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This report contains certain ‘“forward-looking statements” within the meaning of the federal securities laws. These
statements are not historical facts; rather, they are statements based on Northeast Community Bancorp, Inc.’s current
expectations regarding its business strategies, intended results and future performance. Forward-looking statements
are preceded by terms such as “expects,” “believes,” *

LN

anticipates,” “intends” and similar expressions.

Management’s ability to predict results or the effect of future plans or strategies is inherently uncertain. Factors which
could affect actual results include interest rate trends, the general economic climate in the market area in which
Northeast Community Bancorp, Inc. operates, as well as nationwide, Northeast Community Bancorp, Inc.’s ability to
control costs and expenses, competitive products and pricing, loan delinquency rates and changes in federal and state
legislation and regulation. For further discussion of factors that may affect our results, see “Item 1A. Risk Factors” in
this Annual Report on Form 10-K (“Form 10-K”). These factors should be considered in evaluating the forward-looking
statements and undue reliance should not be placed on such statements. Northeast Community Bancorp, Inc. assumes
no obligation to update any forward-looking statements.

PART 1
Item 1. BUSINESS
General

Northeast Community Bancorp, Inc. (“Northeast Community Bancorp” or the “Company”) is a federally chartered stock
holding company established on July 5, 2006 to be the holding company for Northeast Community Bank (the

“Bank”). Northeast Community Bancorp’s business activity is the ownership of the outstanding capital stock of the
Bank. Northeast Community Bancorp does not own or lease any property but instead uses the premises, equipment

and other property of the Bank with the payment of appropriate rental fees, as required by applicable law and
regulations, under the terms of an expense allocation agreement.

Northeast Community Bancorp, MHC (the “MHC”) is the Company’s federally chartered mutual holding company
parent. As a mutual holding company, the MHC is a non-stock company that has as its members the depositors of
Northeast Community Bank. The MHC does not engage in any business activity other than owning a majority of the
common stock of Northeast Community Bancorp. So long as we remain in the mutual holding company form of
organization, the MHC will own a majority of the outstanding shares of Northeast Community Bancorp.

Northeast Community Bank has been conducting business throughout the New York metropolitan area for more than
74 years. Northeast Community Bank was originally chartered in 1934. In 2006, Northeast Community Bank
changed its name from “Fourth Federal Savings Bank” to “Northeast Community Bank.”

We operate as a community-oriented financial institution offering traditional financial services to consumers and
businesses in our market area and our lending territory. We attract deposits from the general public and use those
funds to originate multi-family residential, mixed-use and non-residential real estate and consumer loans, which we
hold for investment. We have been originating multi-family and mixed-use real estate loans in the New York
metropolitan area for more than 50 years and expanded our lending territory to include all of New

York, Massachusetts, New Jersey, Connecticut, Pennsylvania, New Hampshire, Rhode Island, Delaware, Maryland,
Maine and Vermont, which we refer to collectively in this Form 10-K as the “Northeastern United States”. We do not
offer one- to four-family residential loans.

During 2007, we continued our plan to diversify the products and services that we offer our customers. In March
2007, we hired two individuals with significant commercial bank lending experience, a senior lending officer and a
commercial loan underwriter, for our new commercial lending department. Since establishing the department, our
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commercial loan portfolio has increased from no commercial loans at March 31, 2007 to $5.5 million of commercial
loans committed with $3.0 million drawn at December 31, 2007.
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In November 2007, we completed the acquisition of the operating assets of Hayden Financial Group, LLC, an
investment advisory firm located in Westport, Connecticut. This acquisition gives us the ability to offer investment
advisory and financial planning services under the name Hayden Financial Group, a division of the Bank, through a
networking arrangement with a registered broker-dealer and investment advisor.

Available Information

Our website address is www.necommunitybank.com. Information on our website should not be considered a part of
this Form 10-K.

Market Area

We are headquartered in White Plains, New York, which is located in Westchester County and we operate through our
main office in White Plains and our five other full-service branch offices in the New York City boroughs of
Manbhattan (New York County), Brooklyn (Kings County) and Bronx (Bronx County). We also operate a loan
production office in Wellesley, Massachusetts. We generate deposits through our main office and five branch

offices. We conduct lending activities throughout the Northeastern United States, including New York,
Massachusetts, New Jersey, Connecticut, Pennsylvania, New Hampshire, Rhode Island, Delaware, Maryland, Maine
and Vermont.

Our primary market area includes a population base with a broad cross section of wealth, employment and

ethnicity. We operate in markets that generally have experienced relatively slow demographic growth, a characteristic
typical of mature urban markets located throughout the Northeast region. New York County is a relatively affluent
market, reflecting the influence of Wall Street along with the presence of a broad spectrum of Fortune 500

companies. Comparatively, Kings County and Bronx County are home to a broad socioeconomic spectrum, with a
significant portion of the respective populations employed in relatively low wage blue collar jobs. Westchester
County is also an affluent market, serving as a desired suburban location for commuting into New York City as well
as reflecting growth of higher paying jobs in the county, particularly in White Plains.

While each of the states in our lending area has different economic characteristics, our customer base in these states
tends to be similar to our customer base in New York and is comprised mostly of owners of low to moderate income
apartment buildings or non-residential real estate in low to moderate income areas. Outside the State of New York,
our largest concentration of real estate loans is in Massachusetts.

Competition

We face significant competition for the attraction of deposits. The New York metropolitan area has a significant
concentration of financial institutions, including large money center and regional banks, community banks and credit
unions. Over the past 10 years, consolidation of the banking industry in the New York metropolitan area has
continued, resulting in larger and increasingly efficient competitors. We also face competition for investors’ funds
from money market funds, mutual funds and other corporate and government securities. At June 30, 2007, which is
the most recent date for which data is available from the Federal Deposit Insurance Corporation, we held 0.07% or
less of the deposits in each of Westchester, Kings and New York counties, New York, and approximately 0.61% of
the deposits in Bronx County, New York.

We also face significant competition for the origination of loans. Our competition for loans comes primarily from
financial institutions in our lending territory, and, to a lesser extent, from other financial service providers such as
insurance companies, hedge funds and mortgage companies. As our lending territory is based around densely
populated areas surrounding urban centers, we face significant competition from regional banks, savings banks and
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commercial banks in the New York metropolitan area as well as in the other ten states that we designate as our
lending territory. The competition for loans that we encounter, as well as the types of institutions with which we
compete, varies from time to time depending upon certain factors, including the general availability of lendable funds
and credit, general and local economic conditions, current interest rate levels, volatility in the mortgage markets and
other factors which are not readily predictable.
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We expect competition to increase in the future as a result of legislative, regulatory and technological changes and the
continuing trend of consolidation in the financial services industry. Technological advances, for example, have
lowered the barriers to market entry, allowed banks and other lenders to expand their geographic reach by providing
services over the Internet and made it possible for non-depository institutions to offer products and services that
traditionally have been provided by banks. Changes in federal law permit affiliation among banks, securities firms
and insurance companies, which promotes a competitive environment in the financial services industry. Competition
for deposits and the origination of loans could limit our future growth.

Lending Activities

General. We originate loans primarily for investment purposes. The largest segment of our loan portfolio is
multi-family residential real estate loans. We also originate mixed-use real estate loans and non-residential real estate
loans, and in 2007 we began originating commercial loans. To a limited degree, we make consumer loans and
purchase participation interests in construction loans. We currently do not originate one- to four-family residential
loans and have no present intention to do so in the future. We consider our lending territory to be the Northeastern
United States, including New York, Massachusetts, New Jersey, Connecticut, Pennsylvania, New Hampshire, Rhode
Island, Delaware, Maryland, Maine and Vermont. We do not originate or purchase subprime loans.

Multi-family and Mixed-use Real Estate Loans. We offer adjustable rate mortgage loans secured by multi-family and
mixed-use real estate. These loans are comprised primarily of loans on low to moderate income apartment buildings
located in our lending territory and include, to a limited degree, loans on cooperative apartment buildings (in the New
York area), loans for Section 8 multi-family housing and loans for single room occupancy (“SRO”) multi-family
housing properties. In New York, most of the apartment buildings that we lend on are rent-stabilized. Mixed-use real
estate loans are secured by properties that are intended for both residential and business use. Until 2004, our policy
had been to originate multi-family and mixed-use real estate loans primarily in the New York metropolitan area. In
January 2004, we opened a loan production office in Wellesley, Massachusetts and currently originate multi-family
and mixed-use real estate loans throughout the Northeastern United States.

For the year ended December 31, 2007, originations of multi-family real estate loans in states other than New York
represented 60.8% of our total multi-family mortgage loan originations, and originations of mixed-use real estate
loans in states other than New York represented 16.7% of our total mixed-use mortgage loan originations. For the
year ended December 31, 2006, originations of multi-family real estate loans in states other than New York
represented 55.7% of our total multi-family mortgage loan originations, and originations of mixed-use real estate
loans in states other than New York represented 39.3% of our total mixed-use mortgage loan originations. We intend
to continue to increase our originations of multi-family and mixed-use real estate loans in the eleven states in which
we are currently lending.

We originate a variety of adjustable-rate and balloon multi-family and mixed-use real estate loans. The
adjustable-rate loans have fixed rates for a period of up to five years and then adjust every three to five years
thereafter, based on the terms of the loan. Maturities on these loans can be up to 15 years, and typically they amortize
over a 20 to 30-year period. Interest rates on our adjustable-rate loans are adjusted to a rate that equals the applicable
three-year or five-year constant maturity treasury index plus a margin. The balloon loans have a maximum maturity
of five years. The lifetime interest rate cap is five percentage points over the initial interest rate of the loan (four
percentage points for loans with three-year terms). For a mixed-use property with commercial space accounting for
over 30% of the gross operating income of the building, competition permitting, the rate offered is generally based on
the rate we offer for non-residential real estate loans. Due to the nature of our borrowers and our lending niche, the
typical multi-family or mixed-use real estate loan refinances within the first five-year period and, in doing so,
generates prepayment penalties ranging from five points to one point of the outstanding loan balance. Under our
loan-refinancing program, borrowers who are current under the terms and conditions of their contractual obligations
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can apply to refinance their existing loans to the rates and terms then offered on new loans after the payment of their
contractual prepayment penalties.

In making multi-family and mixed-use real estate loans, we primarily consider the net operating income generated by
the real estate to support the debt service, the financial resources, income level and managerial expertise of the
borrower, the marketability of the property and our lending experience with the borrower. We do
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not typically require a personal guarantee of the borrower, but may do so depending on the location, building
condition or credit profile. We rate the property underlying the loan as Class A, B or C. Our current policy is to
require a minimum debt service coverage ratio (the ratio of earnings after subtracting all operating expenses to debt
service payments) of 1.20% to 1.35% depending on the rating of the underlying property. On multi-family and
mixed-use real estate loans, our current policy is to finance up to 75% of the lesser of the appraised value or purchase
price of the property securing the loan on purchases and refinances of Class A and B properties and up to 70% of the
lesser of the appraised value or purchase price for properties that are rated Class C. Properties securing multi-family
and mixed-use real estate loans are appraised by independent appraisers, inspected by us and generally require Phase 1
environmental surveys.

