) vank

SuMMIT BANCORP, IINC.

A re re uwual R e p ort




FinanciaAL HIGHLIGHTS

At June 30/(Dollars in thousands except per share data): 1993 1992 1991
Total assets $201,074 $163,646 $131,252
Loans receivable and mortgage-backed securities 184,769 137,898 115,506
Deposits 167,761 135,282 93,959
Advances from Federal Home Loan Bank 6,000 2,000 11,600
Shareholders’ equity 15,159 12,377 10,232
Book value per share 729 6.13 5.09
Tangible equity to assets 7.30% 7.20% 7.80%
For the year ended June 50,
WEIGHTED AVERAGE YIELD:
Loans and mortgage-backed securities 8.27% 9.60% 10.27%
Cash and investments 6.25 6.38 746
Combined 8.07 9.29 9.97
WEIGHTED AVERAGE COST OF FUNDS:
Deposits 4.54 597 7.66
Borrowings 9.13 9.03 9.60
Combined 4.96 6.54 8.08
Interest rate spread 341 2.75 1.89
Net interest margin 533 2.93 2.46
Net income before federal income tax expense

and extraordinary item $ 3,656 $ 3,354 $ 1,485
Federal income tax expense 1,143 917 80
Extraordinary item, net of tax B (327) (39)
Net income 2,513 2,110 1,366
Net income per share 1.20 1.03 .68
Real estate loans originated and purchased 286,577 267,769 161,401
Return on average assets 1.39% 1.50% 1.12%
Return on average shareholders’ equity 18.16 18.75 14.37
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LETTER TO SHAREHOLDERS

To Our Shareholders:

We began the year with two newly-acquired banking centers and finished 1993 with
our announcement of record earnings. Net income for the year ending June 30, 1993 was
$2,513,000, which is a 19% increase over 1992 earnings of $2,110,000. This is an increase we
attribute to our outstanding asset quality, record loan production and improved interest rate
spread. Return on assets for the year was 1.4% and return on equity was 18.2%. We are pleased
with both of these ratios as we absorbed overhead costs of the two new branches which we
acquired in June, 1992. Assets increased 23% during the fiscal year 1993 to $201 million. Our
aggressive program of delivering superior customer service continued to pay off. Deposits
increased 24% over fiscal year 1992 to $168 million. The acquired branches contributed
$12 million, or 9% of this growth.

Loan production for the year totaled $287 million, a record achievement for the Bank.
We also increased the volume of loans serviced for others to $107 million at year end 1993, up
from $88 million last year as part of management’s plan to build long-term value for your
company.

During the second quarter we sought to reduce the Bank’s exposure to interest rate
changes primarily through the addition of assets with adjustable rates. We are pleased to
report that the difference between maturities and/or repricings of interest-earning assets and
interest-bearing liabilities has been narrowed considerably. This measurement, called the
asset and liability gap, was negative 5.8% for the one to three year interval at June 30, 1993
compared to negative 21.5% at June 30, 1992.

The quality of our assets is excellent. The ratio of non-performing loans to total assets
was less than a quarter of a percent at June 30, 1993, representing a reduction of more than
50% from last year’s already low level. In addition, the Bank had no real estate held for sale
at June 30, 1993. We will continue to place great emphasis on asset quality in our future

operations.
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While the numbers tell you part of the story, the year saw some other important mile-
stones for Summit. Michael Riley, a long-time Northwest banker and director of the Bank since
1990, joined our senior management team as President and Chief Executive Officer.

We were deeply saddened by the death of James Huber, who was a founding director
of Summit Savings Bank and Chairman of the Board for our first seven years. Jim was a good
friend to all of us at Summit.

Once again, the Seattle Times honored your company with inclusion in the listing of
the Top 100 Northwest Public Companies. Our position improved to the 6th best company, up
from 18th the year before. We are also pleased to be recognized as the top ranked financial
institution based on our performance.

In April, we welcomed Margaret Hofman to our board of directors. Mrs. Hofman is an
experienced and capable executive, who is a CPA and serves as President and Chief Executive
Officer of Fluke Capital Management, L.P.

We are particularly pleased with the strength and experience demonstrated by our
senior management team and the superb efforts of the employees who serve our customers.
We never let ourselves lose sight of the fact that our success relies on serving customers who
choose Summit Savings Bank for their savings and lending needs.

We look forward to the opportunities of the coming year. We continue to focus on
providing superior customer service, maintaining the enviable quality of our loan portfolio,
and increasing long-term income streams. We are continuing to seek opportunities to add
value to your company through growth, sound financial performance and by providing
service to the communities in which we do business.

