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PART I

Item 1. Business

General

Our Company, Prudential Bancorp, Inc. of Pennsylvania (the “Company” or “Prudential Bancorp”), is a Pennsylvania
corporation which was organized as a mid-tier holding company for our bank, Prudential Savings Bank, a
Pennsylvania-chartered, FDIC-insured savings bank (the “Bank” or “Prudential Savings Bank”). Our Bank is a wholly
owned subsidiary of the Company. The Company’s results of operations are primarily dependent on the results of the
Bank. As of September 30, 2009, the Company, on a consolidated basis, had total assets of approximately $514.8
million, total deposits of approximately $432.4 million, and total stockholders’ equity of approximately $55.9 million.

The Company was formed when the Bank reorganized from a mutual savings bank to a mutual holding company
structure in March 2005. Prudential Mutual Holding Company, a Pennsylvania corporation, is the mutual holding
company parent of the Company. As of September 30, 2009, Prudential Mutual Holding Company owns 70.7%
(7,304,914 shares) of the Company’s outstanding common stock and must continue to own at least a majority of the
outstanding voting stock of the Company.

Our Bank is a community-oriented savings bank headquartered in south Philadelphia which was originally organized
in 1886 as a Pennsylvania-chartered building and loan association known as “The South Philadelphia Building and
Loan Association No. 2.”  We grew through a number of mergers with other mutual institutions with our last merger
being with Continental Savings and Loan Association in 1983. We converted to a Pennsylvania-chartered savings
bank in August 2004. Our banking office network currently consists of our headquarters and main office and six
full-service branch offices. Six of our banking offices are located in Philadelphia (Philadelphia County) and one is in
Drexel Hill in neighboring Delaware County, Pennsylvania. We maintain ATMs at six of our banking offices. We also
provide on-line banking services.

In November 2009, the Boards of Directors of the Company, the Bank and Prudential Mutual Holding Company
adopted a Plan of Reorganization whereby the Company and Prudential Mutual Holding Company would convert
their charters from Pennsylvania chartered corporations to federally charted corporations. The Bank will retain its
Pennsylvania savings bank charter. The Plan of Reorganization is subject to the receipt of shareholder and regulatory
approval. The proposal will be voted upon at the next Annual Meeting of Shareholders expected to be held on
February 8, 2010. Following the reorganization, the Bank intends to make an election under Section 10(l) of the Home
Owners’ Loan Act to be treated as a savings association and to have the Company and Prudential Mutual Holding
Company register as savings and loan holding companies with the Office of Thrift Supervision. The Plan of
Reorganization was adopted in order to enable Prudential Mutual Holding Company after it converts to a federal
charter to waive its receipt of cash dividends, thereby avoiding double taxation of the dividends, and to facilitate a
possible second-step conversion at some time in the next several years, which is an integral part of the Company’s
long-term strategic plan.
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We are primarily engaged in attracting deposits from the general public and using those funds to invest in loans and
securities. Our principal sources of funds are deposits, repayments of loans and mortgage-backed securities, maturities
of investment securities and interest-bearing deposits, funds provided from operations and funds borrowed from the
Federal Home Loan Bank of Pittsburgh. These funds are primarily used for the origination of various loan types
including single-family residential mortgage loans, construction and land development loans, non-residential or
commercial real estate mortgage loans, home equity loans and lines of credit, commercial business loans and
consumer loans. We are an active originator of residential home mortgage loans in our market area. Traditionally, our
Bank focused on originating long-term single-family residential mortgage loans for portfolio. In recent years, we have
substantially increased our involvement in construction and land development lending. Such loans typically have
higher yields as compared to single-family residential mortgage loans and have adjustable rates of interest and/or
shorter terms to maturity. As a result of such emphasis, our construction and land development loans grew from $52.1
million or 25.9% of the total loan portfolio at September 30, 2005 to $82.8 million or 32.3% of our total loan portfolio
at September 30, 2006. However 2007 through 2009 saw a decline in our construction and land development loans to
$36.8 million, or 13.9% of total loans at September 30, 2009 due to market conditions. If there is improvement in the
real estate market, our involvement in such lending may increase in the future. See Asset Quality section.

The investment and mortgage-backed securities portfolio has decreased modestly over the last several years from
$227.2 million at September 30, 2007 to $222.5 million at September 30, 2009. A significant portion of our
investment securities consist of debt and mortgage-backed securities with Government Sponsored Enterprises (“GSEs”)
or with U.S. government agencies. At September 30, 2009, our $222.5 million of investment and mortgage-backed
securities had an aggregate gross unrealized loss of $3.3 million due primarily to turbulence in the mortgage industry.

In addition to offering loans and deposits we also offer, on an agency basis, securities and insurance products to our
customers through an affiliation with a third-party broker-dealer.

At September 30, 2009, our total non-performing assets amounted to $5.6 million, or 1.1% of total assets. At
September 30, 2009, non-performing assets consisted of two commercial real estate loans totaling $491,000, one
construction loan totaling $640,000, ten one-to four-family residential mortgage loans totaling $852,000 and three real
estate owned (“REO”) properties totaling $3.6 million. Non-performing assets have increased from a low point in 2006
of $151,000, or .03% of total assets as there has been deterioration of the real estate market in the Philadelphia area
since that time. Loan charge-offs were $262,000 and $504,000 for fiscal years ended 2009 and 2008 respectively. The
charge-offs in the 2009 period represented declines in the market value of the real estate owned properties as they
were transferred from the construction loan portfolio. We recorded provision expense of $1.4 million during fiscal
2009 based on management’s evaluation of the loan portfolio. At September 30, 2009, the ratio of our allowance for
loan losses to non-performing loans was 137.8% increasing from 39.4% at September 30, 2008. See Asset Quality
section.

Our executive offices are located at 1834 Oregon Avenue, Philadelphia, Pennsylvania and our telephone number is
(215) 755-1500.