We have been originating multi-family and mixed-use real estate loans in the New York market area for more than 50
years. In the New York market area, our ability to continue to grow our portfolio is dependent on the continuation of
our relationships with mortgage brokers, as the multi-family and mixed-use real estate loan market is primarily broker
driven. We have longstanding relationships with mortgage brokers in the New York market area, who are familiar
with our lending practices and our underwriting standards. During the past four years we have developed similar
relationships with mortgage brokers in the other states within our lending territory and will continue to do so in order
to grow our loan portfolio.

The majority of the multi-family real estate loans in our portfolio are secured by twenty unit to one hundred unit
apartment buildings. At December 31, 2007, the majority of our mixed-use real estate loans are secured by properties
that are at least 70% residential, but contain some non-residential space.

On December 31, 2007, the largest outstanding multi-family or mixed-use real estate loan had a balance of $4.0
million and is performing according to its terms at December 31, 2007. This loan is secured by a mixed-use building
with 10 apartment units and 5 commercial units located in New York. As of December 31, 2007, the average loan
balance in our multi-family and mixed-use portfolio was approximately $572,000.

Non-residential Real Estate Loans. We offer adjustable-rate mortgage loans secured by non-residential real estate in
the same lending territory that we offer multi-family and mixed-use real estate loans. Our non-residential real estate
loans are generally secured by office buildings, medical facilities and retail shopping centers that are primarily located
in moderate income areas within our lending territory. We intend to continue to grow this segment of our loan
portfolio.

Our non-residential real estate loans are structured in a manner similar to our multi-family and mixed-use real estate
loans, typically at a fixed rate of interest for three to five years and then a rate that adjusts every three to five years
over the term of the loan, which is typically 15 years. Interest rates and payments on these loans generally are based
on the three-year or five-year constant maturity treasury index plus a margin. The lifetime interest rate cap is five
percentage points over the initial interest rate of the loan (four percentage points for loans with three-year

terms). Loans are secured by first mortgages that generally do not exceed 75% of the property’s appraised

value. Properties securing non-residential real estate loans are appraised by independent appraisers and inspected by
us.

We also charge prepayment penalties, with five points of the outstanding loan balance generally being charged on
loans that refinance in the first year of the mortgage, scaling down to one point on loans that refinance in year

five. These loans are typically repaid or the term extended before maturity, in which case a new rate is negotiated to
meet market conditions and an extension of the loan is executed for a new term with a new amortization

schedule. Our non-residential real estate loans tend to refinance within the first five-year period.
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Our assessment of credit risk and our underwriting standards and procedures for non-residential real estate loans are
similar to those applicable to our multi-family and mixed-use real estate loans. In reaching a decision on whether to
make a non-residential real estate loan, we consider the net operating income of the property, the borrower’s expertise,
credit history and profitability and the value of the underlying property. In addition, with respect to rental properties,
we will also consider the term of the lease and the credit quality of the tenants. We have generally required that the
properties securing non-residential real estate loans have debt service coverage ratios (the ratio of earnings after
subtracting all operating expenses to debt service payments) of at least 1.30%. Phase 1 environmental surveys and
property inspections are required for all loans.
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At December 31, 2007, we had $79.3 million in non-residential real estate loans outstanding, or 28.0% of total loans.
Originations in states other than New York represented 22.8% of our total originations of non-residential real estate
loans for the year ended December 31, 2007 and 28.3% for the year ended December 31, 2006.

At December 31, 2007, the largest outstanding non-residential real estate loan had an outstanding balance of $3.5
million. This loan is secured by a multi-tenant building located in New York, New York, and was performing
according to its terms at December 31, 2007. At December 31, 2007, the largest outstanding non-residential real
estate loan relationship with one borrower was comprised of five loans totaling $9.0 million secured by an office
building located in Larchmont, New York and four shopping centers located in New York and Connecticut. These
five loans were performing according to their terms at December 31, 2007. As of December 31, 2007, the average
balance of loans in our non-residential loan portfolio was $1.1 million.

In addition, at December 31, 2007, we had one loan with a net present value of $16.9 million that we received in
connection with the sale of our First Avenue branch office building. See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Sale of New York City Branch Office.”

Equity Lines of Credit on Real Estate Loans. Northeast Community Bank offers equity lines of credit on
multi-family, mixed-use and non-residential real estate properties on which it holds the first mortgage.

For existing borrowers only, we offer an equity line of credit program secured by a second mortgage on the borrower’s
multi-family, mixed-use or non-residential property. All lines of credit are underwritten separately from the first
mortgage and support debt service ratios and loan-to-value ratios that when combined with the first mortgage meet or
exceed our current underwriting standards for multi-family, mixed-use and non-residential real estate

loans. Borrowers typically hold these lines in reserve and use them for ongoing property improvements or to purchase
additional properties when the opportunity arises.

Our equity lines of credit are interest only for the first five years and then the remaining term of the line of credit is
tied to the remaining term on the first mortgage on the multi-family, mixed-use or non-residential property. After the
first five years, a payment of both principal and interest is required. Interest rates and payments on our equity lines of
credit are indexed to the prime rate as published in The Wall Street Journal and adjusted as the prime rate

changes. Interest rate adjustments on equity lines of credit are limited to a specified maximum percentage over the
initial interest rate.

Commercial Loans. Continuing our plan to diversify our portfolio, both geographically and by product type, in March
2007 we hired two individuals with significant commercial bank lending experience, a senior lending officer and a
commercial underwriter, for our new commercial lending department. Interest rates and payments on our commercial
loans are typically indexed to the prime rate as published in the Wall Street Journal and adjusted as the prime rate
changes. Since establishing the department, our commercial loan portfolio has increased from no commercial loans at
March 31, 2007 to $5.5 million of commercial loans committed with $3.0 million drawn at December 31, 2007.

At December 31, 2007, the largest commercial loan was a line of credit totaling $2.0 million, with a zero outstanding
balance and a remaining available line of credit of $2.0 million. This loan is secured by the assets of a construction
business located in Lincoln Park, New Jersey. The largest outstanding commercial loan was a line of credit of $1.25
million, with an outstanding balance totaling $1.1 million and a remaining available line of credit of $170,000. This
loan is secured by the inventory of numismatic coins that the borrower of this loan sells to the public via various
tele-marketing medias. The borrower is located in New Jersey. Both commercial lines of credit were performing
according to terms at December 31, 2007.
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Construction Loans. We purchase participation interests in loans to finance the construction of multi-family,
mixed-use and non-residential buildings. We perform our own underwriting analysis on each of our participation
interests before purchasing such loans. Construction loans are typically for twelve to twenty-four month terms and
pay interest only during that period. All construction loans are underwritten as if they will be rental properties and
must meet our normal debt service and loan to value ratio requirements on an as completed basis. The outstanding
balance of construction loan participation interests purchased totaled $9.5 million at December 31, 2007.
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At December 31, 2007, the largest outstanding construction loan participation secured by one property was comprised
of two loans with an aggregate outstanding balance of $4.1 million and a commitment of $1.9 million for a total
potential exposure of $6.0 million. This balance represents our 25% participation ownership of the loans. These loans
are secured by a building undergoing renovation to become a hotel with 151 guestrooms located in Long Beach, New
York, and were performing according to its terms at December 31, 2007. We also own a 35.6% participation interest
in a loan to the same borrower. Our outstanding balance and total commitment for this loan was $2.5 million at
December 31, 2007. This loan is secured by a two-story commercial building located in New York, New York. The
aforementioned three loans were performing according to their terms at December 31, 2007.

Consumer Loans. We offer loans secured by savings accounts or certificates of deposit (share loans) and overdraft
protection for checking accounts which is linked to statement savings accounts and has the ability to transfer funds
from the statement savings account to the checking account when needed to cover overdrafts. At December 31, 2007,
our portfolio of consumer loans was $88,000, or 0.03% of total loans.

Loan Underwriting Risks

Adjustable-Rate Loans. While we anticipate that adjustable-rate loans will better offset the adverse effects of an
increase in interest rates as compared to fixed-rate loans, the increased payments required of adjustable-rate loan
borrowers in a rising interest rate environment could cause an increase in delinquencies and defaults. The
marketability of the underlying property also may be adversely affected in a high interest rate environment. In
addition, although adjustable-rate loans help make our loan portfolio more responsive to changes in interest rates, the
extent of this interest sensitivity is limited by the lifetime interest rate adjustment limits.

Multi-family, Mixed-use and Non-residential Real Estate Loans. Loans secured by multi-family, mixed-use and
non-residential real estate generally have larger balances and involve a greater degree of risk than one- to four-family
residential mortgage loans. Of primary concern in multi-family, mixed-use and non-residential real estate lending is
the borrower’s creditworthiness and the feasibility and cash flow potential of the project. Payments on loans secured
by income properties often depend on successful operation and management of the properties. As a result, repayment
of such loans may be subject to a greater extent than residential real estate loans to adverse conditions in the real estate
market or the economy. To monitor cash flows on income producing properties, we require borrowers to provide
annual financial statements for all multi-family, mixed-use and non-residential real estate loans. In reaching a
decision on whether to make a multi-family, mixed-use or non-residential real estate loan, we consider the net
operating income of the property, the borrower’s expertise, credit history and profitability and the value of the
underlying property. In addition, with respect to non-residential real estate properties, we also consider the term of the
lease and the quality of the tenants. An appraisal of the real estate used as collateral for the real estate loan is also
obtained as part of the underwriting process. We have generally required that the properties securing these real estate
loans have debt service coverage ratios (the ratio of earnings after subtracting all operating expenses to debt service
payments) of at least 1.20%. In underwriting these loans, we take into account projected increases in interest rates in
determining whether a loan meets our debt service coverage ratios at the higher interest rate under the adjustable rate
mortgage. Environmental surveys and property inspections are utilized for all loans.

Commercial Loans. Unlike residential mortgage loans, which are generally made on the basis of a borrower’s ability
to make repayment from his or her employment or other income and are secured by real property whose value tends to
be more ascertainable, commercial loans are of higher risk and tend to be made on the basis of a borrower’s ability to
make repayment from the cash flow of the borrower’s business. As a result, the availability of funds for the repayment
of commercial loans may depend substantially on the success of the business itself. Further, any collateral securing
such loans may depreciate over time, may be difficult to appraise and may fluctuate in value.

14
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Construction Loans. We have purchased participation interests in loans to finance the construction of multi-family,
mixed-use and non-residential buildings. Construction financing affords the Bank the opportunity to achieve higher
interest rates and fees with shorter terms to maturity than do residential mortgage loans. However, construction
financing is generally considered to involve a higher degree of risk of loss than long-term financing on improved,
occupied real estate due to (1) the increased difficulty at the time the loan is made of estimating the building costs and
the selling price of the property to be built; (2) the increased difficulty and costs of monitoring the
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loan; (3) the higher degree of sensitivity to increases in market rates of interest; and (4) the increased difficulty of
working out loan problems. The Bank has sought to minimize this risk by limiting the amount of construction loan
participation interests outstanding at any time and by spreading the participations among multi-family, mixed-use and
non-residential projects. We perform our own underwriting analysis on each of our construction loan participation
interests before purchasing such loans and therefore believe there is no greater risk of default on these obligations than
on a construction loan originated by the Bank. See “Mortgage and Construction Loan Originations and Participations”
below.

Consumer Loans. Because the only consumer loans we offer are secured by passbook savings accounts, certificates
of deposit accounts or statement savings accounts, we do not believe these loans represent a risk of loss to the Bank.