Thank you for your continued support,

L. Michael Riley John D. Cadigan

President and Chief Executive Officer Chairman of the Board
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Summjt Savings Bank,

a subsidiary of Summit

Bancorp, Inc., celebrated 10

years of financial service in April of 1993. Our business strategy

of attracting consumer deposits and originating residential

loans continues to prove very successful.

to go the extra mile to serve our customers. Top people give us a substantial competitive edge

as today’s sophisticated consumer looks for added-value in all their financial decisions. Our

team of professionals are dedicated to serving their customers. We are particularly proud

of our Financial Services Specialists who maintain the loyalty of our deposit customers.
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These personable, motivated and well-trained bankers go out of their way to meet

our customers’ needs resulting in our ability to attract and retain savings deposits. These

efforts are reflected in our deposit growth.

The 1993 lending market was driven by record low interest rates. The Summit

Savings Bank lending team was able to originate a record number of purchase and refinance

loans. Loan production was generated through our staff of retail loan officers in the three

banking centers and from a network of experienced wholesale
mortgage companies.

1993 saw the successful integration of two new offices

added through acquisition
250,000
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Non-Performing Loans ) :
and Real Estate centers are in Bellingham,
100,000 Held for Sale
to Total Asset : .
o e S serving the Northern portion
50,000
of the Puget Sound basin, and in Tacoma, which serves the
1991 1992 1993 southern end of Puget Sound. Together both offices joined our

Loan Production

Bellevue home office in making a balanced contribution of
savings deposits and loan originations.
‘We continued to improve our asset quality as well, with prudent underwriting policies
rewarding us with a strong portfolio. During 1993, Summit Savings Bank also added to our
commitment to service a larger percentage of the loan volume we originate, demonstrating our

emphasis on building shareholder value.

JAMES D. HUBER
194410 1992
We honor the memory of James D. Huber,
a valued and appreciated member of the

Summit Savings Bank team. Jim helped found
our instilution, served as a director:
Jrom 1981 to 1992, and as Board Chairman
Jrom 1984 10 1989.
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_» i‘ ashington has continued to show the strengths of a state with a diversified
economic base. Long range bright spots in the Northwest economy continue to be high
technology, tourism and international trade. The high quality of life and healthy, rewarding
work environment attracts both growing companies and people seeking to improve their lives.
The much publicized success of many Northwest companies has generated substantial
investor interest in our area. Summit Savings Bank has positioned itself to continue to add

shareholder value through a

Current banking centers and .
focused business strategy,

Juture growth opportunities ) : - p— i
Jfor Summit Savings Bank. - Y superior customer service
and prudent growth.
3 Qp . :g:\ [
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FinanciAL CONDITION AND REsuULTs OF OPERATIONS

General

Summit Bancorp, Inc. (“Holding Company” or “Company”) is a bank holding company formed in May 1992. Summit
Savings Bank (“Summit” or “Bank”), a wholly-owned subsidiary of the holding company, is a state-chartered stock savings bank
serving Western Washington through three locations. The Bank has two subsidiaries, Summit Services, Inc. and Summit Capital
Corporation. Summit Services, Inc. discontinued the sale of life insurance products in fiscal 1991 and currently services the existing
portfolio of these products. Summit Capital is a finance subsidiary formed in fiscal 1988 for the purpose of issuing a collateralized
mortgage obligation.

In December 1991, the Bank converted its charter from a state-chartered savings and loan regulated by the Office of Thrift
Supervision, to its present charter. Summit Savings Bank is regulated by the Washington State Division of Banking and the Federal
Deposit Insurance Corporation (“FDIC”). The deposits of the savings bank are insured by the FDIC under the Savings Association
Insurance Fund (“SAIF”).

In May 1992, the formation of a bank holding company, Summit Bancorp, Inc., was completed. Under this organizational
structure, shareholders exchanged their shares of Summit Savings Bank stock for an equal number of shares of Summit Bancorp
stock. The Federal Reserve Bank (“FRB”) has regulatory oversight of the Holding Company.

In June 1992, two branches of Cascade Savings Bank, FSB were acquired. The branches, which are located in Bellingham
and Tacoma, Washington, were accounted for using the purchase method of accounting. Deposits of $34.1 million were assumed
in addition to $9.5 million of loans, the branch facilities and land. The branches contributed $12 million of deposit growth and $59
million of new loan originations during fiscal 1993.

Leo Michael Riley, a Director since April 1990, assumed the position of President and Chief Executive Officer of the
Company in November 1992. Mr. Riley also serves as a member of the Board of Directors. He was previously Executive Vice
President and Chief Financial Officer of Peoples National Bank of Washington and U.S. Bank of Washington. He is a long-time
resident of Bellevue, Washington.

In November 1992, James F. Grabicki resigned as President and Chief Executive Officer of the Company. Mr. Grabicki will

remain as a Director for the Company until his term expires in November 1993. Additionally, he serves as a Special Consultant to the

Bank until March 1994.

Review of Financial Condition
Total assets at June 30, 1993 were $201.1 million representing a 23% increase from $163.6 million at June 30, 1992.

