.

The Bank, the Company and the Executive herebylstip that the damages which may be incurred byEtkecutive following an
termination of employment are not capable of adeuraeasurement as of the date first above writteh that the Additional Terminatis
Entitlements constitute reasonable damages undegitbtumstances and shall be payable without agyirement of proof of actual damage
without regard to the Executiveefforts, if any, to mitigate damages. The Bahk, Company and the Executive further agree thaB#rk and th
Company may condition the payment and deliveryhef Additional Termination Entitlements on the reteif the Executives resignation frot
any and all positions which he holds as an offickrector or committee member with respect to tlmn@any, the Bank or any subsidiary
affiliate and on the execution by the Executiveaéasonable release of the Company and the Batisthimited to employment-related claims.

15. Definition of “Change of Control.”
For the purpose of this Agreement, a "Change oft@tnshall mean:

(a) The acquisition by any individuahtity or group (within the meaning of Section 1)88) or 14(d)(2) of the Securities
Exchange Act 0f1934, as amended (the "Exchange et Person") of beneficial ownership (within thieaning of Rule 13d-3
promulgated under the Exchange Act) of 20% or nodreither (i) the then outstanding shares of comistock of the Company
(the "Outstanding Company Common Stock") or (ig tombined voting power of the then outstandingngpsecurities of the
Company entitled to vote generally in the electwindirectors (the "Outstanding Company Voting Séms"); provided,
however, that for purposes of this subsection t{&, following acquisitions shall not constitute &afge of Control: (i) any
acquisition directly from the Company, (ii) any adition by the Company, (iii) any acquisition bgyaemployee benefit plan
(or related trust) sponsored or maintained by them@any or any corporation controlled by the Companyiv) any acquisition
pursuant to a transaction which complies with aau@$), (i) and (iii) of subsection (c) of thisa®n 15; or

(b) Individuals who, as of the datedwdy constitute the Board (the "Incumbent Boar@ase for any reason to constitute
at least a majority of the Board; provided, howeteat any individual becoming a director subse¢terthe date hereof whose
election, or nomination for election by the Comparshareholders, was approved by a vote of at éeastjority of the directors
then comprising the Incumbent Board shall be carsid as though such individual were a member ofrtbembent Board, but
excluding, for this purpose, any such individualos@ initial assumption of office occurs as a resiilan actual or threatened
election contest with respect to the election anageal of directors or other actual or threatenditisation of proxies or consents
by or on behalf of a Person other than the Board; o
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(c) Consummation by the Company of a reorganizatinarger or consolidation or sale or other dispmsiof all or
substantially all of the assets of the Companyheracquisition of assets of another entity (a "Bess Combination"), in each
case, unless, following such Business Combinat{jnall or substantially all of the individuals arghtities who were the
beneficial owners, respectively, of the Outstand®gmpany Common Stock and Outstanding Company Yo8ecurities
immediately prior to such Business Combination [fieraly own, directly or indirectly, more than 60%, respectively, the then
outstanding shares of common stock and the combinédg power of the then outstanding voting sdasientitled to vote
generally in the election of directors, as the gasg be, of the corporation resulting from suchiBess Combination (including,
without limitation, a corporation which as a resaft such transaction owns the Company or all orstariiially all of the
Company's assets either directly or through onmaire subsidiaries) in substantially the same prtigus as their ownership,
immediately prior to such Business Combinationhaf ©utstanding Company Common Stock and Outstar@iamgpany Voting
Securities, as the case may be, (i) no Person(di any employee benefit plan (or related tre$tthe Company or such
corporation resulting from such Business Combimgtlweneficially owns, directly or indirectly, 20% more of, respectively, the
then outstanding shares of common stock of theatatipn resulting from such Business Combinatiorther combined voting
power of the then outstanding voting securitiesudh corporation except to the extent that sucheosiip existed prior to the
Business Combination and (iii) at least a majooityhe members of the board of directors of thepaoation resulting from such
Business Combination were members of the IncumBeatrd at the time of the execution of the initigreement, or of the
action of the Board, providing for such Businessnbmation; or

(d) Approval by the shareholders of @@mpany of a complete liquidation or dissolutidriree Company.