Mortgage and Construction Loan Originations and Participations. Our mortgage loan originations come from a
number of sources. The primary source of mortgage loan originations are referrals from brokers, existing customers,
advertising and personal contacts by our loan officers. Over the years, we have developed working relationships with
many mortgage brokers in our lending territory. Under the terms of the agreements with such brokers, the brokers
refer potential loans to us. The loans are underwritten and approved by us utilizing our underwriting policies and
standards. The mortgage brokers typically receive a fee from the borrower upon the funding of the loans by us. In
some instances, we will originate a real estate loan based on premium pricing. Historically, mortgage brokers have
been the source of the majority of the multi-family, mixed-use and non-residential real estate loans originated by

us. We generally retain for our portfolio all of the loans that we originate.

During 2007, we purchased participation interests in loans to finance the construction of multi-family, mixed-use and
non-residential properties. The outstanding balance of the construction loan participation interests purchased totaled
$9.5 million at December 31, 2007. We perform our own underwriting analysis on each of our participation interests
before purchasing such loans and therefore believe there is no greater risk of default on these obligations. However,
in a purchased participation loan, we do not service the loan and thus are subject to the policies and practices of the
lead lender with regard to monitoring delinquencies, pursuing collections and instituting foreclosure proceedings, all
of which are reviewed and approved in advance of any participation transaction. We review all of the documentation
relating to any loan in which we participate, including annual financial statements provided by a

borrower. Additionally, we receive monthly statements on the loan from the lead lender.

We intend to continue to consider, on a case-by-case basis, additional participation purchases that conform to our
underwriting standards.

Commercial Loan Originations. We originate commercial loans from contacts made by our commercial loan
officer. Our commercial lending department does not utilize the services of loan brokers.

The Bank will consider granting credit to commercial and industrial businesses located within our lending area which
is defined as the Northeastern United States. The Bank will consider the credit needs of businesses located in our
lending area if we can effectively service the credit and if the customer has a strong financial position.

We will consider loans to small businesses with revenues normally not to exceed $65.0 million. The small business
may be one that manufactures wholesale or retail products and/or services. Generally, we will consider loans to small
businesses such as: retail sales and services, such as grocery, restaurants, clothing, furniture, appliances, hardware,
automotive parts, automobiles and trucks; wholesale businesses, such as automotive parts and industrial parts and
equipment; manufacturing businesses, such as tool and die shops and commercial manufacturers and contractors with
strong financials and well-known principals.
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Mortgage and Construction Loan Approval Procedures and Authority. Our lending activities follow written,
non-discriminatory, underwriting standards and loan origination procedures established by our board of directors and
management. The board has granted the Mortgage Loan Origination Group (which is comprised of all our loan
officers and our staff attorney) with loan approval authority for mortgage loans on income producing property and
construction loans in amounts of up to $1.0 million.
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Mortgage and construction loans in amounts between $1.0 million and $2.0 million, in addition to being approved by
the Loan Origination Group, must be approved by the president. Mortgage and construction loans in amounts greater
than $2.0 million, in addition to being approved by the Loan Origination Group, must be approved by the president,
the chief financial officer and a majority of the non-employee directors. At each monthly meeting of the board of
directors, the board ratifies all commitments issued, regardless of size.

Commercial Loan Approval Procedures and Authority. Our commercial lending activities follow written,
non-discriminatory, underwriting standards and loan origination procedures established by our board of directors and
management. The board has granted the Commercial Loan Origination Group (which is comprised of our commercial
loan officer, our commercial loan underwriter, our chief financial officer and our president) with loan approval
authority for commercial loans up to $2.0 million.

Loans in amounts greater than $2.0 million, in addition to being approved by the Commercial Loan Origination
Group, must be approved by a majority of the non-employee directors. At each monthly meeting of the board of
directors, the board ratifies all commitments issued, regardless of size.

Loans to One Borrower. The maximum amount that we may lend to one borrower and the borrower’s related entities
generally is limited, by regulation, to 15% of our stated capital and reserves. At December 31, 2007, our general
regulatory limit on loans to one borrower was approximately $11.7 million. On December 31, 2007, our largest
lending relationship consists of five loans totaling $9.0 million secured by an office building located in New York and
four shopping centers located in New York and Connecticut. These loans were performing according to their terms at
December 31, 2007. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Sale of New York City Branch Office.”

In connection with the sale of our First Avenue branch office building, the Bank received an $18.0 million promissory
note from the purchaser which, at December 31, 2007, had a net present value of $16.9 million, that is payable in two
equal installments at June 30, 2008 and June 30, 2009. This promissory note is not treated as a loan or extension of
credit subject to the regulatory limits on loans to one borrower.

Loan Commitments. We issue commitments for adjustable-rate loans conditioned upon the occurrence of certain
events. Commitments to originate adjustable-rate loans are legally binding agreements to lend to our
customers. Generally, our adjustable-rate loan commitments expire after 60 days.

Investment Activities

We have legal authority to invest in various types of liquid assets, including U.S. Treasury obligations, securities of
various federal agencies and municipal governments, deposits at the Federal Home Loan Bank of New York and
certificates of deposit of federally insured institutions. Within certain regulatory limits, we also may invest a portion
of our assets in mutual funds. While we have the authority under applicable law to invest in derivative securities, we
had no investments in derivative securities at December 31, 2007.

At December 31, 2007, our securities and short-term investments totaled $40.4 million and consisted primarily of
$36.8 million in interest-earning deposits with the Federal Home Loan Bank of New York, $3.2 million in
mortgage-backed securities issued primarily by Fannie Mae, Freddie Mac and Ginnie Mae, and $414,000 in Federal
Home Loan Bank of New York stock. At December 31, 2007, we had no investments in callable securities.

Our securities and short-term investments are primarily viewed as a source of liquidity. Our investment management

policy is designed to provide adequate liquidity to meet any reasonable decline in deposits and any anticipated
increase in the loan portfolio through conversion of secondary reserves to cash and to provide safety of principal and
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interest through investment in securities under limitations and restrictions prescribed in banking

regulations. Consistent with liquidity and safety requirements, our policy is designed to generate a significant amount
of stable income and to provide collateral for advances and repurchase agreements. The policy is also designed to
serve as a counter-cyclical balance to earnings in that the investment portfolio will absorb funds when loan demand is
low and will infuse funds when loan demand is high.

8

19



Edgar Filing: NORTHEAST COMMUNITY BANCORP INC - Form 10-K

Index

Deposit Activities and Other Sources of Funds

General. Deposits, borrowings and loan repayments are the major sources of our funds for lending and other
investment purposes. Loan repayments are a relatively stable source of funds, while deposit inflows and outflows and
loan prepayments are significantly influenced by general interest rates and money market conditions.

Deposit Accounts. Except for certificates of deposit obtained through two nationwide listing services, as described
below, substantially all of our depositors are residents of the State of New York. We offer a variety of deposit
accounts with a range of interest rates and terms. Our deposits principally consist of interest-bearing demand
accounts (such as NOW and money market accounts), regular savings accounts, noninterest-bearing demand accounts
(such as checking accounts) and certificates of deposit. At December 31, 2007, we did not utilize brokered

deposits. Deposit account terms vary according to the minimum balance required, the time periods the funds must
remain on deposit and the interest rate, among other factors. In determining the terms of our deposit accounts, we
consider the rates offered by our competition, our liquidity needs, profitability to us, maturity matching deposit and
loan products, and customer preferences and concerns. We generally review our deposit mix and pricing weekly. Our
current strategy is to offer competitive rates and to be in the middle of the market for rates on all types of deposit
products.

Our deposits are typically obtained from customers residing in or working in the communities in which our branch
offices are located, and we rely on our long-standing relationships with our customers and competitive interest rates to
retain these deposits. In the future, as we open new branches in other states, we expect our deposits will also be
obtained from those states. We may also, in the future, utilize our website to attract deposits.

During 2007, we began to offer non-brokered certificates of deposit through two nationwide certificate of deposit
listing services. Certificates of deposit are accepted from banks, credit unions, non-profit organizations and certain
corporations in amounts greater then $75,000 and less then $100,000.

Borrowings. We may utilize advances from the Federal Home Loan Bank of New York to supplement our supply of
investable funds. The Federal Home Loan Bank functions as a central reserve bank providing credit for its member
financial institutions. As a member, we are required to own capital stock in the Federal Home Loan Bank and are
authorized to apply for advances on the security of such stock and certain of our whole first mortgage loans and other
assets (principally securities which are obligations of, or guaranteed by, the United States), provided certain standards
related to creditworthiness have been met. Advances are made under several different programs, each having its own
interest rate and range of maturities. Depending on the program, limitations on the amount of advances are based
either on a fixed percentage of an institution’s net worth or on the Federal Home Loan Bank’s assessment of the
institution’s creditworthiness.

Investment Advisory and Financial Planning Activities

In November 2007, Northeast Community Bank purchased for $2.0 million the operating assets of Hayden Financial
Group, LLC. The Bank formed a Division within the Bank known as Hayden Financial Group, and the Division
offers investment advisory and financial planning services through a networking arrangement with a registered
broker-dealer and investment advisor.

Hayden Financial Group performs a wide range of financial planning and investment advisory services based on the
needs of a diversified client base including, but not limited to: wealth management based on a clients’ time dimension,
risk aversion/tolerance, value system and specific purposes of a portfolio; transition planning from one career to
another, especially the transition to retirement; conducting risk assessment and management on issues related to
various kinds of insurance covered contingencies; and providing assistance relating to the ultimate disposition of
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assets. In this capacity, Hayden Financial Group helps clients understand the issues and coordinates with estate
planning attorneys as needed.

Personnel

As of December 31, 2007, we had 87 full-time employees and 2 part-time employees, none of whom is represented by
a collective bargaining unit. We believe our relationship with our employees is good.
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Legal Proceedings

From time to time, we may be party to various legal proceedings incident to our business. At December 31, 2007, we
were not a party to any pending legal proceedings that we believe would have a material adverse effect on our
financial condition, results of operations or cash flows.

Subsidiaries

Northeast Community Bancorp’s only subsidiary is Northeast Community Bank. The Bank has one wholly owned
subsidiary, New England Commercial Properties LLC, a New York limited liability company. New England
Commercial Properties was formed in October 2007 to facilitate the purchase or lease of real property by the
Bank. As of December 31, 2007, New England Commercial Properties, LLC had been inactive since its formation
and had no assets or employees. In the future, we may also use New England Commercial Properties to hold real
estate owned acquired by the Bank through foreclosure or deed-in-lieu of foreclosure.