Shareholders’ equity at June 30, 1993 was $15.2 million, also a 23% increase from $12.4 million at June 30, 1992. The growth in
equity was due primarily to record earnings of $2.5 million for the year.
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Lending and Investing Activities

Loans receivable held for investment and held for sale totaled $147.7 million at June 30, 1993 compared to $110.2 million
at June 30, 1992. The increase of $37.5 million is attributable to record loan production of $286.6 million for fiscal 1993 which
resulted from the favorable interest rate environment. The Bank lends primarily for the purpose of single-family permanent homes
and, to a lesser extent, single-family construction and small multi-family dwellings. Refinance of existing properties contributed
$145.2 million of loan production for the year.

Summit utilizes the secondary market to sell a significant portion of its loan production. During fiscal 1993, 75% of loans
originated were sold into the secondary market. These loan sales serve to reduce the interest rate risk inherent in long-term fixed-
rate loans and provide liquidity needed to originate large volumes of loans. Loans are designated as held for sale or held for
investment at their closing date. Loans held for sale are recorded at the lower of cost or fair value.

The table set forth below shows the Bank’s mortgage loan origination, purchase and sales activities for the periods indicated

(in thousands):

Year ended June 30, 1993 ' 1992 1991

Loans originated:
Loans on existing property:

1-4 family $261,676 $243,640 $148,583

Multi-family 6,920 - =

Commercial 2.755 1,500 -
Construction loans:

1-4 family 11,341 7,254 9,118
Consumer loans 2,539 2,163 2,627
Total loans originated $285,211 $254.537 $160,328
Loans purchased $1,366 $13,232 $1,073
Loans sold $212,787 $222,085 $127,146

Analysis of Loan Portfolio

The Bank originates mortgage loans primarily in Western Washington. Although loan production activity has remained
strong, the decline in the aerospace industry has been a concern in the employment population for the state, as have numerous
mergers of financial institutions. The Bank does not believe its concentrations of lending in these sectors to be significant.
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Concentrations by Type of Loan

At June 30/(Dollars in thousands): 1993

1992

Loans on existing property:

1-4 family $ 83,887

Multi-family 22,228

Commercial 10,613
Construction loans:

1-4 family 6,268

Commercial —
Land loans 330
Consumer loans 1,739
Total loans 125,065
Less:
Deferred loan fees (1,406)
Loans in process of completion (2,738)
Reserve for loan losses (787)

120,154

1-4 family loans receivable held for sale 27.566

Net loans $147,700

Investing Activities

67.1%

AT

85

5.0

:

100.0%

$ 64,350
14,609
12,518

5,392
5,040

586
1,355

101,850

(960)
(1,517)
(636)
98,737

11,511

$110,248

63.2%
14.3
19:5
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—

100.0%

Securities are designated as held for sale or held for investment at the date of purchase. The Bank primarily purchased

adjustable-rate mortgage-backed securities for its investment portfolio which are tied to a variety of indices as part of its asset liability

management. The Bank also purchases securities which are designated as held for sale, for which it may not have the intent to hold

the securities to their maturity. These securities are marked to the lower of cost or their fair value on an aggregate basis. Liquidity

needs, changes in market rates or other factors determine the purchase or sale of the held for sale securities.

Mortgage-backed securities held for investment were $37.1 million at June 30, 1993 compared to $19.8 million at June 30,
1992. The increase reflects the liquidity available from increased refinance activity from the loan portfolio. Securities held for sale
decreased to $4.0 million from $17.3 million at June 30, 1993. Security sales totaled $22.1 million during fiscal 1993. Gains realized on
the sale of securities totaled $367,000, slightly offset by losses realized of $58,000. All of the securities sold were previously designated

as held for sale.
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Investing Activities (continued)

The tables below present the maturities and average yields of securities held for sale and securities held for investment by category of

security at June 30, 1993 (dollars in thousands):

HELD FOR SALE:
One Five
Through Through After
One Year Average Five Average Ten Average Ten Average
or Less Yield Years Yield Years Yield Years Yield
U.S. Treasury Obligations $1,994 7.4% $992 6.5% - - - -
FHLMC Preferred Stock - - - i - - $1.014 7.9%
$1,994 7.4% $992 6.5% - - $1,014 7.9%
HELD FOR INVESTMENT:
One Five
Through Through After
One Year Average Five Average Ten Average Ten Average
or Less Yield Years Yield Years Yield Years Yield
U.S. Government and :
Agency Securities - - - - $2,389 6.5% $34,680 6.3%

Deposit and Borrowing Activities

Deposits for the year increased $32.5 million during fiscal 1993 or 24%. The two branches that were acquired in June 1992
contributed $12 million of this deposit growth. The Bank does not have any brokered deposits.