16. Excise Tax.

@) Anything in this Agreement to thentrary notwithstanding, in the event that Crowezekiand Company LLC or such ot

accounting firm as shall be designated by the Compaior to the effective time of a Change of Coh{the “Accounting Firm”)shall determin
that receipt of all payments, benefits or distribag by the Company or its affiliates in the natofeompensation to or for the Executisdsenefit
whether paid or payable pursuant to this Agreementherwise (a “Paymenttyould subject the Executive to the excise tax urgmtion 4999 (
the Code, the Accounting Firm shall determine wietb reduce any of the Payments paid or payahisupat to this Agreement that are tax
in the year in which the change in ownership ortimoccurs (the “Agreement Payment4t) the Reduced Amount (as defined below).
Agreement Payments shall be reduced to the Reduecedint only if the Accounting Firm determines thia¢ Executive would have a greater
After-Tax Receipt (as defined below) of aggregaigrRents if the Executive’Agreement Payments were reduced to the Reducedidtmf sucl
a determination is not made by the Accounting Fittme, Executive shall receive all Agreement Paymenishich the Executive is entitled un

this Agreement.
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(b) If the Accounting Firm determinesathaggregate Agreement Payments should be reduceldet Reduced Amount, t
Company shall promptly give the Executive noticehat effect and a copy of the detailed calculatlmereof, and the Executive may then elec
the Executives sole discretion, which and how much of the AgreeniPayments shall be eliminated or reduced (a3 dsnafter such election 1
present value (determined for all purposes of sact6 of this Agreement in accordance with Sect@8@G(b)(2)(A)(ii) and 280G(d)(4) of Coc
of the aggregate Agreement Payments equals thecReédimount), and shall advise the Company in wgitifi the Executives election within te
days of the Executive’s receipt of notice. If n@lselection is made by the Executive within suchday period, the Company may elect whic
such Agreement Payments shall be eliminated orcextlgas long as after such election the preseneval the aggregate Agreement Paynr
equals the Reduced Amount) and shall notify thechttee promptly of such election. All determinatiomade by the Accounting Firm under
section 16 shall be binding upon the Company aedetkecutive in the absence of manifest error aadl B made within 60 days of the effec
time of the Change of Control. As promptly as picdile following such determination, the Companglkpay to or distribute for the Executige’
benefit such Agreement Payments as are then dihe tBxecutive under this Agreement and shall prongaty to or distribute for the Executiwe’
benefit in the future such Agreement Payments asrhe due to the Executive under this Agreementfe@ds and expenses of the Accoun
Firm shall be borne solely by the Company.

(c) As a result of the uncertainty ie tpplication of Sections 280G and 4999 of the Grdbe time of the initial determination
the Accounting Firm hereunder, it is possible gmabunts will have been paid or distributed by tleen@any to or for the benefit of the Execu
pursuant to this Agreement which should not hawenls® paid or distributed (“Overpaymentt)that additional amounts which will have not t
paid or distributed by the Company to or for thendfi¢ of the Executive pursuant to this Agreemeotild have been so paid or distribt
(“Underpayment”),in each case, consistent with the calculation efReduced Amount hereunder. In the event that twuénting Firm, base
upon the assertion of a deficiency by the InteRelenue Service against either the Company orxkelHive which the Accounting Firm belie
has a high probability of success determines thaDeerpayment has been made, the Executive shalima such Overpayment to the Comg
together with interest at the applicable feder#é grovided for in section 7872(f)(2) of the Cogeovided, however, that no amount shal
payable by the Executive to the Company if andhéoextent such payment would not either reducatheunt on which the Executive is subjec
tax under section 1 and section 4999 of the Codgenerate a refund of such taxes. In the eventhigafccounting Firm, based upon control
precedent or substantial authority, determinesahdt/nderpayment has occurred, any such Underpayhah be promptly paid by the Comp:
to or for the benefit of the Executive togetherhnitterest at the applicable federal rate providedn Section 7872(f)(2) of the Code.