Market Area and Competition

Our primary market area is Philadelphia, in particular South Philadelphia and Center City, as well as Delaware
County. We also conduct business in Bucks, Chester and Montgomery Counties which, along with Delaware County,
comprise the suburbs of Philadelphia. We also make loans in contiguous counties in southern New Jersey. This area is
referred to as the Delaware Valley region. The Philadelphia metropolitan area is one of the leading regions for biotech
and pharmaceutical research with many of the largest pharmaceutical companies maintaining a presence in the
region. It is also a major health care area with a number of teaching and research hospitals being operated.
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During 2008 and 2009, the Philadelphia area has been affected by the downturn in the national
economy. Manufacturers and retailers reported declines. Overall credit quality on bank loans deteriorated and
residential real estate sales, construction activity, and commercial real estate investment declined. This deterioration in
the local economy  had a negative impact on our loan portfolio which resulted in our decision to increase the
allowance for loan losses. See Asset Quality section.

We face significant competition in originating loans and attracting deposits. This competition stems primarily from
commercial banks, other savings banks and savings associations and mortgage-banking companies. Many of the
financial service providers operating in our market area are significantly larger, and have greater financial resources,
than us. We face additional competition for deposits from short-term money market funds and other corporate and
government securities funds, mutual funds and from other non-depository financial institutions such as brokerage
firms and insurance companies.

Lending Activities

General.  At September 30, 2009, our net loan portfolio totaled $256.7 million or 49.9% of total assets. Historically,
our principal lending activity has been the origination of residential real estate loans collateralized by one- to
four-family, also known as “single-family” homes secured by properties located in our market area. While we have been
making construction loans to developers and homebuilders for more than 25 years, we substantially increased our
construction and land development lending activities from fiscal 2000 to 2006, however at September 30, 2009, such
loans had decreased from 2006 levels. We also originate, to a lesser degree, multi-family and commercial real estate
loans, home equity loans and lines of credit, commercial business loans and consumer loans. Since the 2006 period,
our one-to four-family residential loans increased while the construction loan portfolio decreased as market conditions
became less favorable for construction lending.

The types of loans that we may originate are subject to federal and state laws and regulations. Interest rates charged by
us on loans are affected principally by the demand for such loans and the supply of money available for lending
purposes and the rates offered by our competitors. These factors are, in turn, affected by general and economic
conditions, the monetary policy of the federal government, including the Federal Reserve Board, legislative tax
policies and governmental budgetary matters.

3
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Loan Portfolio Composition. The following table shows the composition of our loan portfolio by type of loan at the
dates indicated.

September 30,
2009 2008 2007 2006 2005

Amount % Amount % Amount % Amount % Amount %

   (Dollars in thousands)

Real estate
loans:
One- to
four-family
residential(1) $201,396 75.98 % $191,344 74.02 % $159,945 67.85 % $155,454 60.69 % $135,394 67.22 %
Multi-family
residential 4,178 1.58 % 2,801 1.08 % 4,362 1.85 % 5,074 1.98 % 2,541 1.26 %
Commercial
real estate 19,907 7.51 % 20,518 7.94 % 18,019 7.64 % 11,339 4.42 % 9,875 4.90 %
Construction
and land
development 36,764 13.87 % 42,634 16.49 % 52,429 22.24 % 82,800 32.33 % 52,093 25.86 %
Total real
estate loans 262,245 98.94 % 257,297 99.53 % 234,755 99.58 % 254,667 99.42 % 199,903 99.24 %
Commercial
business 2,232 0.84 % 465 0.18 % 155 0.07 % 234 0.09 % 188 0.09 %
Consumer 586 0.22 % 739 0.29 % 832 0.35 % 1,239 0.49 % 1,347 0.67 %
Total loans 265,063 100.00% 258,501 100.00% 235,742 100.00% 256,140 100.00% 201,438 100.00%
Less:
Undisbursed
portion of
loans in 
process 6,281 13,515 15,897 36,257 25,824
Deferred loan
fees (644 ) (574 ) (315 ) (153 ) (35 )
Allowance
for loan
losses 2,732 1,591 1,011 618 558
Net loans $256,694 $243,969 $219,149 $219,418 $175,091

(1)  Includes home equity loans and lines of credit of $12.6 million and $9.4 million, respectively, as of September
30, 2009.

Contractual Terms to Final Maturities.  The following table shows the scheduled contractual maturities of our loans as
of September 30, 2009, before giving effect to net items. Demand loans, loans having no stated schedule of
repayments and no stated maturity, and overdrafts are reported as due in one year or less. The amounts shown below
do not take into account loan prepayments.
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One-to-Four Construction
Family Multi-family Commercial and Land Commercial

Residential Residential
Real
Estate Development Business Consumer Total

 (In Thousands)
Amounts due after
September 30, 2009
in:
 One year or less $ 3,437 $ - $ 257 $ 31,860 $ 271 $ 87 $ 35,912
 After one year
through two years 3,700 - 1,919 1,927 76 92 7,714
 After two years
through three years 2,031 21 491 - - 60 2,603
 After three years
through five years 10,607 267 936 2,977 160 234 15,181
 After five years
through ten years 38,464 1,575 14,264 - 727 82 55,112
 After ten years
through fifteen years 95,514 2,267 1,827 - 856 31 100,495
 After fifteen years 47,643 48 213 - 142 - 48,046
Total $ 201,396 $ 4,178 $ 19,907 $ 36,764 $ 2,232 $ 586 $ 265,063

4
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The following table shows the dollar amount of all loans due after one year from September 30, 2009, as shown in the
table above, which have fixed interest rates or which have floating or adjustable interest rates.

Floating or
Fixed-Rate Adjustable-Rate Total
(In Thousands)

One- to four-family residential (1) $ 186,380 $ 11,579 $ 197,959
Multi-family residential 4,178 - 4,178
Commercial real estate 17,499 2,151 19,650
Construction and land development 500 4,403 4,903
Commercial business 1,886 76 1,962
Consumer 449 50 499
 Total $ 210,892 $ 18,259 $ 229,151

(1) Includes home equity loans and lines of credit.

        The Company originations one, three, and five year adjustable rate mortgages. None of these mortgages have
artificially low initial interest rates commonly known as “teaser rates”.

Loan Originations.  Our lending activities are subject to underwriting standards and loan origination procedures
established by our board of directors and management. Loan originations are obtained through a variety of sources,
primarily existing customers as well as new customers obtained from referrals and local advertising and promotional
efforts. We also use loan correspondents and brokers as a source for a substantial part of our residential mortgage
loans, either having them originate such loans using our documentation or purchasing such loans from them
immediately upon closing. Consumer loan applications are taken at any of our offices while loan applications for all
other types of loans are taken only at our main office. All loan applications are processed and underwritten centrally at
our main office.