Federal Home Loan Bank advances increased from $2.0 million at June 30, 1992 to $6.0 million at June 30, 1993, largely
due to increased loan originations. The Bank relies primarily on low-cost borrowings offered by the Federal Home Loan Bank which
can be repaid at any time and, to a lesser extent, short to intermediate term fixed-rate advances.

FHLB Advances:
Weighted
Average
Balance Interest Average
g at Rate at Maximum Amount Weighted
(Dollars in thousands) June 30, June 50, Outstanding Outstanding Rate
1993 $ 6,000 4.11% $ 2,500 $ 4,702 4.48%
1992 ) 2,000 7.02 21,701 11,024 7.24
1991 11,600 8.08 13,600 10,902 8.65
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Results of Operations

The Bank earned net income of $2.5 million for the year ended June 30, 1993 compared to $2.1 million and $1.4 million
for the years ended June 30, 1992 and 1991 respectively.

Net interest income after provision for loan losses was $5.8 million for the year ended June 30, 1993, increased from $4.0
million and $2.8 million for the two prior comparative years. The increase in net interest income is attributable to increases in
interest-earning assets combined with the favorable interest rate environment.

Total interest income increased $1.2 million for the year ended June 30, 1993 compared to the year ended June 30, 1992.
Total interest income for fiscal 1992 increased over fiscal 1991 by $855,000. The primary factor in the increase is from loans
receivable held for investment and held for sale. Interest on loans receivable increased $853,000 for fiscal year 1993 compared to
fiscal 1992, due to an increase in average balances of $28.6 million offset by a decrease in average rates received of 1.6%. The
increase from 1991 to 1992 was also due to an increase in average balances of $12.0 million offset by a decline in average rates
received of .5%. Fiscal 1992 reflected an increase of $732,000 compared to fiscal 1991 due to an increase in average balances of $54.4
million, only slightly offset by declining rates. The steadily increased balances, combined with decreasing average rates received,
reflect the decline in long-term rates over the past two years.

An additional factor in the increase of interest on loans is the amount of loans sold where Summit continues to service the
loans. These loans earn interest for a longer period of time until the funding of the sale is completed.

Interest and dividends from other securities including mortgage-backed securities, debt securities, federal funds sold and
other securities increased $328,000 for the year ended June 30, 1993 compared to 1992, also due to increased balances offset by
lower rates. Similarly, an increase of $123,000 was realized during the year ended June 30, 1992 compared to 1991 for like reasons.

Total interest expense decreased $315,000 for the year ended June 30, 1993 compared to last year. Interest expense on
deposits is the most significant component of interest expense for the Company. Deposits increased $32.5 million, therefore interest
expense was increased by $501,000 in spite of declining rates paid. Interest on Federal Home Loan Bank advances and collateralized
mortgage obligations decreased $803,000 due to decreases in average balances. Average balances on advances decreased $6.3 million
during 1993 compared to 1992, in addition to the decrease in average rates paid of 2.8% from 1992 to 1993. The average balance on
the collateralized mortgage obligation decreased $2.1 million as the result of the paydown of the underlying collateral from additional
refinance activity. The average rates paid on the bonds increased .3% from 1992 to 1993 as the paydown resulted in additional
amortization of discount and prepaid costs associated with the issuance of the bonds.

Provision for loan losses decreased $326,000 from 1992 to 1993. Total provision for the year ended June 30, 1993 was
$165,000 compared to $491,000 during June 30, 1992. During fiscal 1992, a classified multi-family loan was written down by
$428,000 prior to transferring the asset to real estate held for sale. The property was sold during fiscal 1992.
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Rate/Volume Analysis

The table below sets forth information regarding changes in interest income and interest expense for the years indicated.
For each category of interest-earning assets and interest-bearing liabilities, information is provided on changes attributable to
changes in volume and changes in interest rates. Changes attributable to the combined impact of volume and rate have been
allocated proportionately to the change due to volume and the change due to rate.

6/30/93 compared to 6/30/92 6/30/92 compared to 6/30/91 6/30/91 compared to 6/30/90
Increase (Decrease) Increase (Decrease) Increase (Decrease)
Due to Due to Due to
(Dollars in thousands) Volume Rate Total  Volume Rate Total  Volume Rate Total
Interest income attributable to:
Loans receivable $2,122 $(1,269) $ 853 $ 1,215 $ (481) $ 732 $ 7,288 $(5,964) $1,324
Mortgage-backed securities 411 (287) 124 289 (31) 258 1,127 (830) 297
Federal funds sold (3) 15 12 672 (924) (252) (564) 321 (243)
Interest-bearing deposits 65 (179) (114) 3) 9 6 (616) 582 (234)
Other 417 (111) 506 168 (57) 111 2,619 (2,850) (231)
Total interest-earning
assets $3,012 $(1,831) $1,181 $ 2,339 $(1,484) $ 835 $ 9,854 $(8,941) $ 913
Interest expense attributable to:
Deposits:
Savings and checking
with interest $ 46 $ 23 $ 69 $ 23 $ (1 $ 12 $ (459) $ 353 $ (106)
Money market accounts 43 102 145 (467) 359 (108) 127 (49) 78
Certificates of deposit 776 (489) 287 4,240 (4,591) (351) 9 “4) 5
Federal Home Loan
Bank advances (353) (235) (588) 11 (156) (145) 228 (75) 155
Collateralized mortgage
obligation (296) 81 (215) (93) 50 (38) (278) 166 (112)
Other borrowings (8) ) 15) 4 @) 3) B - =
Total interest-bearing
liabilities $ 208 $ (523) $ (315) $5,718 $(4,351) $@®33) $ (373) $ 391 $ 18
Change in net interest
income $2,804 $(1,308) $1,496 $(1,379)  $2.867 $1,488 $10,227 $(9,332) $ 895
e i T B o e .o .o I rn & S w &8 i d i a r e s



