Edgar Filing: WSFS FINANCIAL CORP - Form 10-Q

WSFS FINANCIAL CORP
Form 10-Q
May 10, 2007
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q
(Mark One)
(X) QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (D) OF THE SECURITIES

EXCHANGE ACT OF 1934

For the quarterly period ended MARCH 31, 2007

OR

() TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 0-16668

(Exact name of registrant as specified in its charter)

DELAWARE 22-2866913

(State or other Jjurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

500 DELAWARE AVENUE, WILMINGTON, DELAWARE 19801

(Address of principal executive offices) (Zip Code)

(302) 792-6000

(Registrant's telephone number, including area code)

Indicate Dby check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. YES X NO

Indicate by check mark whether the registrant is a large accelerated filer,
an accelerated filer, or a non-accelerated filer. See definition of "accelerated
filer and large accelerated filer" in Rule 12b-2 of the Exchange Act (Check
one): Large accelerated filer Accelerated filer X Non-accelerated filer

Indicate by check mark whether the registrant 1is a shell company (as
defined in Exchange Act Rule 12b-2). YES NO X



Edgar Filing: WSFS FINANCIAL CORP - Form 10-Q

Indicate the number of shares outstanding of each of the issuer's classes
of common stock, as of May 4, 2007:

COMMON STOCK, PAR VALUE $.01 PER SHARE 6,287,179

(Title of Class) (Shares Outstanding)

WSFS FINANCIAL CORPORATION
FORM 10-Q

INDEX

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited)

Consolidated Statement of Operations for the Three Months
Ended March 31, 2007 and 2006 . i i it ii ittt et ettt eeeeeeeneeeeeeneeaeeeeeeneeneeens

Consolidated Statement of Condition as of March 31, 2007
and December 31, 2000 . c i i it in ittt ittt ettt ettt et e e et e e e

Consolidated Statement of Cash Flows for the Three Months Ended
March 31, 2007 and 2006 . « v o it i i it ittt et ettt ee e eeeaeeeeeeeeeeeeeeeeeeeeeeeneeneeaees

Notes to the Consolidated Financial Statements for the Three
Months Ended March 31, 2007 and 2006 .. ittt in it ettt eeeeeeeeeeeeeeeeeeneeneeaes

Item 2. Management's Discussion and Analysis of Financial Condition

Item 3. Quantitative and Qualitative Disclosures About Market Risk........ ...

Ttem 4. Controls and PrOCEAUTLE S v it ittt ittt it tee e ee et e eaeeeeeeeeeneeeeeeeeneeeeeeeeaeeeeeeens

PART II. OTHER INFORMATION

Ttem 1. Legal ProCeeding S . i i i et i eee e e et oeeeeeeeeeaeeeeeeeeeneeeeeeeeneeeeeeeeaeeeeeeens

Ttem 1A. RISK FaChOr S . i it ittt ittt et e ettt ettt ettt tae e eeeaeeeeeeeeneeeeeeeeaeeeeeeens

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds ......c.cuiiiiiiitinnnnnnnnn



Edgar Filing: WSFS FINANCIAL CORP - Form 10-Q

Item 3. Defaults UPON Senior SeCUTrItIiesS. ...ttt ittt ittt et ettt et e eeeeeeeeeaneeaeenns
Item 4. Submission of Matters to a Vote of Security Holders...... .ttt iiieeeeeeeenneeeennn
Item 5. Other Information ...ttt it i ittt ettt ittt et ittt ennnnas

Ttem 6. ExXNIDIL s .ottt it ittt e e e e e e e e e e e e e et e e e e et e e e e

1S T e 1o Y= kU ot
Exhibit 31 Certifications Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 ...........

Exhibit 32 Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 ...........

WSES FINANCIAL CORPORATION
CONSOLIDATED STATEMENT OF OPERATIONS

Three months ended March 31,

(Unaudited)
(In Thousands, Except Per Share Data)

INTEREST INCOME:

Interest and fees ON 10ANS .+ttt ittt enneeeeeeennnn $38,469 $32,096
Interest on mortgage-backed securities .............. 6,237 7,332
Interest and dividends on investment securities ..... 1,714 635
Other interest income .........uiiiiiitiinenneenennns 668 414

47,088 40,477

INTEREST EXPENSE:

Interest on deposits ..ttt ittt e e 14,388 8,177
Interest on Federal Home Loan Bank advances ......... 8,922 10, 743
Interest on trust preferred borrowings .............. 1,177 1,017
Interest on other borrowings ..........cciiiieeeenenn. 1,541 1,237
26,028 21,174