(d) For purposes hereof, the followiagnts have the meanings set forth below:
0] “Reduced Amount” shall mean the gesa amount of Agreement Payments that can betpatdwould not

result in the imposition of the excise tax undestiom 4999 of the Code if the Accounting Firm detares to reduce Agreement
Payments pursuant to section 16(a).
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(ii) “Net After-Tax Receipt” shall medhe present value (as determined in accordanceseittions 280G(b)(2)
(A)(ii) and 280G(d)(4) of the Code) of a Payment ofall taxes imposed on the Executive with respleereto under sections 1
and 4999 of the Code and under applicable statdomadilaws, determined by applying the highestgireal rate under section 1
of the Code and under state and local laws whigtieghto the Executive’s taxable income for the iethately preceding taxable
year, or such other rate(s) as the Executive @stiin the Executive’s sole discretion, as likeyapply to him in the relevant tax
year(s).

17. Confidentiality.

Unless he obtains the prior written consent of Gmenpany, the Executive shall keep confidential ahdll refrain from using for tt
benefit of himself, or any person or entity otHeart the Company or any entity which is a subsidarthe Company, any material documer
information obtained from the Company, or fromdtghsidiaries, in the course of his employment waitly of them concerning their propert
operations or business (unless such document omiation is readily ascertainable from public oblghed information or trade sources or
otherwise been made available to the public thromgHault of his own) until the same ceases to ladenml (or becomes so ascertainabl
available); provided, however, that nothing in tlsisction 18 shall prevent the Executive, with othauit the Compang’ consent, froi
participating in or disclosing documents or infotioa in connection with any judicial or adminisikeg investigation, inquiry or proceeding to
extent that such participation or disclosure is petled under applicable law; in such Event, thedtixige shall, to the extent practicable undel
circumstances, notify the Company in advance ofaffatd the Company an opportunity, at its own exgee to take action to prevent or limit
scope of such participation or disclosure.

18. Noncompetition.

@) The Executive agrees that, whiléshemployed by the Company and for one year thmehe will not engage in Competiti
(as defined below). The Executive shall be deemdakbtengaging in “Competitiorif he directly or indirectly, owns, manages, opesatcontrol
or participates in the ownership, management, oiperar control of or is connected as an officanpéoyee, partner, director, consultan
otherwise with, or has any financial interest iny dusiness engaged in the financial services basiifa “Competing Business?) any city o
county in which the Company or its affiliates ogesaa commercial banking or other material finamsgéavices business which is a material pa
such business and is in material competition withbusiness conducted by the Company at the tirtteedermination of his employment with
Company. Ownership for personal investment purpossof less than 2% of the voting stock of anyliely held corporation shall not constiti
a violation hereof. In no event shall servicesrig aapacity described on Exhibit A attached herba@eemed a violation of this section 18(a
no event shall the Executive have any obligatiodeurhis Section 18(a) following a Change of Cantro

(b) The Executive acknowledges thatGoenpany would be irreparably injured by a violatarthis section 18 or of section 17
section 19 and he agrees that the Company, iniaddd any other remedies available to it for shoach or threatened breach, shall be entitl
a preliminary injunction, temporary restraining erdor other equivalent relief, restraining the &xéve from any actual or threatened breac
sections 17, 18 or 19. If a bond is required t@basted in order for the Company to secure an itjonor other equitable remedy, the parties a
that said bond need not be more than a nominal sum.
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19. Solicitation.

The Executive hereby covenants and agrees thaa, period of one (1) year following his terminatiohemployment with the Bank a
the Company, he shall not, without the written emof the Company, either directly or indirectly:

@) solicit, offer employment to, or éakny other action intended, or that a reasonabteop acting in like
circumstances would expect, to have the effectaoing any officer or employee of the Company or ahits subsidiaries or
affiliates to terminate his or her employment aratept employment or become affiliated with, or pdev services for
compensation in any capacity whatsoever to, anyngavbank, savings and loan association, bank, Wendting company,
savings and loan holding company, or other instituengaged in the business of accepting depasiking loans or doing
business within the cities and counties in which Bank maintains an office as of the date of thecative’s termination of
employment;