Average Balances and Net Interest Income

1993 1992 1991
Avg Rate Avg Rate Avg Rate
Average Income/  Earned/ Average Income/ Earned/ Average Income/  Earned/
(Dollars in thousands) Balance Expense Paid  Balance Expense Paid  Balance Expense Paid
Interest-earning assets:
Loans receivable $129,369 $10,816 8.3%  $100,723 $ 9,963 9.9%  $ 88,744 $9,231 10.4%
Mortgage-backed
securities 32,359 2,115 6.5 23,891 1,991 83 20,429 1,735 8.5
Federal funds sold 1,500 32 2.1 2,381 112 1,404 75 5.5
Interest-bearing deposits 2,775 87 34 1,578 291 14.0 4,476 513 115
Other 8,168 927 113 8,075 509 6.3 5,581 389 _6.9
Total interest-earning
assets 174,171 13,977 8.0% 136,648 12,796 9.4% 120,634 11,941 9.9%
Cash 2,575 1,180 1,155
Other assets 5817 5,076 3,002
$182,361 $142,904 $124,791
Interest-bearing liabilities:
Deposits:
Savings and checking
with interest $ 5,586 $ 169 30% $ 3,846 $ 102 27% $ 1,908 $ 88 4.6%
Money market accounts 14,424 513 3.6 9,862 368 3.7 7,503 476 6.3
Certificates of deposit 129,155 5,981 4.6 90,492 5,692 6.3 75,633 6,045 79
FHLB advances 4,000 211 53 11,024 799 72 10,902 944 8.7
Collateralized mortgage
obligation 9,818 1,095 112 11,957 1,310 10.9 12,762 1,348 10.6
Other borrowings 436 e 10.1 516 57 11.0 846 60 7
Total interest-bearing
liabilities 163,419 8,013 4.9% 127,697 8,328 _6.5% 109,554 8.961 8.2%
Non interest-bearing
deposits 2557 1,936 1,225
Other liabilities 2,817 1,802 4,321
Total liabilities 168,593 131,435 115,100
Shareholders’ equity 15,768 11,469 9.691
$182,361 $142,904 $124,791
Net interest income
and margin $ 5,964 _3.4% $ 4,468 _3.3% w 2.5%

* Nonaccrual loans have been included in the average balance calculations.

* Loan fees of $423,000, $374,000, and $239,000 have been included in interest income on loans receivable for 1993, 1992 and 1991.

* Average balances were calculated as simple averages of beginning and ending balances for the periods shown.
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Results of Operations (continued)

Other income for 1993 was $3.5 million compared to $3.4 million for 1992. Gain on sale of loans for 1993 increased
$566,000 over 1992 as the result of an increase in the volume of loans sold. Loan servicing income decreased by $164,000 during the
year, however, refinance activity accelerated the amortization of capitalized servicing associated with loans serviced for others. Gain
on sale of securities also decreased from $621,000 in 1992, resulting from a restructure of the balance sheet, to $309,000 in 1993. The
proceeds from the sale of securities in 1993, which were classified as held for sale, were used to repay Federal Home Loan Bank
borrowings during the fourth quarter of fiscal 1993. Other income for 1992 of $3.4 million was a significant increase over 1991 due to
increased mortgage banking activity and the sale of securities from the restructure.

Other expense increased $1.6 million during fiscal 1993 compared to fiscal 1992, reflecting the additional operating
expenses associated with the acquisition of two banking centers in June 1992. Compensation and benefits increased $961,000 for
1993, again due largely to the additional centers and to a lesser extent to commissions paid on additional loan originations.
Insurance expense increased $113,000 as a result of deposit insurance premiums on the acquired deposits and from deposit growth
during the year. Occupancy expenses, data processing costs and other expenses also increased due to the acquisition and growth
associated with increased mortgage banking activity. Other expenses for 1992 also increased due to increased loan
production and one-time costs associated with the acquisition of the new centers.