Our single-family residential mortgage loans are written on standardized documents used by the Federal Home Loan
Mortgage Corporation (“FHLMC” or “Freddie Mac”) and Federal National Mortgage Association (“FNMA” or “Fannie
Mae”). Property valuations of loans secured by real estate are undertaken by independent third-party appraisers
approved by our board of directors. The secondary mortgage market has been adversely impacted in recent periods
and through the filing date of this Annual Report on Form 10-K by deteriorating investor demand for mortgage loan
products, particularly with regard to subprime products, as investors are tightening credit standards and offering less
favorable pricing. At both September 30, 2009 and September 30, 2008, the Company had no real estate loans that
would be considered subprime loans, which are defined as mortgage loans advanced to borrowers who do not qualify
for loans bearing market interest rates because of problems with their credit history.  Prudential Savings Bank does not
originate subprime loans. 

In addition to originating loans, we purchase single-family residential loans from correspondents due to limited
demand in our primary market area. However, all of such loans are underwritten by us using our underwriting criteria
and approved by the executive committee or the full board of directors prior to purchase. We also occasionally
purchase participation interests in larger balance loans, typically commercial real estate loans, from other financial
institutions in our market area. Such participations are reviewed for compliance with our underwriting criteria and are
approved by the executive committee or the full board before they are purchased. Generally, loan purchases have been
without any recourse to the seller. However, we actively monitor the performance of such loans through the receipt of
regular reports from the lead lender regarding the loan’s performance, physically inspecting the loan security property
on a periodic basis, discussing the loan with the lead lender on a regular basis and receiving copies of updated
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financial statements from the borrower.
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We have sold participation interests in construction and land development loans originated by us to other institutions
in our market area. In addition, beginning in fiscal 2002, we have sold to the Federal Home Loan Bank of Pittsburgh
pursuant to the Mortgage Partnership Finance program long-term, fixed-rate single-family loans originated which had
interest rates below certain levels established by the board of directors. Such sales provide for a limited amount of
recourse. At September 30, 2009, our recourse exposure was approximately $64,000. When we have sold participation
interests, it has been done without recourse. We generally have sold participation interests in loans only when a loan
would exceed our loan-to-one borrower limits. With respect to the sale of participation interests in such loans, we
have received commitments to purchase such participation interests prior to the time the loan is closed.

As part of our loan policy, we are permitted to make loans to one borrower in an aggregate amount of up to 15% of
the capital accounts of the Bank which consist of the aggregate of its capital, surplus, undivided profits, capital
securities and reserve for loan losses. At September 30, 2009, the Bank’s loans to one borrower limit pursuant to our
loan policy was approximately $8.2 million. At September 30, 2009, our three largest loans to one borrowers and
related entities amounted to $8.3 million, $8.0 million, and $7.7 million. All of such loans were performing in
accordance with their terms and primarily consist of loans to fund single-family residential condominium construction
projects. A policy exception was made related to the largest borrower as of September 30, 2009. The exposure to the
largest borrower has been reduced to $8.0 million which is within our policy limit as of November 30, 2009. For more
information on such loans, see “Construction and Land Development Lending”.

The following table shows our total loans originated, purchased, sold and repaid during the periods indicated.

Year Ended September 30,

2009 2008
 (In Thousands)

Loan originations:
One- to four-family residential $ 46,296 $ 51,289
Multi-family residential 459 -
Commercial real estate 1,855 3,124
Construction and land development 15,399 15,933
Commercial business 4,551 5,464
Consumer 493 773
Total loan originations 69,053 76,583
Loans purchased - -
     Total loans originated & acquired 69,053 76,583
Loans sold - -
Loans transferred to real estate owned 3,142 1,651
Loan principal repayments 51,868 49,281
Total loans sold and principal
repayments 55,010 50,932
(Decrease) or increase due to other
items, net (1) (1,318 ) (831 )
Net increase in loan portfolio $ 12,725 $ 24,820
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(1) Other items consist of loans in process, deferred fees and the allowance for loan losses. The 2009 balance
consisted primarily of the $1.4 million loan loss provision offset by an $85,000 amortization of deferred
loan fee income. The 2008 balance consisted primarily of the $1.1 million loan loss provision offset by a
$253,000 amortization of deferred loan fee income.

One- to Four-Family Residential Mortgage Lending.  Our primary lending activity continues to be the origination or
purchase of loans secured by first mortgages on one- to four-family residences located in our market area. Our
single-family residential mortgage loans are obtained through our lending department and branch personnel and
through correspondents. The balance of such loans increased from $135.4 million, or 67.2% of total loans at
September 30, 2005 to $201.4 million, or 76.0% of total loans at September 30, 2009.

Our single-family residential mortgage loans generally are underwritten on terms and documentation conforming to
guidelines issued by Freddie Mac and Fannie Mae. Applications for one- to four-family residential mortgage loans are
accepted only at our main office. We generally have retained for portfolio a substantial portion of the single-family
residential mortgage loans that we originate, only selling certain long-term, fixed-rate loans bearing interest rates
below certain levels established by the board. All of such loans have been sold to the Federal Home Loan Bank of
Pittsburgh pursuant to the Mortgage Partnership Finance Program. We service all loans that we have originated,
including loans that we subsequently sell. We currently originate fixed-rate, fully amortizing mortgage loans with
maturities of 15, 20 or 30 years. We also offer adjustable rate mortgage (“ARM”) and balloon loans, which are
structured as short-term fixed-rate loans followed by a final payment of the full amount of the principal due at the
maturity date. However, due to local market conditions, our originations of such loans have been limited in recent
years. At September 30, 2009, $11.1 million, or 6.2%, of our one- to four-family residential loan portfolio (excluding
home equity loans and lines of credit) consisted of ARM loans.

We underwrite one- to four-family residential mortgage loans with loan-to-value ratios of up to 95%, provided that the
borrower obtains private mortgage insurance on loans that exceed 80% of the appraised value or sales price,
whichever is less, of the secured property. We also require that title insurance, hazard insurance and, if appropriate,
flood insurance be maintained on all properties securing real estate loans. A licensed appraiser appraises all properties
securing one- to four-family first mortgage loans. Our mortgage loans generally include due-on-sale clauses which
provide us with the contractual right to deem the loan immediately due and payable in the event the borrower transfers
ownership of the property.