REGULATION AND SUPERVISION
General

Northeast Community Bank, as an insured federal savings association, is subject to extensive regulation, examination
and supervision by the Office of Thrift Supervision, as its primary federal regulator, and the Federal Deposit Insurance
Corporation, as its deposits insurer. Northeast Community Bank is a member of the Federal Home Loan Bank System
and its deposit accounts are insured up to applicable limits by the Deposit Insurance Fund managed by the Federal
Deposit Insurance Corporation. Northeast Community Bank must file reports with the Office of Thrift Supervision
and the Federal Deposit Insurance Corporation concerning its activities and financial condition in addition to
obtaining regulatory approvals prior to entering into certain transactions such as mergers with, or acquisitions of, other
financial institutions. There are periodic examinations by the Office of Thrift Supervision and, under certain
circumstances, the Federal Deposit Insurance Corporation to evaluate Northeast Community Bank’s safety and
soundness and compliance with various regulatory requirements. This regulation and supervision establishes a
comprehensive framework of activities in which an institution can engage and is intended primarily for the protection
of the insurance fund and depositors. The regulatory structure also gives the regulatory authorities extensive
discretion in connection with their supervisory and enforcement activities and examination policies, including policies
with respect to the classification of assets and the establishment of adequate loan loss reserves for regulatory

purposes. Any change in such policies, whether by the Office of Thrift Supervision, the Federal Deposit Insurance
Corporation or Congress, could have a material adverse impact on Northeast Community Bancorp, Northeast
Community Bancorp, MHC and Northeast Community Bank and their operations. Northeast Community Bancorp
and Northeast Community Bancorp, MHC, as savings and loan holding companies, are required to file certain reports
with, are subject to examination by, and otherwise must comply with the rules and regulations of the Office of Thrift
Supervision. Northeast Community Bancorp also is subject to the rules and regulations of the Securities and
Exchange Commission under the federal securities laws.

Certain of the regulatory requirements that are applicable to Northeast Community Bank, Northeast Community
Bancorp and Northeast Community Bancorp, MHC are described below. This description of statutes and regulations
is not intended to be a complete explanation of such statutes and regulations and their effects on Northeast
Community Bank, Northeast Community Bancorp and Northeast Community Bancorp, MHC and is qualified in its
entirety by reference to the actual statutes and regulations.

Regulation of Federal Savings Associations
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Business Activities. Federal law and regulations govern the activities of federal savings banks, such as Northeast
Community Bank. These laws and regulations delineate the nature and extent of the business activities in which
federal savings banks may engage. In particular, certain lending authority for federal savings banks, e.g., commercial,
non-residential real property loans and consumer loans, is limited to a specified percentage of the institution’s capital
or assets.
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Capital Requirements. The Office of Thrift Supervision’s capital regulations require federal savings institutions to
meet three minimum capital standards: a 1.5% tangible capital to total assets ratio, a 4% leverage ratio (3% for
institutions receiving the highest rating on the CAMELS examination rating system) and an 8% risk-based capital
ratio. In addition, the prompt corrective action standards discussed below also establish, in effect, a minimum 2%
tangible capital standard, a 4% leverage ratio (3% for institutions receiving the highest rating on the CAMELS

system) and, together with the risk-based capital standard itself, a 4% Tier 1 risk-based capital standard. The Office of
Thrift Supervision regulations also require that, in meeting the tangible, leverage and risk-based capital standards,
institutions must generally deduct investments in and loans to subsidiaries engaged in activities as principal that are
not permissible for a national bank.

The risk-based capital standard requires federal savings institutions to maintain Tier 1 (core) and total capital (which
is defined as core capital and supplementary capital, less certain specified deductions from total capital such as
reciprocal holdings of depository institution capital, instruments and equity investments) to risk-weighted assets of at
least 4% and 8%, respectively. In determining the amount of risk-weighted assets, all assets, including certain
off-balance sheet assets, recourse obligations, residual interests and direct credit substitutes, are multiplied by a
risk-weight factor of 0% to 100%, assigned by the Office of Thrift Supervision capital regulation based on the risks
believed inherent in the type of asset. Core (Tier 1) capital is generally defined as common stockholders’ equity
(including retained earnings), certain noncumulative perpetual preferred stock and related surplus and minority
interests in equity accounts of consolidated subsidiaries, less intangibles other than certain mortgage servicing rights
and credit card relationships. The components of supplementary (Tier 2) capital currently include cumulative
preferred stock, long-term perpetual preferred stock, mandatory convertible securities, subordinated debt and
intermediate preferred stock, the allowance for loan and lease losses limited to a maximum of 1.25% of risk-weighted
assets and up to 45% of unrealized gains on available-for-sale equity securities with readily determinable fair market
values. Overall, the amount of supplementary capital included as part of total capital cannot exceed 100% of core
capital.

The Office of Thrift Supervision also has authority to establish individual minimum capital requirements in
appropriate cases upon a determination that an institution’s capital level is or may become inadequate in light of the
particular circumstances. At December 31, 2007, Northeast Community Bank met each of these capital requirements.

Prompt Corrective Regulatory Action. The Office of Thrift Supervision is required to take certain supervisory actions
against undercapitalized institutions, the severity of which depends upon the institution’s degree of

undercapitalization. Generally, a savings institution that has a ratio of total capital to risk weighted assets of less than
8%, a ratio of Tier 1 (core) capital to risk-weighted assets of less than 4% or a ratio of core capital to total assets of

less than 4% (3% or less for institutions with the highest examination rating) is considered to be “undercapitalized.” A
savings institution that has a total risk-based capital ratio less than 6%, a Tier 1 capital ratio of less than 3% or a
leverage ratio that is less than 3% is considered to be “significantly undercapitalized” and a savings institution that has a
tangible capital to assets ratio equal to or less than 2% is deemed to be “critically undercapitalized.” Subject to a narrow
exception, the Office of Thrift Supervision is required to appoint a receiver or conservator within specified time

frames for an institution that is “critically undercapitalized.” An institution must file a capital restoration plan with the
Office of Thrift Supervision within 45 days of the date it receives notice that it is “undercapitalized,” “significantly
undercapitalized” or “critically undercapitalized.” Compliance with the plan must be guaranteed by any parent holding
company. In addition, numerous mandatory supervisory actions become immediately applicable to an

undercapitalized institution, including, but not limited to, increased monitoring by regulators and restrictions on

growth, capital distributions and expansion. “Significantly undercapitalized” and “critically undercapitalized” institutions
are subject to more extensive mandatory regulatory actions. The Office of Thrift Supervision could also take any one

of a number of discretionary supervisory actions, including the issuance of a capital directive and the replacement of
senior executive officers and directors.
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Loans to One Borrower. Federal law provides that savings institutions are generally subject to the limits on loans to
one borrower applicable to national banks. Generally, subject to certain exceptions, savings institution may not make
a loan or extend credit to a single or related group of borrowers in excess of 15% of its unimpaired capital and

surplus. An additional amount may be lent, equal to 10% of unimpaired capital and surplus, if secured by specified
readily-marketable collateral.
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Standards for Safety and Soundness. The federal banking agencies have adopted Interagency Guidelines prescribing
Standards for Safety and Soundness in various areas such as internal controls and information systems, internal audit,
loan documentation and credit underwriting, interest rate exposure, asset growth and quality, earnings and
compensation, fees and benefits. The guidelines set forth the safety and soundness standards that the federal banking
agencies use to identify and address problems at insured depository institutions before capital becomes impaired. If
the Office of Thrift Supervision determines that a savings institution fails to meet any standard prescribed by the
guidelines, the Office of Thrift Supervision may require the institution to submit an acceptable plan to achieve
compliance with the standard.

Limitation on Capital Distributions. Office of Thrift Supervision regulations impose limitations upon all capital
distributions by a savings institution, including cash dividends, payments to repurchase its shares and payments to
stockholders of another institution in a cash-out merger. Under the regulations, an application to and the prior
approval of the Office of Thrift Supervision is required before any capital distribution if the institution does not meet
the criteria for “expedited treatment” of applications under Office of Thrift Supervision regulations (i.e., generally,
examination and Community Reinvestment Act ratings in the two top categories), the total capital distributions for the
calendar year exceed net income for that year plus the amount of retained net income for the preceding two years, the
institution would be undercapitalized following the distribution or the distribution would otherwise be contrary to a
statute, regulation or agreement with the Office of Thrift Supervision. If an application is not required, the institution
must still provide prior notice to the Office of Thrift Supervision of the capital distribution if, like Northeast
Community Bank, it is a subsidiary of a holding company. If Northeast Community Bank’s capital were ever to fall
below its regulatory requirements or the Office of Thrift Supervision notified it that it was in need of increased
supervision, its ability to make capital distributions could be restricted. In addition, the Office of Thrift Supervision
could prohibit a proposed capital distribution that would otherwise be permitted by the regulation, if the agency
determines that such distribution would constitute an unsafe or unsound practice.

Qualified Thrift Lender Test. Federal law requires savings institutions to meet a qualified thrift lender test. Under the
test, a savings association is required to either qualify as a “domestic building and loan association” under the Internal
Revenue Code or maintain at least 65% of its “portfolio assets” (total assets less: (i) specified liquid assets up to 20% of
total assets; (ii) intangibles, including goodwill; and (iii) the value of property used to conduct business) in certain
“qualified thrift investments” (primarily residential mortgages and related investments, including certain
mortgage-backed securities but also including education, credit card and small business loans) in at least 9 months out
of each 12 month period.

A savings institution that fails the qualified thrift lender test is subject to certain operating restrictions and may be
required to convert to a bank charter. As of December 31, 2007, Northeast Community Bank maintained 88.1% of its
portfolio assets in qualified thrift investments and, therefore, met the qualified thrift lender test.

Transactions with Related Parties. Federal law permits Northeast Community Bank to lend to, and engage in certain
other transactions with (collectively, “covered transactions”), “affiliates” (i.e., generally, any company that controls or is
under common control with an institution), including Northeast Community Bancorp and Northeast Community
Bancorp, MHC and their other subsidiaries. The aggregate amount of covered transactions with any individual
affiliate is limited to 10% of the capital and surplus of the savings institution. The aggregate amount of covered
transactions with all affiliates is limited to 20% of the savings institution’s capital and surplus. Loans and other
specified transactions with affiliates are required to be secured by collateral in an amount and of a type described in
federal law. The purchase of low quality assets from affiliates is generally prohibited. Transactions with affiliates
must be on terms and under circumstances that are at least as favorable to the institution as those prevailing at the time
for comparable transactions with non-affiliated companies. In addition, savings institutions are prohibited from
lending to any affiliate that is engaged in activities that are not permissible for bank holding companies and no savings
institution may purchase the securities of any affiliate other than a subsidiary.
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The Sarbanes-Oxley Act generally prohibits loans by Northeast Community Bancorp to its executive officers and
directors. However, the Sarbanes-Oxley Act contains a specific exemption from such prohibition for loans by
Northeast Community Bank to its executive officers and directors in compliance with federal banking

regulations. Federal regulations require that all loans or extensions of credit to executive officers and directors of
insured institutions must be made on substantially the same terms, including interest rates and collateral, as those
prevailing at the time for comparable transactions with other persons and must not involve more than the normal risk
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of repayment or present other unfavorable features. Northeast Community Bank is therefore prohibited from making
any new loans or extensions of credit to executive officers and directors at different rates or terms than those offered
to the general public. Notwithstanding this rule, federal regulations permit Northeast Community Bank to make loans
to executive officers and directors at reduced interest rates if the loan is made under a benefit program generally
available to all other employees and does not give preference to any executive officer or director over any other
employee. Loans to executive officers are subject to additional limitations based on the type of loan involved.

In addition, loans made to a director or executive officer in an amount that, when aggregated with the amount of all
other loans to the person and his or her related interests, are in excess of the greater of $25,000 or 5% of Northeast
Community Bank’s capital and surplus, up to a maximum of $500,000, must be approved in advance by a majority of
the disinterested members of the board of directors.