(b) provide any information, advice @commendation with respect to any such officer mpleyee of any
savings bank, savings and loan association, bark holding company, savings and loan holding comipar other institution
engaged in the business of accepting deposits,mpad&ans or doing business within the cities andnties specified in section
16 that is intended, or that a reasonable perstimgaia like circumstances would expect, to hawe éfffect of causing any officer
or employee of the Company or any of its subsid&@or affiliates to terminate his employment andegt employment or
become affiliated with, or provide services for gensation in any capacity whatsoever to, any savbank, savings and loan
association, bank, bank holding company, savingslaan holding company, or other institution enghge the business of
accepting deposits, making loans or conducting @hgr banking business in direct or indirect corntipet with the Company
and its subsidiaries within the cities and counsigscified in section 19(a);

(c) solicit, provide any information, \ace or recommendation or take any other actioerided, or that a
reasonable person acting in like circumstances avexpect, to have the effect of (i) causing anytamer of the Company or its
subsidiaries to terminate an existing businesoorgercial relationship with them or (ii) interfeginvith their efforts to establish
a business or commercial relationship with any @eie entity known by the Executive to have beamtilied by the Company
or its subsidiaries as a potential customer abefiate of the Executive’s termination of employtnen
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20. No Effect on Employee Benefit Plans or Proggam

The termination of the Executiveemployment during the term of this Agreementhereafter, whether by the Company, the Bank «
the Executive, shall have no effect on the righd abligations of the parties hereto under the Baakd Company’s qualified or naqsalified
retirement, pension, savings, thrift, pradhiaring or stock bonus plans, group life, healtiel(iding hospitalization, medical and major medj
dental, accident and long term disability insuraplans or such other employee benefit plans orrarag, or compensation plans or program
may be maintained by, or cover employees of, thekRa the Company from time to time.

21. Mandatory Deferral of Compensation; Sectio8AL0

() Notwithstanding anything in this Agreementhie contrary, if, in the written opinion of the Cpamy’s independent tax advisors,
payment or vesting of any compensation, other anus Stock or resulting from the exercise of stopkons, during a taxable year would
nondeductible for federal income tax purposes fmhstaxable year due to the application of secli6#(m) of the Code (or the corresponc
provisions of any succeeding statute) but wouldi®éguctible for such taxable year if section 162@hthe Code (or corresponding provision
succeeding statute) did not apply, the paymentebively of such nondeductible compensation shalldberred. For each taxable year, ¢
mandatory deferral shall be applied in reverse mblagical order such that the last payments due @ayable for a taxable year are the
payments to be subject to the mandatory deferdabuth deferred compensation shall be depositedgrantor trust which meets the requirem
of Revenue Procedure &% (as amended or superseded from time to time)trtistee of which shall be a financial institutiselected by tt
Executive with the approval of the Company (whigip@val shall not be unreasonably withheld or detfly pursuant to a trust agreement
terms of which are approved by the Executive (whagiproval shall not be unreasonably withheld oraged) (the “Rabbi Trust”)Deferrec
compensation payable in shares of Common Stock lshaeposited in such shares of Common Stockwhen distributed, shall be distributec
kind. Deferred Compensation payable in cash shatidposited in cash. Provision shall be made féerdel compensation deposited in casl
well as accumulated cash dividends received witpaet to deposited Common Stock, to be adjustednfastment returns on the basis
investment benchmarks selected by the Executiva fime to time with the approval of the Company ighthapproval shall not be unreason:
withheld or delayed). Deferred Common Stock aneiodgmounts deferred hereunder (as adjusted fostiment returns) shall be distributed to
Executive at the earliest of (a) January 1 of thlercdar year following the calendar year in whith Executives termination of service (within t
meaning of section 409A of the Code) occurs, (B)Executive$ death; or (¢) immediately prior to the occurren€ea change in control of t
Company (within the meaning of section 409A of thede), or, if later, at the earliest date permitbedler section 409A of the Code and
regulations thereunder. This section shall be coedt administered and enforced so as to preveritthosition of an excise tax on the Exect
under section 409A of the Code. Compensation dedainder this section 21 shall be 100% vested.
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(b) Notwithstanding anything in this Agreementth® contrary, to the extent necessary to comply wéction 409A of the Interr
Revenue Code of 1986, no Additional Terminationitterhents shall be paid, and the payment of AddaicTermination Entitlements shall
deferred if necessary, until the date of the Exeelg separation from service (within the meaning afisae 409A of the Internal Revenue Cod:
1986). In addition, if the Executive is a “speediemployeeiwithin the meaning of section 409A of the InterRavenue Code of 1986) on
date of his separation from service (within the nieg of section 409A of the Internal Revenue Cofl&386), payments that become due u
this Agreement as a result of the Executiveéparation from service shall be deferred uhélfirst business day that is six months and oy
after such separation fro service. The amouingfpayments required to deferred under this@e@d(b) shall be deposited in a Rabbi Trus
investment pending distribution to the Executiyee payments due to the executive shall be incretisegflect the investment earnings of
Rabbi Trust. If any compensation or benefits predidy this Agreement may result in the applicatbsection 409A of the Code, the Comp
shall, in consultation with the Executive, modif)letAgreement in the least restrictive manner necgsa order to exclude such compense
from the definition of “deferred compensationithin the meaning of such section 409A or in ortbecomply with the provisions of section 40!
other applicable provision(s) of the Code and/oy anles, regulations or other regulatory guidaresuéd under such statutory provisions
without any diminution in the value of the paymetatshe Executive.