Our single-family residential mortgage loans also include home equity loans and lines of credit, which amounted to
$12.6 million and $9.4 million, respectively, at September 30, 2009. The unused portion of home equity lines was
$4.9 million at such date. Our home equity loans are fully amortizing and have terms to maturity of up to 20
years. While home equity loans also are secured by the borrower’s residence, we generally obtain a second mortgage
position on these loans. Our lending policy provides that our home equity loans have loan-to-value ratios, when
combined with any first mortgage, of 80% or less at time of origination, although the preponderance of our home
equity loans have combined loan-to-value ratios of 75% or less at time of origination. We also offer home equity
revolving lines of credit with interest tied to the Wall Street Journal prime rate. Generally, we have a second mortgage
on the borrower’s residence as collateral on our home equity lines. In addition, our home equity lines generally have
loan-to-value ratios (combined with any loan secured by a first mortgage) of 75% or less at time of origination. Our
customers may apply for home equity lines as well as home equity loans at any banking office. While there has been
recent decline in some collateral values, our conservative underwriting guidelines have minimized our exposure in
that regard.
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Construction and Land Development Lending. We have been an active originator of construction and land
development loans for more than 25 years. Our construction loan efforts in recent years have been a growth area for us
because they have shorter terms to maturity and they generally have floating or adjustable interest rates. However,
since 2006, our construction loan portfolio has decreased as market conditions made these loans less desirable due to a
weakening of the real estate market which has caused slower sales and reduced housing prices in certain instances. We
have focused our construction lending on making loans to developers and homebuilders in our primary market area to
acquire, develop and build single-family residences or condominium projects. Our construction loans include, to a
lesser extent, loans for the construction of multi-family residential or mixed-use properties. At September 30, 2009,
our construction and loan development loans amounted to $36.8 million, or 13.9% of our total loan portfolio. This
amount includes $6.3 million of undisbursed loans in process (of which $871,000 relates to participation interests we
have sold). Our construction loan portfolio has decreased substantially since September 30, 2006 when construction
loans amounted to $82.8 million or 32.3% of our total loan portfolio.

A substantial amount of our construction loans are construction and development loans to contractors and builders
primarily to finance the construction of condominium projects, single-family homes and small to medium-sized
residential subdivisions. Loans to finance the construction of condominium projects or single-family homes and
subdivisions are generally offered to experienced builders in our primary market area with whom we have an
established relationship. Residential construction and development loans are offered with terms of up to 36 months
although typically the terms are 12 to 24 months. One or two six-month extensions may be provided for at our option
and upon payment of a fee by the borrower. These extensions are used as an incentive to the borrower to finish the
project in a rapid manner in order to avoid additional fees. The maximum loan-to-value limit applicable to these loans
is 75% of the appraised post construction value and our policies do not require amortization of the principal during the
term of the loan. We often establish interest reserves and obtain personal and/or corporate guarantees as additional
security on our construction loans. Interest reserves are used to pay the monthly interest payments during the
development phase of the loan and are treated as an addition to the loan balance. Interest reserves pose an additional
risk of the Company not being aware of deterioration in the borrowers’ financial condition. In order to help monitor the
risk, financial statements and tax returns are obtained from borrowers on a regular basis. Additionally, constructions
loans are reviewed at least quarterly via a third party loan review. Construction loan proceeds are disbursed
periodically in increments as construction progresses and as inspection by our approved appraisers or loan inspectors
warrants. Our construction loans are negotiated on an individual basis but typically have floating rates of interest
based upon the Wall Street Journal prime rate. Additional fees may be charged as funds are disbursed. In addition to
interest payments during the term of the construction loan, we typically require that payments to principal be made as
units are completed and released. Generally such principal payments must be equal to 110% of the amount attributable
to acquisition and development of the lot plus 100% of the amount attributable to construction of the individual
home. We permit a predetermined number of model homes to be constructed on an unsold or “speculative” basis. All
other units must be pre-sold before we will disburse funds for construction. Our construction loans also include loans
to acquire land and loans to develop the basic infrastructure, such as roads and sewers. The majority of our
construction loans are secured by properties located in Philadelphia and Chester Counties, Pennsylvania. However, we
also make construction loans in Bucks, Delaware and Montgomery Counties, Pennsylvania as well as the New Jersey
suburbs of Philadelphia. In addition, we have sold participation interests in a number of our larger construction
projects, generally retaining at least a 25% interest. Such sales do not provide for any recourse against the Bank.

Set forth below is a brief description of our five largest construction loans.
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Our largest construction and development loan is a $20.0 million loan to a limited partnership sponsored by a
Philadelphia-based regional developer. We sold participation interests totaling $17.5 million to five other local
financial institutions in connection with the closing of the loan in late 2004 and in subsequent years. We also received
additional collateral from the borrower consisting of condominium units in another project with an estimated value of
$4.6 million at the time such collateral was pledged. The project involves the conversion of an existing building into a
mixed-use building which will contain, when completed, loft condominiums above one floor of retail space. This loan
covers the first phase of the project, representing 133 units. The project also involves the construction of both indoor
and outdoor parking lots. The loan has a 36-month term with payments of interest only during the term of the loan and
a floating interest at the Wall Street Journal prime rate plus 1% with a floor of 5.0% with certain provisions for
extensions. The Bank’s outstanding loan balance (with respect to its interest) at September 30, 2009 was approximately
$1.2 million with the total loan balance at such date amounting to approximately $9.8 million. In July 2006, we
extended an additional loan of $9.0 million for the second phase of the project. The new loan terms call for payments
of interest only during the term of the loan and a floating interest at the Wall Street Journal prime rate plus 1% with a
floor of 5.0%. During 2006, we sold participation interests related to the additional loan totaling $5.7 million to three
other local financial institutions. The Bank’s outstanding loan balance (with respect to its interest) at September 30,
2009 was approximately $1.6 million with the total loan balance at such date amounting to approximately $4.4
million. As of September 30, 2009, construction work had been completed and the loan maturity had expired,
although the borrowers are making interest payments on a monthly basis. There are 49 units remaining as part of the
construction loans. All the unsold units are being used as rental properties as a means of paying down the construction
loans during a period when sales have slowed due to current market conditions. Based on the slower than originally
anticipated sales and time elapsed since the original maturity date, the loan has been classified as “substandard”. No
additional specific reserves are deemed necessary as recent appraisals of the collateral exceed the loan balance. During
October 2009, the loan was modified to an amortizing multi-family mortgage loan with interest only payments for the
first 12 months of the loan and principal and interest payments due thereafter until the new loan maturity of October
2013. There was no impact on the expected cash flows as a result of this modification.