During the fiscal year 1993, the Company adopted SFAS No. 109, “Accounting for Income Taxes”, with no material
financial impact. The current provision for income taxes for 1993 was $1.1 million compared to $917,000 for 1992. During fiscal year
1990, the tax bad debt deduction for fiscal 1987 was recalculated based upon interpretive rulings of the Internal Revenue Service.
This resulted in $1.8 million in additional tax losses which were carried forward and used to offset book taxable income in fiscal
1990, 1991 and a portion in fiscal 1992. There were no remaining loss carryforwards to be used in fiscal 1993 and tax was provided
for at normal rates.
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Asset Quality

Asset quality for the Bank is excellent as demonstrated by the percentage of non-performing loans and real estate held for
sale to total assets of .21% at June 30, 1993 compared to .69% at June 30, 1992. Non-performing loans for the Bank consist of three sin-
gle-family loans which have been placed on a non-accrual status. Additionally, the Bank had no real estate held for sale at June 30,
1993. During the year, $776,000 of real estate held for sale was sold with no material financial impact on the Bank.

Management classifies any assets identified as problem assets in conformity with FDIC regulations. At June 30, 1993, the
Bank had six loans which were classified as substandard due to defined weaknesses totaling $540,000. These loans consist of three
single-family permanent loans totaling $290,000, a personal line of credit for $7,000 and two commercial building loans for $243,000.
Management does not believe that any of these classified loans will result in a loss to the Bank.

At June 30, 1995 and 1992 there were no loans past due ninety days or more which were still accruing interest. The Bank
had no restructured loans during 1993 or 1992.

The following table sets forth information with respect to the Bank’s nonaccruing loans, real estate held for sale and other classified
assets at the dates indicated. All amounts represent book value less specified loss reserves and carrying costs.

% of % of % of

Total Total Total

(Dollars in thousands) 1993 Assets 1992 Assets 1991 Assets

Nonaccruing loans:

1-4 family $412 2% $ 358 2% $ 578 4%
Multi-family = = = = 554 4
Commercial real estate - - - - 552 _4

Total 412 2% 358 2% 1,664 1.2%
Real estate held for sale - - 776 5 74 A
Other classified loans 540 i - - 430 5

Total $952 5% $1,134 7% $2,168 1.6%

General loan loss reserves are established to provide for inherent loan portfolio risks not specifically identified and
provided for. Management evaluates the risk associated with the loan portfolio on an ongoing basis by using historical loss
information, current economic conditions and other relevant factors. At June 30, 1993, the general loan loss reserve totaled $787,000.
There were no specific loan loss reserves identified.

Interest income on nonaccrual loans which would have heen recorded under contractual terms was $22,000, $24,000 and
$98,000 for 1993, 1992 and 1991, respectively. Of the amounts not accrued, $18,000 for 1992 and $59,000 for 1991 were subsequently
collected.
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Allocation of the Allowance for Loan Losses

The following table presents an allocation of the general allowance for loan losses by loan category (dollars in thousands).
Although the reserves have been allocated to various types of loans, it is a general reserve and can be utilized for any portion of the
portfolio as needed.

At June 30, 1993 1992

Percent of Percent of
General General
Amount Allowance Amount Allowance
Construction:
1-4 family $ 40 5.0% $ 66 5.3%
Commercial - - 50 3.0
Permanent:
1-4 family 357 45.4 150 63.2
Multi-family 175 222 150 14.3
Commercial 200 254 200 : 123
Land 5 .6 10 .6
Consumer _ 10 13 _ 10 13
Total $787 100.0% $636 100.0%

The table below presents an analysis of loans charged off during the periods ended June 30 (dollars in thousands):

1993 1992

Commercial construction - $ 7
Multi-family permanent - 428
Consumer _$14 _5
$14 $440

Asset and Liability Management

The Bank’s Asset Liability Committee monitors and manages interest rate risk and liquidity needs on an ongoing basis.
Controlling the impact of interest rate movement is a primary goal and various tools are used to measure and adjust the sensitivity
of earnings to interest rate changes.

One method of measuring the Bank’s sensitivity to interest rate changes is to calculate the asset and liability gap; the
difference between the maturities and/or repricing of interest-earning assets and interest-bearing liabilities. This is only a general
measurement since not all interest rates adjust simultaneously. The Bank also utilizes models to track the effect that changes in rates
could have on interest income given various market assumptions.

During the year, the Bank sought to reduce its exposure to changes in interest rates by narrowing its asset liability gap.

At June 30, 1993, the one to three year cumulative gap to asset ratio was a negative 5.8% compared to negative 21.5% at June 30, 1992.
The addition of adjustable rate mortgage-backed securities and loans receivable, the extension of certificates of deposit into longer
term maturities and the use of interest rate swap transactions were the primary methods of reducing this exposure during 1993.