Enforcement. The Office of Thrift Supervision has primary enforcement responsibility over federal savings
institutions and has the authority to bring actions against the institution and all institution-affiliated parties, including
stockholders, and any attorneys, appraisers and accountants who knowingly or recklessly participate in wrongful
action likely to have an adverse effect on an insured institution. Formal enforcement action may range from the
issuance of a capital directive or cease and desist order to removal of officers and/or directors to institution of
receivership, conservatorship or termination of deposit insurance. Civil penalties cover a wide range of violations and
can amount to $25,000 per day, or even $1 million per day in especially egregious cases. The Federal Deposit
Insurance Corporation has authority to recommend to the Director of the Office of Thrift Supervision that
enforcement action be taken with respect to a particular savings institution. If action is not taken by the Director, the
Federal Deposit Insurance Corporation has authority to take such action under certain circumstances. Federal law also
establishes criminal penalties for certain violations.

Assessments. Federal savings banks are required to pay assessments to the Office of Thrift Supervision to fund its
operations. The general assessments, paid on a semi-annual basis, are based upon the savings institution’s total assets,
including consolidated subsidiaries, financial condition and complexity of its portfolio. The Office of Thrift
Supervision assessments paid by Northeast Community Bank for the year ended December 31, 2007 totaled $78,000.

Insurance of Deposit Accounts. The deposits of Northeast Community Bank are insured up to applicable limits by the
Deposit Insurance Fund of the Federal Deposit Insurance Corporation. The Deposit Insurance Fund is the successor to
the Bank Insurance Fund and the Savings Association Insurance Fund, which were merged in 2006. The Federal
Deposit Insurance Corporation amended its risk-based assessment system for 2007 to implement authority granted by
the Federal Deposit Insurance Reform Act of 2005 (“Reform Act”). Under the revised system, insured institutions are
assigned to one of four risk categories based on supervisory evaluations, regulatory capital levels and certain other
factors. An institution’s assessment rate depends upon the category to which it is assigned. Risk category I, which
contains the least risky depository institutions, is expected to include more than 90% of all institutions. Unlike the
other categories, Risk Category I contains further risk differentiation based on the Federal Deposit Insurance
Corporation’s analysis of financial ratios, examination component ratings and other information. Assessment rates are
determined by the Federal Deposit Insurance Corporation and currently range from five to seven basis points for the
healthiest institutions (Risk Category I) to 43 basis points of assessable deposits for the riskiest (Risk Category IV).
The Federal Deposit Insurance Corporation may adjust rates uniformly from one quarter to the next, except that no
single adjustment can exceed three basis points. No institution may pay a dividend if in default of its Federal Deposit
Insurance Corporation assessment.

The Reform Act also provided for a one-time credit for eligible institutions based on their assessment base as of
December 31, 1996. Subject to certain limitations, credits could be used beginning in 2007 to offset assessments until
exhausted. Northeast Community Bank’s one-time credit approximated $308,000, of which $74,000 was used to offset
assessments in 2007, and $234,000 is still available for future use. The Reform Act also provided for the possibility
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that the Federal Deposit Insurance Corporation may pay dividends to insured institutions once the Deposit Insurance
fund reserve ratio equals or exceeds 1.35% of estimated insured deposits.

In addition to the assessment for deposit insurance, institutions are required to make payments on bonds issued in the
late 1980s by the Financing Corporation to recapitalize a predecessor deposit insurance fund. That
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payment is established quarterly and during the calendar year ending December 31, 2007 averaged 1.18 basis points of
assessable deposits.

The Reform Act provided the Federal Deposit Insurance Corporation with authority to adjust the Deposit Insurance
Fund ratio to insured deposits within a range of 1.15% and 1.50%, in contrast to the prior statutorily fixed ratio of
1.25%. The ratio, which is viewed by the Federal Deposit Insurance Corporation as the level that the fund should
achieve, was established by the agency at 1.25% for 2008, which is unchanged from 2007.

The Federal Deposit Insurance Corporation has authority to increase insurance assessments. A significant increase in
insurance premiums would likely have an adverse effect on the operating expenses and results of operations of
Northeast Community Bank. Management cannot predict what insurance assessment rates will be in the future.

Insurance of deposits may be terminated by the Federal Deposit Insurance Corporation upon a finding that the
institution has engaged in unsafe or unsound practices, is in an unsafe or unsound condition to continue operations or
has violated any applicable law, regulation, rule, order or condition imposed by the Federal Deposit Insurance
Corporation or the Office of Thrift Supervision. The management of Northeast Community Bank does not know of
any practice, condition or violation that might lead to termination of deposit insurance.

Federal Home Loan Bank System. Northeast Community Bank is a member of the Federal Home Loan Bank System,
which consists of 12 regional Federal Home Loan Banks. The Federal Home Loan Bank provides a central credit
facility primarily for member institutions. Northeast Community Bank, as a member of the Federal Home Loan Bank
of New York, is required to acquire and hold shares of capital stock in that Federal Home Loan Bank. Northeast
Community Bank was in compliance with this requirement with an investment in Federal Home Loan Bank stock at
December 31, 2007 of $414,000. Federal Home Loan Bank advances must be secured by specified types of collateral.

The Federal Home Loan Banks are required to provide funds for the resolution of insolvent thrifts in the late 1980s
and to contribute funds for affordable housing programs. These requirements could reduce the amount of dividends
that the Federal Home Loan Banks pay to their members and could also result in the Federal Home Loan Banks
imposing a higher rate of interest on advances to their members. If dividends were reduced, or interest on future
Federal Home Loan Bank advances increased, our net interest income would likely also be reduced.

Federal Reserve System. The Federal Reserve Board regulations require savings institutions to maintain non-interest
earning reserves against their transaction accounts (primarily Negotiable Order of Withdrawal (NOW) and regular
checking accounts). The regulations generally provide that reserves be maintained against aggregate transaction
accounts as follows: a 3% reserve ratio is assessed on net transaction accounts up to and including $43.9 million; a
10% reserve ratio is applied above $43.9 million. The first $9.3 million of otherwise reservable balances are exempted
from the reserve requirements. The amounts are adjusted annually. Northeast Community Bank complies with the
foregoing requirements.

Holding Company Regulation

General. Northeast Community Bancorp and Northeast Community Bancorp, MHC are savings and loan holding
companies within the meaning of federal law. As such, they are registered with the Office of Thrift Supervision and
are subject to Office of Thrift Supervision regulations, examinations, supervision, reporting requirements and
regulations concerning corporate governance and activities. In addition, the Office of Thrift Supervision has
enforcement authority over Northeast Community Bancorp and Northeast Community Bancorp, MHC and their
non-savings institution subsidiaries. Among other things, this authority permits the Office of Thrift Supervision to
restrict or prohibit activities that are determined to be a serious risk to Northeast Community Bank.
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Restrictions Applicable to Mutual Holding Companies. According to federal law and Office of Thrift Supervision
regulations, a mutual holding company, such as Northeast Community Bancorp, MHC, may generally engage in the
following activities: (1) investing in the stock of a bank; (2) acquiring a mutual association through the merger of such
association into a bank subsidiary of such holding company or an interim bank subsidiary of such holding company;
(3) merging with or acquiring another holding company, one of whose subsidiaries is a bank; and

14

31



Edgar Filing: NORTHEAST COMMUNITY BANCORP INC - Form 10-K

Index

(4) any activity approved by the Federal Reserve Board for a bank holding company or financial holding company or
previously approved by Office of Thrift Supervision for multiple savings and loan holding companies. In addition,
mutual holding companies may engage in activities permitted for financial holding companies. Financial holding
companies may engage in a broad array of financial service activities including insurance and securities.

Federal law prohibits a savings and loan holding company, including a federal mutual holding company, from directly
or indirectly, or through one or more subsidiaries, acquiring more than 5% of the voting stock of another savings
association, or its holding company, without prior written approval of the Office of Thrift Supervision. Federal law
also prohibits a savings and loan holding company from acquiring more than 5% of a company engaged in activities
other than those authorized for savings and loan holding companies by federal law, or acquiring or retaining control of
a depository institution that is not insured by the Federal Deposit Insurance Corporation. In evaluating applications by
holding companies to acquire savings associations, the Office of Thrift Supervision must consider the financial and
managerial resources and future prospects of the company and institution involved, the effect of the acquisition on the
risk to the insurance funds, the convenience and needs of the community and competitive factors.

The Office of Thrift Supervision is prohibited from approving any acquisition that would result in a multiple savings
and loan holding company controlling savings associations in more than one state, except: (1) the approval of
interstate supervisory acquisitions by savings and loan holding companies, and (2) the acquisition of a savings
association in another state if the laws of the state of the target savings institution specifically permit such
acquisitions. The states vary in the extent to which they permit interstate savings and loan holding company
acquisitions.

Stock Holding Company Subsidiary Regulation. The Office of Thrift Supervision has adopted regulations governing
the two-tier mutual holding company form of organization and subsidiary stock holding companies that are controlled
by mutual holding companies. Northeast Community Bancorp is the stock holding company subsidiary of Northeast
Community Bancorp, MHC. Northeast Community Bancorp is permitted to engage in activities that are permitted for
Northeast Community Bancorp, MHC subject to the same restrictions and conditions.

Waivers of Dividends by Northeast Community Bancorp, MHC. Office of Thrift Supervision regulations require
Northeast Community Bancorp, MHC to notify the Office of Thrift Supervision if it proposes to waive receipt of
dividends from Northeast Community Bancorp. The Office of Thrift Supervision reviews dividend waiver notices on
a case-by-case basis, and, in general, does not object to any such waiver if: (i) the waiver would not be detrimental to
the safe and sound operation of the savings association; and (ii) the mutual holding company’s board of directors
determines that such waiver is consistent with such directors’ fiduciary duties to the mutual holding company’s
members. Northeast Community Bancorp, MHC waived receipt of dividends from Northeast Community Bancorp in
2007.

Conversion of Northeast Community Bancorp, MHC to Stock Form. Office of Thrift Supervision regulations permit
Northeast Community Bancorp, MHC to convert from the mutual form of organization to the capital stock form of
organization. There can be no assurance when, if ever, a conversion transaction will occur, and the board of directors
has no current intention or plan to undertake a conversion transaction. In a conversion transaction, a new holding
company would be formed as the successor to Northeast Community Bancorp, Northeast Community Bancorp, MHC’s
corporate existence would end, and certain depositors of Northeast Community Bank would receive the right to
subscribe for additional shares of the new holding company. In a conversion transaction, each share of common stock
held by stockholders other than Northeast Community Bancorp, MHC would be automatically converted into a
number of shares of common stock of the new holding company based on an exchange ratio designed to ensure that
stockholders other than Northeast Community Bancorp, MHC own the same percentage of common stock in the new
holding company as they owned in Northeast Community Bancorp immediately before conversion. The total number
of shares held by stockholders other than Northeast Community Bancorp, MHC after a conversion transaction would
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be increased by any purchases by such stockholders in the stock offering conducted as part of the conversion
transaction.

Acquisition of Control. Under the federal Change in Bank Control Act, a notice must be submitted to the Office of
Thrift Supervision if any person (including a company), or group acting in concert, seeks to acquire direct
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or indirect “control” of a savings and loan holding company or savings association. An acquisition of “control” can occur
upon the acquisition of 10% or more of the voting stock of a savings and loan holding company or savings institution

or as otherwise defined by the Office of Thrift Supervision. Under the Change in Bank Control Act, the Office of

Thrift Supervision has 60 days from the filing of a complete notice to act, taking into consideration certain factors,
including the financial and managerial resources of the acquirer and the anti-trust effects of the acquisition. Any
company that so acquires control would then be subject to regulation as a savings and loan holding company.