In October 2005, we extended a $5.0 million loan, also for the conversion of an existing building located in
Philadelphia into condominiums. The limited partnership is operated by a Philadelphia-based construction
company. The project involves the conversion of the existing building into 34 loft condominium units with outside
parking. The loan has a 24 month term with interest only due during the term and a floating interest rate indexed to the
Wall Street Journal prime rate plus 1%. The loan has a floor of 5.0%. The loan agreement incorporates one six month
extension upon the payment of a fee equal to .5% of the outstanding balance as of the date of the extension. The
loan-to-value ratio at the date of origination was approximately 73%. The loan maturity was extended until April
2010. We retained the entire interest in the loan. As of September 30, 2009, the outstanding loan balance was
approximately $4.5 million and there have been 12 units sold and two units under agreement of sale. Additionally, two
units have been leased. Sales have been slowed due to current market conditions. The loan has been classified as
“substandard” based on slower than originally anticipated sales and the time elapsed since the initial maturity date. The
construction of the project is substantially completed. No additional specific reserves are deemed necessary as recent
appraisals of the collateral exceeded the loan balance.

In June 2006 we extended a $4.0 million construction and land development loan to a local developer to convert an
existing building into 13 condominium units with underground parking located in Philadelphia. The loan has a
24-month term with payments of interest only during the term of the loan and a floating interest rate at the Wall Street
Journal prime rate plus 1% and with a floor of 7.75%. The loan to value ratio of the loan was approximately 69% at
the date of origination without consideration of additional collateral. The additional collateral was 15 real estate
properties with equity of approximately $2.3 million. At September 30, 2009, the outstanding balance of the Bank’s
loan was approximately $3.0 million and the maturity date has been extended to December 2010. Four units have been
sold and settled while an additional five units are pending sale. Since there is no loss anticipated on the project due in
part to the strong collateral position as well as due to recent favorable sale prices on the units, the loan classification
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has been upgraded from “substandard” to “special mention”, although earlier construction delays had been experienced on
the project.
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In September 2007 we purchased a $5.0 million participation interest in a $15.0 million construction and land
development loan to a local limited partnership for the acquisition, development, and construction of a shopping
center in Bucks County, Pennsylvania. Another financial institution is acting as the lead lender. The loan has a
24-month term with payments of interest only during the term of the loan and a floating interest rate at the Wall Street
Journal prime rate plus 0.25%. During 2009, the maturity date was  extended to October 2010 in accordance with
certain pre-approved extension provisions. As of September 30, 2009, the outstanding balance of the Bank’s portion of
the loan was $3.3 million. Although construction is proceeding as scheduled and a portion of the project is pre-leased,
the loan is classified as “special mention” due to the bankruptcy filing by the borrower. Although the bankruptcy filing
primarily relates to issues on other projects of which Prudential has no involvement.

In September 2009, we extended a $3.9 million construction and land development loan to a local developer to
purchase land for future development of 30 single-family residential real estate units. The loan is a variable rate loan
with a floor of 5.5% and is performing in accordance with its terms.

Construction financing is generally considered to involve a higher degree of credit risk than long-term financing on
improved, owner-occupied real estate. Risk of loss on a construction loan depends largely upon the accuracy of the
initial estimate of the property’s value at completion of construction compared to the estimated costs, including
interest, of construction and other assumptions. Additionally, if the estimate of value proves to be inaccurate, we may
be confronted with a project, when completed, having a value less than the loan amount. We have attempted to
minimize these risks by generally concentrating on residential construction loans in our market area to contractors
with whom we have established relationships and by selling, with respect to larger construction and land development
loans, participation interests.

Multi-Family Residential and Commercial Real Estate Loans. At September 30, 2009, our multi-family residential and
commercial real estate loans amounted to $24.1 million or 9.1% of our total loan portfolio. Our commercial real estate
loans increased from $9.9 million or 4.9% of our total loan portfolio at September 30, 2005 to $19.9 million or 7.5%
of our total loan portfolio at September 30, 2009.

Our commercial real estate and residential multi-family real estate loan portfolio consists primarily of loans secured
by small office buildings, strip shopping centers, small apartment buildings and other properties used for commercial
and multi-family purposes located in our market area. At September 30, 2009, the average commercial and
multi-family real estate loan size was approximately $274,000. The largest multi-family residential or commercial real
estate loan at September 30, 2009 was $1.9 million  which was performing in accordance with its terms. Substantially
all of the properties securing our multi-family residential and commercial real estate loans are located in our primary
market area.

Although terms for commercial real estate and multi-family loans vary, our underwriting standards generally allow for
terms up to 20 years with loan-to-value ratios of not more than 70%. Most of the loans are structured with balloon
payments and amortization periods of up to 25 years. Interest rates are either fixed or adjustable, based upon
designated market indices such as the Wall Street Journal prime rate plus a margin or, with respect to our multi-family
residential loans, the Average Contract Interest Rate for previously occupied houses as reported by the Federal
Housing Finance Board. In addition, fees of up to 2% are charged to the borrower at the origination of the loan. We
obtain personal guarantees of the principals as additional collateral for commercial real estate and multi-family real
estate loans.
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Commercial real estate and multi-family real estate lending involves different risks than single-family residential
lending. These risks include larger loans to individual borrowers and loan payments that are dependent upon the
successful operation of the project or the borrower’s business. These risks can be affected by supply and demand
conditions in the project’s market area of rental housing units, office and retail space and other commercial space. We
attempt to minimize these risks by limiting loans to proven businesses, only considering properties with existing
operating performance which can be analyzed, using conservative debt coverage ratios in our underwriting, and
periodically monitoring the operation of the business or project and the physical condition of the property.

Various aspects of commercial and multi-family loan transactions are evaluated in an effort to mitigate the additional
risk in these types of loans. In our underwriting procedures, consideration is given to the stability of the property’s cash
flow history, future operating projections, current and projected occupancy levels, location and physical condition.
Generally, we impose a debt service ratio (the ratio of net cash flows from operations before the payment of debt
service to debt service) of not less than 120%. We also evaluate the credit and financial condition of the borrower, and
if applicable, the guarantor. Appraisal reports prepared by independent appraisers are reviewed by us prior to the
closing of the loan. With respect to participations, we underwrite the loans as if we were the originating lender.