Management has considered the impact of inflation on its earnings, financial position and capital adequacy. Since changes

in price will not affect the majority of its assets and liabilities, the Company will not be affected materially by inflation.

Time Deposits $100,000 or Greater

3 months 6 months
3 months through through Over 12
At.June 50, 1995/(Dollars in thousands): or less 6 months 12 months months Total
$12,534 $8,350 $7,258 $4,294 $32,436
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Loan Maturity and Rate Sensitivity:

One Year
One Year Through Five Over Five
At June 30, 1993/(Dollars in thousands): or Less Years Years Total
Commercial real estate $2,708 $6,002 $1,903 $10,613
Real estate construction 1,772 2.056 2.440 6.268
$4,480 $8,058 $4,343 $16,881
Fixed-rate loans $1,341 $3,429 $2,706 $ 7,476
Adjustable rate loans 5,139 4,629 1,637 9.405
$4,480 $8,058 $4.,343 $16,881

The following table shows the interest rate sensitivity gaps for the maturities shown and the cumulative interest rate
sensitivity gaps for those periods as of June 30, 1993. Prepayment assumptions have been applied based upon the interest rates of the

assets and/or liabilities.
0-180 180-365 1-3 3-5 5+

(Dollars in thousands) Days Days Years Years Years Total
Loans receivable and

mortgage-backed securities $66,710 $25,279 $25,058 $17,587 $51,722 $186,356
Securities held for sale - 1,994 - 992 - 2,986
Interest-bearing deposits 2,700 . - - B 2,700
Other - - 1,014 1,014
Total interest sensitive assets 69,410 27273 25,058 18,579 52,756 193,056
Adjusted for hedging 26,361 (1,159) (4,218) (3,620) (17,364) -
Total rate sensitive assets adjusted

for hedging 95,771 26,114 20,840 14,959 35,372 193,056
Deposits:

Checking and statement savings 4,276 253 210 174 365 5,278

Money market accounts 14,201 - - - - 14,201

Certificates of deposit 78,200 39,212 11,941 5,660 9,945 144,958
Federal Home Loan Bank advances 4,000 - 2,000 - - 6,000
Collateralized mortgage obligations - . = 8,278 8278
Other borrowings - 371 - 371
Total interest sensitive liabilities 100,677 39,465 14,151 6,205 18,588 179,086
Adjusted for hedging (4,000) - 4,000 - - -
Total rate sensitive liabilities

adjusted for hedging 96,677 39,465 18,151 6,205 18,588 179,086
Interest sensitive gap after hedging (906) (13,351) 2,689 8,754 16,784 13,970
Cumulative interest sensitive gap (906) (14,257) (11,568) (2,814) 13,970 -
Cumulative gap as a percentage of

interest-earning assets (0.47)% (7.38)% (5.99)% (1.46)% 7.24% -
Cumulative gap as a percentage of

total assets (0.45)% (7.09)% (5.75)% (1.40)% 6.95% —~
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ReEPORT OF DELOITTE & TOUCHE, INDEPENDENT AUDITORS

Board of Directors
Summit Bancorp, Inc.
Bellevue, Washington

We have audited the accompanying consolidated statements of financial condition of Summit Bancorp, Inc. (formerly
Summit Savings Bank - See Note 1) and subsidiaries (the Company) as of June 30, 1995 and 1992, and the related statements of
income, shareholders’ equity and cash flows for the three years in the period ended June 30, 1993. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our
audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial

condition of Summit Bancorp, Inc. and subsidiaries as of June 30, 1993 and 1992, and the results of their operations and cash flows
for the three years in the period ended June 30, 1993 in conformity with generally accepted accounting principles.

July 30, 1993
Seattle, Washington
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CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

Year ended June 30/(Dollars in thousands): 1993 1992
ASSETS
Cash $ 2397 $ 2402
Interest-bearing deposits 2,700 2,850
Federal funds sold - 5,000
Mortgage-backed securities held for investment 37,069 19,821
(Fair value of $37,858 and $19,981)
Securities held for sale 4,000 17,320
(Fair value of $4,201 and $17,662)
Federal Home Loan Bank stock, at cost 1,587 1,258
Loans receivable, net:
Held for investment 120,134 98,7537
Held for sale 27,566 11,5611
Accrued interest receivable ' 1,164 1,168
Real estate held for sale, net - 776
Excess servicing premium on loan sales 859 1153
Premises, furniture and equipment 2,575 2,435
Other assets 1.025 1.215
$201,074 $163,646
LIABILITIES AND SHAREHOLDERS EQUITY
LIABILITIES
Deposits $167,761 $135,282
Advances from Federal Home Loan Bank 6,000 2,000
Collateralized mortgage obligations 8,278 11,358
Convertible subordinated debentures 571 501
Accrued interest payable 586 725
Other liabilities 2919 1,403
185,915 151.269
SHAREHOLDERS EQUITY
Preferred stock, par value $.01 per share —
authorized 500,000 shares,
no shares issued or outstanding
Common stock, par value $.01 per share —
authorized 3,500,000 shares,
issued and outstanding 2,079,477 at June 30, 1993
and 2,018,960 shares at June 30, 1992 21 20
Additional paid-in capital 8,626 8,358
Retained earnings 6.512 3.999
15,159 19,377
$201,074 $163,646
See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