Federal Securities Laws

Northeast Community Bancorp’s common stock is registered with the Securities and Exchange Commission under the
Securities Exchange Act of 1934. Northeast Community Bancorp is subject to the information, proxy solicitation,
insider trading restrictions and other requirements under the Securities Exchange Act of 1934.

EXECUTIVE OFFICERS OF THE REGISTRANT

The Board of Directors annually elects the executive officers of Northeast Community Bancorp, MHC, Northeast
Community Bancorp and Northeast Community Bank, who serve at the Board’s discretion. Our executive officers are:

Name Position

Kenneth A. Martinek President and Chief Executive Officer of the MHC, the Company
and the Bank

Salvatore Randazzo Executive Vice President and Chief Financial Officer of the

MHC, the Company and the Bank

Susan Barile Executive Vice President and Chief Mortgage Officer of the
Bank

Below is information regarding our executive officer who is not also a director. Age presented is as of December 31,
2007.

Susan Barile has served as Executive Vice President and Chief Mortgage Officer of the Bank since October
2006. Prior to serving in this position, Ms. Barile spent 11 years as a multi-family, mixed-use and non-residential loan
officer at the Bank. Age 42.

ITEM 1A. RISK FACTORS
Changes in interest rates may hurt our earnings and asset value.

Our net interest income is the interest we earn on loans and investment less the interest we pay on our deposits and
borrowings. Our net interest margin is the difference between the yield we earn on our assets and the interest rate we

pay for deposits and our other sources of funding. Changes in interest rates—up or down—could adversely affect our net
interest margin and, as a result, our net interest income. Although the yield we earn on our assets and our funding

costs tend to move in the same direction in response to changes in interest rates, one can rise or fall faster than the

other, causing our net interest margin to expand or contract. Our liabilities tend to be shorter in duration than our

assets, so they may adjust faster in response to changes in interest rates. As a result, when interest rates rise, our

funding costs may rise faster than the yield we earn on our assets, causing our net interest margin to contract until the
yield catches up. Changes in the slope of the “yield curve”—or the spread between short-term and long-term interest
rates—could also reduce our net interest margin. Normally, the yield curve is upward sloping, meaning short-term rates
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are lower than long-term rates. Because our liabilities tend to be shorter in duration than our assets, when the yield
curve flattens or even inverts, we could experience pressure on our net interest margin as our cost of funds increases
relative to the yield we can earn on our assets. See “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Risk Management—Interest Rate Risk Management.”
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Our emphasis on multi-family residential, mixed-use and non-residential real estate lending and our expansion into
commercial lending and participations in construction loans could expose us to increased lending risks.

Our primary business strategy centers on continuing our emphasis on multi-family, mixed-use and non-residential real
estate loans. We have grown our loan portfolio in recent years with respect to these types of loans and intend to
continue to emphasize these types of lending. At December 31, 2007, $270.9 million, or 95.6%, of our loan portfolio
consisted of multi-family residential, mixed-use and non-residential real estate loans. As a result, our credit risk
profile will be higher than traditional thrift institutions that have higher concentrations of one- to four-family
residential loans.

Loans secured by multi-family, mixed-use and non-residential real estate generally expose a lender to greater risk of
non-payment and loss than one- to four-family residential mortgage loans because repayment of the loans often
depends on the successful operation of the property and the income stream of the underlying property. Such loans
typically involve larger loan balances to single borrowers or groups of related borrowers compared to one- to
four-family residential mortgage loans. Accordingly, an adverse development with respect to one loan or one credit
relationship can expose us to greater risk of loss compared to an adverse development with respect to a one- to
four-family residential mortgage loan. We seek to minimize these risks through our underwriting policies, which
require such loans to be qualified on the basis of the property’s net income and debt service ratio; however, there is no
assurance that our underwriting policies will protect us from credit-related losses.

As with loans secured by multi-family, mixed-use and non-residential real estate, commercial loans tend to be of
higher risk than one- to-four family residential mortgage loans. We seek to minimize the risks involved in
commercial lending by underwriting such loans on the basis of the cash flows produced by the business; by requiring
that such loans be collateralized by various business assets, including inventory, equipment, and accounts receivable,
among others; and by requiring personal guarantees, whenever possible. However, the capacity of a borrower to repay
a commercial loan is substantially dependent on the degree to which his or her business is successful. In addition, the
collateral underlying such loans may depreciate over time, may not be conducive to appraisal, or may fluctuate in
value, based upon the business’ results. At December 31, 2007, $3.0 million, or 1.1%, of our loan portfolio consisted
of commercial loans.

Our participation interests in construction loans present a greater level of risk than loans secured by improved,
occupied real estate due to: (1) the increased difficulty at the time the loan is made of estimating the building costs
and the selling price of the property to be built; (2) the increased difficulty and costs of monitoring the loan; (3) the
higher degree of sensitivity to increases in market rates of interest; and (4) the increased difficulty of working out loan
problems. We have sought to minimize this risk by limiting the amount of construction loan participation interests
outstanding at any time and spreading the participations between multi-family, mixed-use and non-residential
projects. At December 31, 2007, the outstanding balance of our construction loan participation interests totaled $9.5
million, or 3.3% of our total loan portfolio.

Our expanded lending territory could expose us to increased lending risks.

We have expanded our lending territory beyond the New York metropolitan area to include all of New York,
Massachusetts, New Jersey, Connecticut, Pennsylvania, New Hampshire, Rhode Island, Delaware, Maryland, Maine
and Vermont. In January 2004, we opened a loan production office in Wellesley, Massachusetts which serves
Massachusetts, New Hampshire, Rhode Island, Maine and Vermont. In 2007, approximately 41.2% of our total loan
originations were outside the state of New York. In 2006, approximately 44.0% of our total loan originations were
outside the state of New York. While we have over fifty years of experience in multi-family and mixed-use real estate
lending in the New York metropolitan area and have significant expertise in non-residential real estate lending, our
experience in our expanded lending territory is more limited. We have experienced loan officers throughout our
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lending area and we apply the same underwriting standards to all of our loans, regardless of their location. However,
there is no assurance that our loss experience in the New York metropolitan area will be the same in our expanded
lending territory. Because we only recently increased the number of out-of-state real estate loans in our portfolio,
the lack of delinquencies and defaults in our loan portfolio over the past five years might not be representative of the
level of delinquencies and defaults that could occur as we continue to expand our real estate loan originations outside
of the New York metropolitan area.
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We may not be able to successfully implement our plans for growth.

We currently operate out of our main office, our five other full-service branch offices in the New York metropolitan
area, and our loan production office in Wellesley, Massachusetts, which we opened in 2004. Recently, we began to
implement a growth strategy that expands our presence in other select markets in the Northeastern United States. We
are currently exploring the feasibility of opening several retail branch offices in the Wellesley, Massachusetts market
area. We also intend to open de novo or purchase at least two additional retail branch offices in locations yet to be
determined. At this time, we are not able to estimate the costs associated with or the timing of the opening of new
branch offices. We anticipate that we will incur approximately $90,000 in expenses relating to our search for possible
locations. In addition, we intend to open additional loan production offices in the next several years, one likely in
Pennsylvania and one in a location yet to be determined. We anticipate that the setup and operating expenses of the
loan production office in Pennsylvania will be approximately $235,000 in the first twelve months of operations. The
estimate includes the expense of office space, equipment, communications, marketing and personnel for the loan
production office. We intend to continue to pursue opportunities to expand our branch network and our lending
operations. In connection with the expansion of our branch network and lending operations, we would need to hire
new mortgage lending, mortgage servicing and other employees to support our expanded infrastructure. Our ability to
operate successfully in new markets will be dependent, in part, on our ability to identify and retain personnel familiar
with the new markets. There is no assurance that we will be successful in implementing our expansion plans or that
we will be able to hire the employees necessary to implement our plans.

If we do not achieve profitability on new branches and loan production offices, the new branches and loan production
offices may hurt our earnings.

As we expand our branch and lending network, there is no assurance that our expansion strategy will be accretive to
our earnings. Numerous factors will affect our expansion strategy, such as our ability to select suitable locations for
branches and loan production offices, real estate acquisition costs, competition, interest rates, managerial resources,
our ability to hire and retain qualified personnel, the effectiveness of our marketing strategy and our ability to attract
deposits. We can provide no assurance that we will be successful in increasing the volume of our loans and deposits
by expanding our branch and lending network. Building and staffing new branch offices and loan production offices
will increase our operating expenses. We can provide no assurance that we will be able to manage the costs and
implementation risks associated with this strategy so that expansion of our branch and lending network will be
profitable.

Our allowance for loan losses may be inadequate, which could hurt our earnings.

When borrowers default and do not repay the loans that we make to them, we may lose money. The allowance for
loan losses is the amount estimated by management as necessary to cover probable losses in the loan portfolio at the
statement of financial condition date. The allowance is established through the provision for loan losses, which is
charged to income. Determining the amount of the allowance for loan losses necessarily involves a high degree of
judgment. Among the material estimates required to establish the allowance are: loss exposure at default; the amount
and timing of future cash flows on impacted loans; value of collateral; and determination of loss factors to be applied
to the various elements of the portfolio. If our estimates and judgments regarding such matters prove to be incorrect,
our allowance for loan losses might not be sufficient, and additional loan loss provisions might need to be made.
Depending on the amount of such loan loss provisions, the adverse impact on our earnings could be material.

In addition, bank regulators may require us to make a provision for loan losses or otherwise recognize further loan
charge-offs following their periodic review of our loan portfolio, our underwriting procedures, and our loan loss
allowance. Any increase in our allowance for loan losses or loan charge-offs as required by such regulatory authorities
could have a material adverse effect on our financial condition and results of operations. Please see “Allowance for
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Condition and Results of Operations,” for a discussion of the procedures we follow in establishing our loan loss
allowance.
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Strong competition within our primary market area and our lending territory could hurt our profits and slow growth.

We face intense competition both in making loans in our lending territory and attracting deposits in our primary
market area. This competition has made it more difficult for us to make new loans and at times has forced us to offer
higher deposit rates. Price competition for loans and deposits might result in us earning less on our loans and paying
more on our deposits, which would reduce net interest income. Competition also makes it more difficult to grow loans
and deposits. As of June 30, 2007, the most recent date for which information is available from the Federal Deposit
Insurance Corporation, we held less than 0.07% of the deposits in each of Westchester, Kings and New York counties,
New York, and approximately 0.61% of the deposits in Bronx County, New York. Competition also makes it more
difficult to hire and retain experienced employees. Some of the institutions with which we compete have substantially
greater resources and lending limits than we have and may offer services that we do not provide. We expect
competition to increase in the future as a result of legislative, regulatory and technological changes and the continuing
trend of consolidation in the financial services industry. Our profitability depends upon our continued ability to
compete successfully in our primary market area and our lending territory.

Changes in economic conditions could cause an increase in delinquencies and non-performing assets, including loan
charge-offs, which could hurt our income and growth.

Our loan portfolio includes primarily real estate secured loans, demand for which may decrease during economic
downturns as a result of, among other things, an increase in unemployment, a decrease in real estate values or
increases in interest rates. These factors could depress our earnings and consequently our financial condition because
customers may not want or need our products and services; borrowers may not be able to repay their loans; the value
of the collateral securing our loans to borrowers may decline; and the quality of our loan portfolio may decline. Any
of the latter three scenarios could cause an increase in delinquencies and non-performing assets or require us to
“charge-off” a percentage of our loans and/or increase our provisions for loan losses, which would reduce our
earnings. We have recently experienced an increase in non-performing and classified assets. For more information,
see Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Risk
Management.”