Our origination of commercial real estate and multi-family loans significantly decreased during 2008 and 2009 and
the real estate collateral for these types of loan has declined in value during such period. Although some delinquencies
have existed with respect to these types of loans in our portfolio, no losses have been incurred over the past several
years.

Consumer Lending Activities.  We offer various types of consumer loans such as loans secured by deposit accounts
and unsecured personal loans. Consumer loans are originated primarily through existing and walk-in customers and
direct advertising. At September 30, 2009, $586,000, or 0.2% of the total loan portfolio consisted of these types of
loans.

Consumer loans generally have higher interest rates and shorter terms than residential loans. However, consumer
loans have additional credit risk due to the type of collateral securing the loan or in some cases the absence of
collateral.

Commercial Business Loans.  Our commercial business loans amounted to $2.2 million or 0.8% of the total loan
portfolio at September 30, 2009.

Our commercial business loans typically are made to small to mid-sized businesses in our market area primarily to
provide working capital. Small business loans may have adjustable or fixed rates of interest and generally have terms
of three years or less but may go up to 15 years. Our commercial business loans generally are secured by real estate. In
addition, we generally obtain personal guarantees from the principals of the borrower with respect to all commercial
business loans.

Loan Approval Procedures and Authority. Our board of directors establishes Prudential Savings Bank’s lending
policies and procedures. Our various lending policies are reviewed at least annually by our management team and the
board in order to propose modifications as a result of market conditions, regulatory changes and other factors. All
modifications must be approved by our board of directors.
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Home equity loans and lines of credit up to $100,000 can be approved by one underwriter and either of two lending
officers. Amounts in excess of the individual lending limit with respect to home equity loans and lines of credit must
be approved by our two lending officers, and our President or Chief Financial Officer. All mortgage loans must be
approved by either the executive committee of the board or the full board of directors of Prudential Savings Bank.

Asset Quality

General.  One of our key objectives has been, and continues to be, maintaining a high level of asset quality. In
addition to maintaining credit standards for new originations which we believe are sound, we are proactive in our loan
monitoring, collection and workout processes in dealing with delinquent or problem loans. We also retain an
independent, third party to undertake periodic reviews of the credit quality of a random sample of new loans and all of
our major loans on at least a quarterly  basis.

Reports listing all delinquent accounts are generated and reviewed by management on a monthly basis. These reports
include information regarding all loans 30 days or more delinquent and all real estate owned and are provided to the
board of directors. The procedures we take with respect to delinquencies vary depending on the nature of the loan,
period and cause of delinquency and whether the borrower is habitually delinquent. When a borrower fails to make a
required payment on a loan, we take a number of steps to have the borrower cure the delinquency and restore the loan
to current status. We generally send the borrower a written notice of non-payment after the loan is first past due. Our
guidelines provide that telephone, written correspondence and/or face-to-face contact will be attempted to ascertain
the reasons for delinquency and the prospects of repayment. When contact is made with the borrower at any time prior
to foreclosure, we will attempt to obtain full payment, work out a repayment schedule with the borrower to avoid
foreclosure or, in some instances, accept a deed in lieu of foreclosure. In the event payment is not then received or the
loan not otherwise satisfied, additional letters and telephone calls generally are made. If the loan is still not brought
current or satisfied and it becomes necessary for us to take legal action, which typically occurs after a loan is 90 days
or more delinquent, we will commence foreclosure proceedings against any real property that secures the loan. If a
foreclosure action is instituted and the loan is not brought current, paid in full, or refinanced before foreclosure sale,
the property securing the loan generally is sold at foreclosure and, if purchased by us, becomes real estate
owned. Since there has not been a significant increase in recent years in the loans that are 90 days past due in our
one-to four-family residential portfolio, the Company was not adversely impacted by any recent government programs
related to the foreclosure process.

On loans where the collection of principal or interest payments is doubtful, the accrual of interest income ceases
(“non-accrual” loans). On loans 90 days or more past due as to principal and interest payments, our policy, with certain
limited exceptions with respect to single-family residential mortgage loans, is to discontinue accruing additional
interest and reverse any interest currently accrued. On occasion, this action may be taken earlier if the financial
condition of the borrower raises significant concern with regard to his/her ability to service the debt in accordance
with the terms of the loan agreement. Interest income is not accrued on these loans until the borrower’s financial
condition and payment record demonstrate an ability to service the debt.

Real estate which is acquired as a result of foreclosure or a deed in-lieu of foreclosure is classified as real estate
owned until sold. Real estate owned is recorded at the lower of cost or fair value less estimated selling costs. Costs
associated with acquiring and improving a foreclosed property are usually capitalized to the extent that the carrying
value does not exceed fair value less estimated selling costs. Holding costs are charged to expense. Gains and losses
on the sale of real estate owned are charged to operations, as incurred.
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We account for our impaired loans under generally accepted accounting principles. An impaired loan generally is one
for which it is probable, based on current information, that the lender will not collect all the amounts due under the
contractual terms of the loan. Large groups of smaller balance, homogeneous loans are collectively evaluated for
impairment. Loans collectively evaluated for impairment include smaller balance commercial real estate loans,
residential real estate loans and consumer loans. These loans are evaluated as a group because they have similar
characteristics and performance experience. Larger commercial real estate, construction and commercial business
loans are individually evaluated for impairment on at least a quarterly basis by management  and the independent third
party loan review function. A loan is considered impaired when there is an expectation that the present value of the
future cash flows or the net realizable value of the collateral will not satisfy all the contractual cash flows due. We had
two impaired loans as of September 30, 2009 totaling $1.7 million. Both loans were for construction projects which
experienced deterioration in the value of the real estate collateral securing the loan. The first loan has a remaining loan
balance of $1.0 million for a condominium construction project in Philadelphia. The loan is performing according to
its contractual terms but sales have been slower than originally anticipated and the net realizable value of remaining
collateral is less than the loan amount, thus a $328,000 specific reserve has been established related to the loan. The
second loan has a remaining loan balance of $640,000 for a townhouse construction project in Philadelphia. The loan
is delinquent and in non-accrual status. Additionally, the net realizable value of remaining collateral is less than the
loan amount, thus a $545,000 specific reserve has been established related to the loan. There were two impaired loans
as of September 30, 2008 for $3.6 million of which $3.0 million was transferred to real estate owned during 2009.