Year ended June 30/(Dollars in thousands): 1993 1992 1991
INTEREST INCOME:
Loans receivable $10,816 $9,963 $9,231
Mortgage-backed securities 2115 1,991 1,733
Interest-bearing deposits 119 221 513
Other 927 621 464
Total interest income 15,977 12,796 11,941
INTEREST EXPENSE:
Deposits 6,663 6,162 6,609
Borrowings
Federal Home Loan Bank advances 211 799 944
Collateralized mortgage obligations 1,095 1,510 1,348
Other 44 57 ___60
Total interest expense 8,013 8,528 8,961
Net interest income 5,964 4,468 2,980
Provision for loan losses 165 491 164
Net interest income after provision
for loan losses 5,799 3,977 2,816
OTHER INCOME:
Loan servicing income 165 329 436
Gain on sale of loans 2,882 2,516 1,543
Gain on sale of securities 309 621 38
Other 161 165 147
3,617 3,451 2,164
OTHER EXPENSE:
Compensation and benefits 3,095 2,135 1,811
Occupancy 454 388 388
Insurance 373 260 213
Data processing 279 191 175
Professional services ) 139 161 214
Net cost (benefit) of real estate held for sale (58) 7 16
Other 1,378 914 678
5,660 4,054 3,495
Income before income taxes
and extraordinary item 3,656 3,354 1,485
Provision for federal income taxes:
Deferred - 408 80
Current 1,143 509 =
Income before extraordinary item 2,513 2,437 1,405
Extraordinary item net of tax = (327) (39)
NET INCOME $ 2,513 $2,110 $ 1,366
Earnings per share: =
Net income before extraordinary item $ 120 $ 1.19 $ .70
Extraordinary item = (.16) _ (.02)
Net income $ 120 $ 1.03 $ .68
See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Number of Additional
Shares Common Paid-in Retained
(Dollars in thousands) Outstanding Stock Capital Earnings Total
BALANCE AT JULY 1, 1990 2,009 $20 $8,316 $ 523 $ 8,859
Stock options exercised 2 - 7 B 7
Net income —— i I _1,366 __1.366
BALANCE AT JUNE 30, 1991 2,011 20 _8,323 _1,889 _10,232
Stock options exercised 4 - 15 - 15
Debentures converted 4 - 20 - 20
Net income = i I 2110 _ 2110
BALANCE AT JUNE 30, 1992 2,019 20 _8.358 5999 _12377
Stock options exercised 36 1 138 - 139
Debentures converted 24 - 150 - 130
Net income I — I 2513 _ 2513
BALANCE AT JUNE 30, 1993 M ﬁ $8,ﬁ %ﬂ $15,159
See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CAasH FLows

Year ended June 30/(Dollars in thousands): 1993 1992 1991
OPERATING ACTIVITIES
Net income $ 2515 $ 2,110 $ 1,366
Adjustments to reconcile net income

to net cash provided by operating activities:
Proceeds from sale of loans receivable 210,867 219,585 126,806
Loans held for sale originations, net of changes in loans

in process (221,990) (226,168) (131,396)
Accretion of fees, discounts and premiums, net 2537 89 12
Gain on sale of assets, net (304) (612) (209)
Federal Home Loan Bank (FHLB) stock

dividends (197) (107) (212)
Excess servicing gains on loans sold (146) (274) (512)
Decrease (increase) in accrued interest receivable 4 (73) (66)
Provisions for losses on loans

and real estate held for sale 153 512 195
Decrease (increase) in other assets 149 (618) (14)
Increase (decrease) in accrued interest payable (139) 95 (32)
Increase (decrease) in other liabilities 1,516 (487) 1,145
Net cash used by operating activities (7,337) (5,948) (2,717)
INVESTING ACTIVITIES
Proceeds from debt securities sold 10,233 6,694 4,968
Purchase of debt securities (4,565) (8,538) (9,858)
Purchase of FHLB stock (132) (223) (8,245)
Principal collected on mortgage- backed securities 5,966 3,237 1,644
Purchase of mortgage-backed securities (27,203) (20,784) (15,888)
Proceeds from sale of mortgage- backed securities 11,896 13,932 11,960
Proceeds from sale of FHLB stock = - 8,715
Loans held for investment originations,

net of changes in loans in process (59,380) (25,999) (31,040)
Principal collected on loans receivable 34,509 26,305 17,875
Purchase of loans (1,366) (3,643) (1,073)
Proceeds <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>