The loss of our President and Chief Executive Officer could hurt our operations.

We rely heavily on our President and Chief Executive Officer, Kenneth A. Martinek. The loss of Mr. Martinek could
have an adverse effect on us because, as a small community bank, Mr. Martinek has more responsibility than would
be typical at a larger financial institution with more employees. In addition, as a small community bank, we have
fewer senior management-level personnel who are in position to succeed and assume the responsibilities of Mr.
Martinek.

We operate in a highly regulated environment and we may be adversely affected by changes in laws and regulations.

We are subject to extensive regulation, supervision and examination by the Office of Thrift Supervision, our primary
federal regulator, and by the Federal Deposit Insurance Corporation, as insurer of our deposits. Northeast Community
Bancorp, MHC, Northeast Community Bancorp and Northeast Community Bank are all subject to regulation and
supervision by the Office of Thrift Supervision. Such regulation and supervision governs the activities in which an
institution and its holding company may engage, and are intended primarily for the protection of the insurance fund
and the depositors and borrowers of Northeast Community Bank rather than for holders of Northeast Community
Bancorp common stock. Regulatory authorities have extensive discretion in their supervisory and enforcement
activities, including the imposition of restrictions on our operations, the classification of our assets and determination
of the level of our allowance for loan losses. Any change in such regulation and oversight, whether in the form of
regulatory policy, regulations, legislation or supervisory action, may have a material impact on our operations.
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Northeast Community Bancorp, MHC’s majority control of our common stock will enable it to exercise voting control
over most matters put to a vote of stockholders and will prevent stockholders from forcing a sale or a second-step
conversion transaction you may like.

Northeast Community Bancorp, MHC, owns a majority of Northeast Community Bancorp’s common stock and,
through its board of directors, will be able to exercise voting control over most matters put to a vote of

stockholders. The same directors and officers who manage Northeast Community Bancorp and Northeast Community
Bank also manage Northeast Community Bancorp, MHC. As a federally chartered mutual holding company, the
board of directors of Northeast Community Bancorp, MHC must ensure that the interests of depositors of Northeast
Community Bank are represented and considered in matters put to a vote of stockholders of Northeast Community
Bancorp. Therefore, the votes cast by Northeast Community Bancorp, MHC may not be in your personal best
interests as a stockholder. For example, Northeast Community Bancorp, MHC may exercise its voting control to
defeat a stockholder nominee for election to the board of directors of Northeast Community Bancorp. In addition,
stockholders will not be able to force a merger or second-step conversion transaction without the consent of Northeast
Community Bancorp, MHC. Some stockholders may desire a sale or merger transaction, since stockholders typically
receive a premium for their shares, or a second-step conversion transaction, since fully converted institutions tend to
trade at higher multiples than mutual holding companies.

The Office of Thrift Supervision policy on remutualization transactions could prohibit acquisition of Northeast
Community Bancorp, which may adversely affect our stock price.

Current Office of Thrift Supervision regulations permit a mutual holding company to be acquired by a mutual
institution in a remutualization transaction. However, the Office of Thrift Supervision has issued a policy statement
indicating that it views remutualization transactions as raising significant issues concerning disparate treatment of
minority stockholders and mutual members of the target entity and raising issues concerning the effect on the mutual
members of the acquiring entity. Under certain circumstances, the Office of Thrift Supervision intends to give these
issues special scrutiny and reject applications providing for the remutualization of a mutual holding company unless
the applicant can clearly demonstrate that the Office of Thrift Supervision’s concerns are not warranted in the
particular case. Should the Office of Thrift Supervision prohibit or otherwise restrict these transactions in the future,
our per share stock price may be adversely affected. In addition, Office of Thrift Supervision regulations prohibit, for
three years following completion of our initial public offering in July 2006, the acquisition of more than 10% of any
class of equity security issued by us without the prior approval of the Office of Thrift Supervision.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES

We conduct our business through our main office and five other full-service branch offices. The following table sets
forth certain information relating to these facilities as of December 31, 2007.

Date of
Year Lease Owned/ Net Book
Location Opened Expiration Leased Value

(Dollars in thousands)
Corporate Headquarters and Main Office:

325 Hamilton Avenue 1994 N/A Owned $ 1,085
White Plains, New York 10601

Branch Offices:

1470 First Avenue 2006 04/30/2011 Leased 213
New York, NY 10021(1)

590 East 187th Street 1972 N/A Owned 520
Bronx, New York 10458

2047 86th Street 1988 N/A Owned 940
Brooklyn, New York 11214

242 West 23rd Street 1996 N/A Owned/Leased(2) 1,017
New York, NY 10011

1751 Second Avenue 1978 09/30/2015 Leased 44
New York, NY 10128

Other Properties:

300 Hamilton Avenue 2000 05/31/2010 Leased 60
White Plains, New York 10601

1355 First Avenue 1946 2109 Leased -
New York, NY 10021(3)

40 Grove Street 2004 02/28/2009 Leased 2
Wellesley, Massachusetts 02482

830 Post Road East 2007 4/30/2010 Leased -
Westport, Connecticut 06880

(1) The Bank has temporarily relocated its branch office at 1353-55 First Avenue to this property due to the sale and
renovation of the building located at 1355 First Avenue. See footnote 3 below.
(2) This property is owned by us, but is subject to a 99 year ground lease, the term of which expires in 2084.

3)
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In June 2007, the Bank sold this building and temporarily relocated its branch office located at 1353-55 First
Avenue to 1470 First Avenue, New York, New York, while 1353-55 First Avenue is being renovated. On June 30,
2007, the Bank entered into a 99 year lease agreement for office space on the first floor of the building at 1353-55
First Avenue so that the Bank may continue to operate a branch office at this location after the building has been
renovated. Lease to commence upon completion of construction at 1353-55 First Avenue, which is presently
expected to be in 2010.
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ITEM 3. LEGAL PROCEEDINGS
Legal Proceedings

From time to time, we may be party to various legal proceedings incident to our business. At December 31, 2007, we
were not a party to any pending legal proceedings that we believe would have a material adverse effect on our
financial condition, results of operations or cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

PART II

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

The Company’s common stock is listed on the Nasdaq Global Market (“NASDAQ”) under the trading symbol

“NECB.” The Company completed its initial public offering on July 5, 2006 and commenced trading on July 6,

2006. The following table sets forth the high and low sales prices of the common stock, as reported by NASDAQ,

and the dividends paid by the Company during each quarter since trading commenced. See Item

1, “Business—Regulation and Supervision—Regulation of Federal Savings Institutions—Limitation on Capital Distributions”
and Note 2 in the Notes to the Consolidated Financial Statements for more information relating to restrictions on

dividends.

Dividends High Low

2007:

First Quarter N/A $ 1247 $ 11.50
Second Quarter N/A 12.60 11.35
Third Quarter $ 0.03 12.18 9.25
Fourth Quarter 0.03 12.89 10.00
2006:

Third Quarter N/A $ 1145 $ 10.75
Fourth Quarter N/A 12.35 11.25

Northeast Community Bancorp, MHC, the Company’s majority stockholder, has waived receipt of all dividends
declared by the Company. During 2007, the aggregate amount of dividends waived was $436,000.

As of March 17, 2008, there were approximately 346 holders of record of the Company’s common stock.

The Company did not repurchase any of its common stock during the fourth quarter of 2007 and, at December 31,
2007, we had no publicly announced repurchase plans or programs.
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ITEM 6. SELECTED FINANCIAL DATA

At or For the Years Ended December 31,

2007 2006 2005 2004

(Dollars in thousands, except per share data)
Financial Condition Data:
Total assets $ 343,895 $ 288417 $ 238,821 $ 237,300 $
Cash and cash equivalents 39,146 36,749 27,389 48,555
Securities held to maturity 2,875 27,455 12,228 11,395
Securities available for sale 320 355 362 473
Loans receivable, net 283,133 201,306 190,896 167,690
Bank owned life insurance 8,515 8,154 — —
Deposits 225,978 188,592 193,314 193,617
Total stockholders’ equity 108,829 96,751 43,120 41,146
Operating Data:
Interest income $ 17,602 $ 15348 $ 13,652 $ 12,885 $
Interest expense 5,918 4,493 3,110 2,494
Net interest income 11,684 10,855 10,542 10,391
Provision for loan losses 338 - - -
Net interest income after provision for loan
losses 11,346 10,855 10,542 10,391
Gain (loss) on sale of premises and equipment 18,962 5 (19) (136)
Other income 805 624 553 559
Other expenses 9,826 8,870 7,515 8,078
Income before income taxes 21,287 2,604 3,561 2,736
Provision for income taxes 9,150 1,046 1,571 1,173
Net income $ 12,137 $ 1,558 $ 1,990 $ 1,563 $
Net income per share — basic and diluted (1) $ 095 $ 0.06 N/A N/A
Dividends declared per share $ 0.06 $ -3 -3 -3
€] The Company completed its initial public stock offering on July 5, 2006.
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2003

231,788
57,824

9,452
649

154,546

190,037
39,589

14,513
2,620
11,893

11,893
(52)
543
7,400
4,984
2,592
2,392
N/A
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Performance Ratios:
Return on average assets (1)
Return on average equity
(1

Interest rate spread (2)
Net interest margin (3)
Noninterest expense to
average assets

Efficiency ratio (1) (4)
Average interest-earning
assets to average
interest-bearing liabilities
Average equity to average
assets

Capital Ratios - Bank:
Tangible capital

Core capital

Total risk-based capital

Asset Quality Ratios:
Allowance for loan losses as
a percent of total loans
Allowance for loan losses as
a percent of nonperforming
loans

Net charge-offs to average
outstanding loans during the
period

Non-performing loans as a
percent of total loans

Other Data:
Number of:

Real estate loans
outstanding
Deposit accounts
Offices (5)

2007
3.94%
11.70
3.13
4.09
3.19
31.24
146.61
33.67
24.18

24.18
37.50

0.53

65.48

0.02

0.80

485
15,025

At or For the Years Ended December 31,

2006
0.57%
2.24
3.65
4.24
3.26

77.31
133.99
25.57
25.46

25.46
44.58

0.60

N/M

0.00

0.00

400
15,898

2005

0.83%
4.69
4.27
4.55
3.13
67.85
120.33
17.65
17.92

17.92
33.08

0.63

N/M

0.00

0.00

399
17,243

2004

0.66%
3.80
4.36
4.58
342
74.70
119.73
17.45
17.05

17.05
35.71

0.71

N/M

0.00

0.00

364
18,251

2003
1.02%
6.13
5.07
5.30
3.16

59.75
118.82
16.66
16.92

16.92
36.33

0.77

N/M

0.01

0.00

381
19,528

(1)2007 operations included a non-recurring gain of $18,962,000 from the gain on sale of the building in which our
First Avenue branch was located. If such gain, net of income taxes at the 2007 marginal income tax rate, were
removed, return on average assets, return on average equity, and efficiency ratio would be 0.43%, 1.28%, and

78.68%, respectively.

(2)Represents the difference between the weighted average yield on average interest-earning assets and the weighted

average cost of interest-bearing liabilities.