Federal regulations and our policies require that we utilize an internal asset classification system as a means of
reporting problem and potential problem assets. We have incorporated an internal asset classification system,
consistent with Federal banking regulations, as a part of our credit monitoring system. We currently classify problem
and potential problem assets as “substandard,” “doubtful” or “loss” assets. An asset is considered “substandard” if it is
inadequately protected by the current net worth and paying capacity of the obligor or of the collateral pledged, if
any. “Substandard” assets include those characterized by the “distinct possibility” that the insured institution will sustain
“some loss” if the deficiencies are not corrected. Assets classified as “doubtful” have all of the weaknesses inherent in
those classified “substandard” with the added characteristic that the weaknesses present make “collection or liquidation in
full,” on the basis of currently existing facts, conditions, and values, “highly questionable and improbable.” Assets
classified as “loss” are those considered “uncollectible” and of such little value that their continuance as assets without the
establishment of a specific loss reserve is not warranted. Assets which do not currently expose the insured institution
to sufficient risk to warrant classification in one of the aforementioned categories but possess weaknesses are required
to be designated “special mention.”

When an insured institution classifies one or more assets, or portions thereof, as “substandard” or “doubtful,” it is required
that a general valuation allowance for loan losses be established for loan losses in accordance with established
methodology. General valuation allowances represent loss allowances which have been established to recognize the
inherent losses associated with lending activities, but which, unlike specific allowances, have not been allocated to
particular problem assets. When an insured institution classifies one or more assets, or portions thereof, as “loss,” it is
required either to establish a specific allowance for losses equal to 100% of the amount of the asset so classified or to
charge off such amount.
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A savings institution’s determination as to the classification of its assets and the amount of its valuation allowances is
subject to review by Federal and state bank regulators which can order the establishment of additional general or
specific loss allowances. The Federal banking agencies, have adopted an interagency policy statement on the
allowance for loan and lease losses. The policy statement provides guidance for financial institutions on both the
responsibilities of management for the assessment and establishment of allowances and guidance for banking agency
examiners to use in determining the adequacy of general valuation guidelines. Generally, the policy statement
recommends that institutions have effective systems and controls to identify, monitor and address asset quality
problems; that management analyze all significant factors that affect the collectibility of the portfolio in a reasonable
manner; and that management establish acceptable allowance evaluation processes that meet the objectives set forth in
the policy statement. In July 2001, the SEC issued Staff Accounting Bulletin (“SAB”) No. 102, “Selected Loan Loss
Allowance Methodology and Documentation Issues.”  The guidance contained in the SAB focuses on the
documentation the SEC staff normally expects registrants to prepare and maintain in support of the allowance for loan
and lease losses. Concurrent with the SEC’s issuance of SAB No. 102, the federal banking agencies, represented by the
Federal Financial Institutions Examination Council (“FFIEC”), issued an interagency policy statement entitled
“Allowance for Loan and Lease Losses Methodologies and Documentation for Banks and Savings Institutions” (Policy
Statement). The SAB and Policy Statement were the result of an agreement between the SEC and the federal banking
agencies in March 1999 and amended in 2006 to provide guidance on allowance for loan and lease losses
methodologies and supporting documentation. Our allowance for loan losses includes a portion which is allocated by
type of loan, based primarily upon our periodic reviews of the risk elements within the various categories of
loans. The specific components relate to certain impaired loans. The general components cover non-classified loans
and are based on historical loss experience adjusted for qualitative factors in response to changes in risk and market
conditions. Our management believes that, based on information currently available, the allowance for loan losses is
maintained at a level which covers all known and inherent losses that are both probable and reasonably estimable at
each reporting date. However, actual losses are dependent upon future events and, as such, further additions to the
level of allowances for loan losses may become necessary.

We review and classify assets on a quarterly basis and the board of directors is provided with monthly reports on our
classified assets. We classify assets in accordance with the management guidelines described above. At September 30,
2009 and 2008, we had no assets classified as “doubtful” or “loss”, and  $13.4 million and  $5.5 million, respectively, of
assets classified as “substandard.”  In addition, there were $6.3 million and $6.4 million in loans designated as “special
mention” as of September 30, 2009 and 2008, respectively. These special mention and substandard assets were
classified primarily due to slower than anticipated sales of residential construction loan properties due to current
market conditions.
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Delinquent Loans. The following table shows the delinquencies in our loan portfolio as of the dates indicated.

 September 30, 2009 September 30, 2008
30-89 90 or More Days 30-89 90 or More Days 
Days Overdue   Overdue Days Overdue Overdue
Number Principal Number Principal Number Principal Number  Principal
of
Loans Balance

of
Loans Balance

of
Loans Balance

of
Loans Balance

  (Dollars in thousands)

One- to four-family
residential 18 $ 2,257 10 $ 851 11 $ 838 4 $ 152
Multi-family
residential - - - - - - - -
Commercial real
estate 5 852 2 491 2 315 1 244
Construction and
land development 1 273 1 640 1 3,000 - -
Commercial business - - - - - - - -
Consumer 2 52 - - 1 6 - -
Total delinquent
loans 26 $ 3,434 13 $ 1,982 15 $ 4,159 5 $ 396
Delinquent loans to
total net loans 1.34 % 0.77 % 1.70 % 0.16 %
Delinquent loans to
total loans 1.30 % 0.75 % 1.61 % 0.15 %

Non-Performing Loans and Real Estate Owned.  The following table sets forth information regarding our
non-performing loans and real estate owned. Our general policy is to cease accruing interest on loans, other than
single-family residential loans, which are 90 days or more past due and to reverse all accrued interest. At September
30, 2009, one construction loan for $640,000 was in non-accrual status. As of September 30, 2008, two construction
loans aggregating $3.6 million were in non-accrual status.