22. Provisions Relating to Common Stock.

@) In the event any recapitalizatioorwfard or reverse split, reorganization, mergemsodidation, spireff, combination
repurchase, or exchange of Common stock for o#haurgties, stock dividend or other special and eoarring dividend or distribution (whethel
the form of cash, securities or other propertyuyililation, dissolution, or other similar corpor&@nsaction or event, affects the Common S
such that an adjustment is appropriate in ord@réwent the dilution or enlargement of the rightshe Executive with respect to Bonus Stoc
Initial Stock Options deliverable under this Agresr) the Company Board or its Compensation Comenitfeall, in such manner as it n
determine, adjust any or all of (i) the number &mdl of securities underlying Bonus Stock and alitock Options, and (iii) the exercise pric
Initial Stock Options, to prevent such dilutionearlargement.

(b) As soon as practicable, the Compahgll prepare and file with the Securities and Bxge Commission a registrat
statement on Form 8-covering a sufficient number of shares of Comr8tuck to provide for all of the Common Stock conpéaed to be issut
or delivered to the Executive under this Agreem&hgereafter, the Company shall take all actionsiireg to maintain the effectiveness of s
registration statement until all Common Stock i¥dear deliverable to the Executive under this A&gnent has been so issued and/or deliver
the Company’s obligation to issue or deliver anghbs@Gommon Stock has lapsed.

23. Successors and Assigns.

This Agreement will inure to the benefit of andlirding upon the Executive, his legal represengatiand testate or intestate distribut
and the Bank and the Company and their respectigzeessors and assigns, including any successordbgemor consolidation or a statut
receiver or any other person or firm or corporationvhich all or substantially all of the assetsl &msiness of the Bank and the Company m:
sold or otherwise transferred. Failure of the Bankhe Company to obtain from any successor itsesgwritten assumption of their obligati
hereunder at least 60 days in advance of the stdtbdifective date of any such succession shalldeened a material breach of this Agreement.

17




24. Notices.

Any communication required or permitted to be givemder this Agreement, including any notice, di@tt designationconsent
instruction, objection or waiver, shall be in wrigiand shall be deemed to have been given at suehas it is delivered personally, or five (5) @
after mailing if mailed, postage prepaid, by regist or certified mail, return receipt requestettirassed to such party at the address listed |
or at such other address as one such party mayitigmnotice specify to the other party:

If to the Executive, to the most recent addresélerfor him in the Company’s or the Bank’s persehrecords, with a
copy to:

Thacher Proffitt & Wood LLP
Two World Financial Center

New York, NY 10281

Attention: W. Edward Bright, Esq.