3) Represents net interest income as a percent of average interest-earning assets.
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4 Represents noninterest expense divided by the sum of net interest income and noninterest income.

(5)For 2007, includes our main office, our five other full-service branch offices, our loan production office in
Wellesley, Massachusetts, our investment advisory service office in Westport, Connecticut, and an office that
houses our processing center.

N/M - not meaningful as non-performing loans as of these dates.
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ITEM 7.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Overview

Income. Our primary source of pre-tax income is net interest income. Net interest income is the difference between
interest income, which is the income that we earn on our loans and investments, and interest expense, which is the
interest that we pay on our deposits and borrowings. Other significant sources of pre-tax income are prepayment
penalties on multi-family, mixed-use and non-residential real estate loans and service charges — mostly from service
charges on deposit accounts — and fees for various services.

Allowance for Loan Losses. The allowance for loan losses is a valuation allowance for losses inherent in the loan
portfolio. We evaluate the need to establish allowances against losses on loans on a quarterly basis. When additional
allowances are necessary, a provision for loan losses is charged to earnings.

Expenses. The noninterest expenses we incur in operating our business consist of salary and employee benefits
expenses, occupancy and equipment expenses, advertising expenses, federal insurance premiums and other
miscellaneous expenses.

Salary and employee benefits consist primarily of the salaries and wages paid to our employees, payroll taxes and
expenses for health insurance, retirement plans and other employee benefits.

Occupancy and equipment expenses, which are the fixed and variable costs of buildings and equipment, consist
primarily of depreciation charges, ATM and data processing expenses, furniture and equipment expenses,
maintenance, real estate taxes and costs of utilities. Depreciation of premises and equipment is computed using the
straight-line method based on the useful lives of the related assets, which range from three to 40 years. Leasehold
improvements are amortized over the shorter of the useful life of the asset or term of the lease.

Advertising expenses include expenses for print, promotions, third-party marketing services and premium items.

Federal insurance premiums are payments we make to the Federal Deposit Insurance Corporation for insurance of our
deposit accounts.

Other expenses include expenses for professional services, office supplies, postage, telephone, insurance, charitable
contributions, regulatory assessments and other miscellaneous operating expenses.

Critical Accounting Policies

We consider accounting policies involving significant judgments and assumptions by management that have, or could
have, a material impact on the carrying value of certain assets or on income to be critical accounting policies. We
consider the following to be our critical accounting policies: allowance for loan losses and deferred income taxes.

Allowance for Loan Losses. The allowance for loan losses is the amount estimated by management as necessary to
cover probable credit losses in the loan portfolio at the statement of financial condition date. The allowance is
established through the provision for loan losses, which is charged to income. Determining the amount of the
allowance for loan losses necessarily involves a high degree of judgment. Among the material estimates required to
establish the allowance are: loss exposure at default; the amount and timing of future cash flows on impacted loans;
value of collateral; and determination of loss factors to be applied to the various elements of the portfolio. All of these
estimates are susceptible to significant change. Management reviews the level of the allowance on a quarterly basis
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and establishes the provision for loan losses based upon an evaluation of the portfolio, past loss experience, current
economic conditions and other factors related to the collectibility of the loan portfolio. Although we believe that we
use the best information available to establish the allowance for loan losses, future adjustments to the allowance may
be necessary if economic conditions differ substantially from the assumptions used in making the evaluation. In
addition, the Office of Thrift Supervision, as an integral part of its

25

51



Edgar Filing: NORTHEAST COMMUNITY BANCORP INC - Form 10-K

Index

examination process, periodically reviews our allowance for loan losses. The Office of Thrift Supervision could
require us to recognize adjustments to the allowance based on its judgments about information available to it at the
time of its examination. A large loss could deplete the allowance and require increased provisions to replenish the
allowance, which would negatively affect earnings. For additional discussion, see note 1 of the notes to the
consolidated financial statements included elsewhere in this filing.

Deferred Income Taxes. We use the asset and liability method of accounting for income taxes as prescribed in
Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes.” Under this method, deferred
tax assets and liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases. If current
available information raises doubt as to the realization of the deferred tax assets, a valuation allowance is
established. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. We exercise
significant judgment in evaluating the amount and timing of recognition of the resulting tax liabilities and

assets. These judgments require us to make projections of future taxable income. The judgments and estimates we
make in determining our deferred tax assets, which are inherently subjective, are reviewed on a continual basis as
regulatory and business factors change. Any reduction in estimated future taxable income may require us to record a
valuation allowance against our deferred tax assets. A valuation allowance would result in additional income tax
expense in the period, which would negatively affect earnings.

Sale of New York City Branch Office

In June 2007, the Bank completed the sale of its branch office building located at 1353-55 First Avenue, New York,
New York. The purchase price for the building was $28.0 million. The Bank received $10.0 million in cash at
closing. The remaining $18.0 million will be paid in two installments of $9.0 million on each of June 30, 2008 and
June 30, 2009, pursuant to a zero coupon promissory note secured by a purchase money real estate mortgage,
assignment and security agreement. The zero coupon note was recorded at its present value of $16.3 million.

The sale of the branch office resulted in a pre-tax gain of $19.0 million, or a net gain of $10.8 million after providing
for $8.2 million in income taxes. The sale also provided an increase in total assets of $19.0 million represented by
increases of $9.1 million in cash and $16.3 million in loans receivable partially offset by decreases of $6.2 million in
property and equipment and $263,000 in other assets. The sale resulted in the accrual of $8.2 million of income taxes
on the sale gain.

In connection with the sale of the branch office building, the Bank entered into a 99-year lease agreement to enable
the Bank to retain a branch office at 1353-55 First Avenue. This lease will be effective upon the completion of the
renovation of the property (projected to be in 2010). We have temporarily relocated our First Avenue branch office to
1470 First Avenue while 1353-55 First Avenue is being renovated.

Acquisition of the Business Assets of Hayden Financial Group LL.C

On November 16, 2007, the Bank acquired the operating assets of Hayden Financial Group LLC (“Hayden”), an
investment advisory firm located in Connecticut, at a cost of $2.0 million. The Bank paid $1.3 million at closing, and
$700,000 will be paid in four annual installments of $175,000. The acquisition of these business assets has enabled
the Bank to expand the services it provides to include investment advisory and financial planning services to the
then-existing Hayden customer base as well as future customers through a networking arrangement with a registered
broker-dealer and investment adviser. In connection with this transaction, we acquired intangible assets related to
customer relationships of $710,000 and goodwill of $1,310,000 and booked a note payable with a present value of
$625,000. The intangible asset has been determined to have an 11.7-year life and, absent impairment issues, will be
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amortized to operations over that period using the straight-line method. Both the intangible assets and goodwill will
be subject to impairment review on no less than an annual basis. The note is payable in four annual installments, one
on each succeeding note anniversary date, of $175,000. The note was initially recorded at $625,000, assuming a
4.60% discount rate. The note payable balance at December 31, 2007 was $627,000 and note discount accreted during
2007 totaled $2,000. The acquired business is being operated as a
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division of the Bank and, during the period owned in 2007, generated total revenues of approximately $69,000 and net
income of approximately $2,000.

Balance Sheet Analysis

Overview. Total assets at December 31, 2007, increased $55.5 million, or 19.2%, to $343.9 million from total assets
of $288.4 million at December 31, 2006. The increase was primarily due to an increase of $81.8 million in loans
receivable, net, partially offset by a decrease of $24.6 million in securities and $6.6 million in premises and
equipment. Of the $81.8 million increase in loans receivable, $16.9 million was attributable to the note received in
connection with the sale of our First Avenue branch office. The remaining increase in loans was funded with the
aforementioned decrease in securities and an increase of $37.4 million in deposits.

Loans. Our primary lending activity is the origination of loans secured by real estate. We originate real estate loans
secured by multi-family residential real estate, mixed-use real estate and non-residential real estate. To a much lesser
extent, we originate commercial and consumer loans and purchase participation interests in construction loans. At
December 31, 2007, loans receivable, net, totaled $283.1 million, an increase of $81.8 million, or 40.6%, from total
loans receivable, net, of $201.3 million at December 31, 2006. The promissory note that the Bank received in
connection with the sale of the Bank’s branch office building located at 1353-55 First Avenue, which had a $16.9
million balance at December 31, 2007, is included in the non-residential segment of our real estate loan portfolio for
2007.

The largest segment of our real estate loans is multi-family residential loans. As of December 31, 2007, these loans
totaled $138.8 million, or 49.0% of our total loan portfolio, compared to $110.4 million, or 54.8% of our total loan
portfolio at December 31, 2006. As of December 31, 2007, mixed-use loans totaled $52.6 million, or 18.5% of our
total loan portfolio, compared to $42.6 million, or 21.1% of our total loan portfolio at December 31,

2006. Non-residential real estate loans totaled $79.3 million, or 28.0% of our total loan portfolio at December 31,
2007, compared to $47.8 million, or 23.7% of our total loan portfolio at December 31, 2006. At December 31, 2007
and 2006, one- to four-family residential real estate loans totaled $304,000 and $405,000, or 0.1% and 0.2% of our
total loan portfolio, respectively.

During 2007, we established a new commercial loan department. At December 31, 2007, our commercial loan
portfolio totaled $5.5 million in committed loans, with $3.0 million drawn against such commitments, compared to no
commercial loans at December 31, 2006. In 2007 we also purchased participation interests in construction loans
secured by multi-family, mixed-use and non-residential properties. We perform our own underwriting analysis on
each of our participation interests before purchasing such loans. The outstanding balance of construction loan
participation interests purchased totaled $9.5 million, or 3.3% of our total loan portfolio at December 31, 2007.

In addition, we also originate several types of consumer loans secured by savings accounts or certificates of deposit
(share loans) and overdraft protection for checking accounts which is linked to statement savings accounts and has the
ability to transfer funds from the statement savings account to the checking account when needed to cover

overdrafts. Consumer loans totaled $88,000 and represented 0.03% of total loans at December 31, 2007, compared to
$419,000, or 0.21%, of total loans at December 31, 2006.
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The following table sets forth the composition of our loan portfolio at the dates indicated.

Real estate:
Residential
Real Estate:
One- to
four-family
Multi-family
(D

Mixed-use (1)
Total
residential real
estate loans

Non-residential
real estate (1)
Total real
estate

Construction
loans
Commercial
loans

Consumer:
Overdraft lines
of credit
Passbook loans
Total
consumer
loans

2007
Amount Percent

304
138,767
52,559

191,630

79,305

270,935

9,456

2,977

69
19

88

0.11% $

48.95
18.54

67.60

27.98

95.58

3.34

1.05

0.02
0.01

0.03

2006
Amount Percent

405
110,389
42,576

153,370

47,802

201,172

71
348

419

0.20% $

54.76
21.12

76.08

23.71

99.79

0.04
0.17

0.21

587
100,360
43,919

144,866

46,219

191,085

83
268

351

At December 31,
2005

Amount Percent

(Dollars in thousands)

031% $

52.43
22.94

75.68

24.14

99.82

0.04
0.14

2004
Amount Percent

837
99,400
38,287

138,524

29,785

168,309

96
270

0.49% $

58.93
22.70

82.12

17.66

99.78

0.06
0.16

2003
Amount Percent

985
86,000
40,457

127,442

27,795

155,237

113
207

0.63%

55.29

26.01

81.93

17.87

99.80

0.07
0.13
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