The following table shows the amounts of our non-performing assets (defined as non-accruing loans, accruing loans
90 days or more past due and real estate owned) at the dates indicated. We did not have any troubled debt
restructurings at the dates indicated.
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September 30,
2009 2008 2007 2006 2005

(Dollars in thousands)
Non-accruing loans:
One- to four-family residential $ - $ - $ - $ - $ -
Multi-family residential - - - - -
Commercial real estate - - - - -
Construction and land development 640 3,640 2,022 - -
Commercial business - - - - -
Consumer - - - - -
Total non-accruing loans 640 3,640 2,022 - -
Accruing loans 90 days or more past
due:
One- to four-family residential 851 152 502 151 240
Multi-family residential - - - - -
Commercial real estate 491 244 - - -
Construction - - - - -
Commercial business 69 - -
Consumer - - - - -
Total accruing loans 90 days or more
past due 1,342 396 571 151 240
Total non-performing loans(1) 1,982 4,036 2,593 151 240
Real estate owned, net(2) 3,622 1,488 - - 360
Total non-performing assets $ 5,604 $ 5,524 $ 2,593 $ 151 $ 600
 Total non-performing loans as a
percentage of loans, net 0.77 % 1.65 % 1.18 % 0.07 % 0.14 %
 Total non-performing loans as
a  percentage of total assets 0.39 % 0.82 % 0.55 % 0.03 % 0.05 % 
 Total non-performing assets as
a  percentage of total assets 1.09 % 1.13 % 0.55 % 0.03 % 0.13 % 

(1) Non-performing loans consist of non-accruing loans plus accruing loans 90 days or more past due.
(2) Real estate owned balances are shown net of related loss allowances and consist solely of real property.

Interest income on impaired loans other than non-accrual loans is recognized on an accrual basis. Interest income on
non-accrual loans is recognized only as collected. There was no such interest recognized for non-accrual loans for
fiscal 2009 or 2008.

Property acquired by Prudential Savings Bank through foreclosure is initially recorded at the lower of cost, which is
the lesser of the carrying value of the loan or fair value at the date of acquisition, or the fair value of the related assets
at the date of foreclosure, less estimated costs to sell. Thereafter, if there is a further deterioration in value, we charge
earnings for the diminution in value. Our policy is to obtain an appraisal on real estate subject to foreclosure
proceedings prior to the time of foreclosure if the property is located outside our market area or consists of other than
single-family residential property. We may obtain re-appraisals on a periodic basis on foreclosed properties. We also
conduct inspections on foreclosed properties.

As of September 30, 2009  the real estate owned balance was $3.6 million representing a foreclosed condominium
project in which another bank acted as the lead lender, a single-family construction loan and one unit of a
condominium project. As of September 30, 2008 the real estate owned balance was $1.5 million representing a deed in
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lieu of foreclosure for one single-family construction loan. The real estate owned balances are recorded at the lower or
cost or market.
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Allowance for Loan Losses. The allowance for loan losses is established through a provision for loan losses. We
maintain the allowance at a level believed, to the best of management’s knowledge, to cover all known and inherent
losses in the portfolio that are both probable and reasonable to estimate at each reporting date. Management reviews
the allowance for loan losses on no less than a quarterly basis in order to identify those inherent losses and to assess
the overall collection probability for the loan portfolio. For each primary type of loan, we establish a loss factor
reflecting our estimate of the known and inherent losses in such loan type using both a quantitative analysis as well as
consideration of qualitative factors. Our evaluation process includes, among other things, an analysis of delinquency
trends, non-performing loan trends, the level of charge-offs and recoveries, prior loss experience, total loans
outstanding, the volume of loan originations, the type, size and geographic concentration of our loans, the value of
collateral securing the loan, the borrower’s ability to repay and repayment performance, the number of loans requiring
heightened management oversight, local economic conditions and industry experience. In addition, each loan type is
assigned a rating based on the assumed risk elements of such loan types. Such risk ratings are periodically reviewed
by management and revised as deemed appropriate.

We consider commercial real estate loans, commercial business loans, and land acquisition, development and
construction loans to be riskier than one- to four-family residential mortgage loans. Commercial real estate loans
entail significant additional credit risks compared to one- to four-family residential mortgage loans, as they involve
large loan balances concentrated with single borrowers or groups of related borrowers. In addition, the payment
experience on loans secured by income-producing properties typically depends on the successful operation of the
related real estate project and/or business operation of the borrower who is also the primary occupant, and thus may be
subject to a greater extent to adverse conditions in the real estate market and in the general economy. Commercial
business loans involve a higher risk of default than residential loans of like duration since their repayment is generally
dependent on the successful operation of the borrower’s business and the sufficiency of collateral, if any. Land
acquisition, development and construction lending exposes us to greater credit risk than permanent mortgage
financing. The repayment of land acquisition, development and construction loans depends upon the sale of the
property to third parties or the availability of permanent financing upon completion of all improvements. In the event
we make an acquisition loan on property that is not yet approved for the planned development, there is the risk that
approvals will not be granted or will be delayed. These events may adversely affect the borrower and the collateral
value of the property. Development and construction loans also expose us to the risk that improvements will not be
completed on time in accordance with specifications and projected costs. In addition, the ultimate sale or rental of the
property may not occur as anticipated. All of these factors are considered as part of the underwriting, structuring and
pricing of the loan.

The carrying value of loans is periodically evaluated and the allowance is adjusted accordingly. The establishment of
the allowance for loan losses is significantly affected by management judgment and uncertainties and there is a
likelihood that different amounts would be reported under different conditions or assumptions. Various regulatory
agencies, as an integral part of their examination process, periodically review our allowance for loan losses. Such
agencies may require us to make additional provisions for estimated loan losses based upon judgments different from
those of management. As of September 30, 2009, our allowance for loan losses was 1.0% of total loans receivable and
137.8% of non-performing loans. The amount of the allowance at each of the dates set forth in the tables on the
following page consisted of general reserves with the exception of specific reserves of $873,000 and $529,000 as of
September 30, 2009 and 2008, respectively.

Charge-offs on loans totaled $262,000 and $504,000 for the years ended September 30, 2009, and
2008,respectively. The charge-offs during the 2009 and 2008 periods represented a portion of one construction loan
which was transferred to real estate owned during fiscal 2008 and another during fiscal 2009.
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    We will continue to monitor and modify our allowance for loan losses as conditions dictate.  No assurances can be
given that our level of allowance for loan losses will cover all of the inherent losses on our loans or that future
adjustments to the allowance for loan losses will not be necessary if economic and other conditions differ substantially
from the economic and other conditions used by management to determine the current level of the allowance for loan
losses.

    The following table shows changes in our allowance for loan losses during the periods presented.

At or For the Year Ended September 30,

2009 2008 2007
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