If to the Bank:
Two Jericho Plaza
Jericho, New York 11753
Attention: General Counsel
If to the Company:
Two Jericho Plaza
Jericho, New York 11753
Attention: General Counsel
25. Reimbursement for Attorneys’ Fees.
The Company shall indemnify the Executive agaiestsonable costs, including legal fees and expeirsrgred by him in connecti
with or arising out of any action suit or proceadin which he may be involved as a result of hieng$, in good faith, to defend or enforce

rights under this Agreement; provided, howevert the shall have substantially prevailed on the teeifhe Company shall reimburse
Executive for his reasonable attorneys’ fees amtisdocurred in the structuring and negotiatiothis Agreement.
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26. Severability.

A determination that any provision of this Agreemisninvalid or unenforceable shall not affect traidity or enforceability of any oth
provision hereof.

27. Waiver.

Failure to insist upon strict compliance with arfytlee terms, covenants or conditions hereof shatllbe deemed a waiver of such te
covenant, or condition. A waiver of any provisiohthis Agreement must be made in writing, desigdae a waiver, and signed by the p
against whom its enforcement is sought. Any waiwerelinquishment of any right or power hereundeamy one or more times shall not
deemed a waiver or relinquishment of such rightawer at any other time or times.

28. Counterparts.

This Agreement may be executed in two or more aapatts, each of which shall be deemed an origama,all of which shall constitt
one and the same Agreement.

29. Governing Law.

Except to the extent preempted by federal law, Aigseement shall be governed by and construed afaaed in accordance with t
laws of the State of New York applicable to contsantered into and to be performed entirely withim State of New York by parties all of wh
are citizens and residents of the State of New York

30. Headings and Construction.

The headings of sections in this Agreement arecémvenience of reference only and are not intertdegualify the meaning of ai
section. Any reference to a section number shigl te a section of this Agreement, unless othexwsisted.

31. Entire Agreement; Modifications.
This instrument contains the entire agreement efpidurties relating to the subject matter heread, supersedes in its entirety any ant

prior agreements, understandings or representatéasng to the subject matter hereof. No modtfaas of this Agreement shall be valid un!
made in writing and signed by the parties hereto.
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32. Non-Duplication.

Any compensation or benefits provided to the Exgeuby any direct or indirect subsidiary of the Gmmny or the Bank shall be appl
to offset the obligations of the Company and thekBhereunder in such manner as the Company an&8dhk may mutually agree, it bei
intended that this Agreement set forth the aggeegaimpensation and benefits payable to the Exexfivall services to the Company, the B
and all of their respective direct or indirect sdiwies and affiliates.

33. Required Regulatory Provisions.

Notwithstanding anything herein contained to thetm@ry, any payments to the Executive by the Banthe Company, whether pursu
to this Agreement or otherwise, are subject to esntlitioned upon their compliance with section }&kthe Federal Deposit Insurance Act
U.S.C. Section 1828(k), and any regulations proiueld thereunder.

In Witness Whereof, the Bank and the Company hawsed this Agreement to be executed and the Execuéis hereunto set his he
all as of the day and year first above written.

Thomas M. O'Brien

State Bancorp, Inc.

Attest:

By: By:

Name: Janice Clark Name: Patricia M. Schaube

Title: Secretary Tit@eneral Counsel
State Bank of Long Island

Attest:

By: By:

Name: Janice Clark Name: Patricia M. Schaube

Title: Secretary Tit@eneral Counsel
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EXHIBIT A
Prudential Insurance Company of America. Servendspgendent Trustee of the $65B mutual fund complex.

Catholic Healthcare System of NY. Serve as truatefinance chair. Catholic Healthcare Foundatine, Serve as trustee of affiliated charite
foundation.
Niagara University. Member of the Board of Trust

Friendly Sons of St. Patrick in the City of New ¥Xofst Vice President.

Galway Bay Foundation, Inc. President & Founder pdrsonal charitable foundation specializing in suppg programs for tt
emotionally/physically challenged, affordable hawgsand educational institutions.

Jacob Marley Foundation, Manhasset, NY. SecretaegSurer of foundation created by close friend dosSept. 11, 2001. Dedicated to worl
with disadvantaged populations in Manhasset, GYeak and Bayshore, LI.
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