Net interest dIncome ... ...ttt ittt eeeeneennnnn 21,060 19,303
Provision for 1oan l1oOSSeS ittt iii ittt enneeeeeeeeneeens 371 688
Net interest income after provision for loan losses ...... 20,689 18,615

NONINTEREST INCOME:

Credit/debit card and ATM IiNCOME .. vv vt vemeeenennnnnn 4,483 4,160
Deposit service charges ... ..ttt ttteeeeeeeenns 3,602 2,577
Investment advisory income ...........iiiiiiiieenn. 594 630
Loan fee INCOmME ...ttt ittt it ittt eenenn 561 421
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Bank owned life insurance income ..........iiiiieonnn. 557
Mortgage banking activities, net ............ ... .. ... 72
Other 1nCome ...ttt ittt et et ettt e eeeeeeeeeenns 864

10,733

NONINTEREST EXPENSES:

Salaries, benefits and other compensation ........... 10,850
OCCUPANCY EXPENSE vt v v v e e e e ot teneeeeeeeeneeeeeeeeenns 1,832
EQUIpmMENT EXPENSE vt ittt ittt it e ettt eeeeeeeeeeenns 1,246

Data processing and operations exXpenses ............. 943
Marketing EXPENSE v i ittt ittt ettt eeeeeeeeeennaeens 742
Professional fees ...t i i e 653
Other operating eXPensSe ... .. iiii ittt eeneeeeeeeenns 3,092
19,358

Income before minority interest and taxes ................ 12,064
Less minority dnterest . ... ..ttt -
Income before taXes it ittt ittt ittt ettt eeeeenenneean 12,064
Income tax ProOVISION ...ttt ittt ettt e eeeeeeeeeenns 4,283
NET INCOME & ittt ittt ittt ettt ettt ettt ettt ettt ettt $ 7,781

EARNINGS PER SHARE:
= 7= 1 X o S 1.19
5 T oY $ 1.15

The accompanying notes are an integral part of these Financial Statements.
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WSES FINANCIAL CORPORATION
CONSOLIDATED STATEMENT OF CONDITION

ASSETS

Cash and due from banks ... ...ttt ittt et e eee e et eeaeaaens
Cash In NoN=—0WNEA ATMS . it i ittt ittt et et e eeneeeeeeeeeneeeeeeeeneeeeens
Federal funds S0OLld ...ttt ittt ittt teeeeee e eeeeeeeeeeennaaenns
Interest-bearing deposits in other banks ........ ... .. ..

Total cash and cash equivalents ...... ..ttt ttennnnneennn
Investment securities held-to—maturity .......c.iiiiiitiineneeeeeennnn
Investment securities available-for-sale including reverse mortgages
Mortgage-backed securities available-for-sale .........coiiiieieennnn.
Mortgage-backed securities trading . .......i ittt ttneneeeeeannnn
Loans held—for—sale ...ttt ittt et ettt e eeeeeeeeeenaeaenns
Loans, net of allowance for loan losses of $27,629 at March 31, 2007

and $27,384 at December 31, 2000 .. uuii ittt ittt ettt et
Bank-owned life 1nsSUrancCe ... ..ttt ttneeee et eeeeeeeeeeenneeenns

MARCH 31,
2007
(Unau
(In Thousands,

$ 75,461
150,270

225,861
4,215
23,938
487,705
12,364
1,211

2,031,126
55,839

Dec

dited)
Except S
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Stock in Federal Home Loan Bank of Pittsburgh, at cost ...................
Assets acquired through foreclosuUre .. ... ...ttt ittt tteeeeeeeennneeeennn

Premises and equUipment .. ...ttt ittt ittt ettt et et
Accrued interest receivable and other assets .......iiiiiii i teennneennn

O N B

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES:
Deposits:

Noninterest-bearing demand . ..... ...t iiiii ittt eeeeeenneeeeeeeanns
Interest-bearing demand . ... ...t iiiin ettt eeneeeeeeeenneaeeeeeanns
DL o TS A 10T <
ST 0 o L =
1 £
Jumbo certificates of deposit — customer ........ ...ttt

Total cUsStoOmEer depPOSit S i i ittt ittt ittt et e e ettt aeeeeeeeeeaaanns
Other jumbo certificates of deposit ...ttt ittt
Brokered deposits it e e e e e e e e e e e e e e e

Total dePOSi S t ittt it i e et e e e e e e e e et et e e

Federal funds purchased and securities sold under agreements

L T Y o) B el @ o ¥ = O
Federal Home Loan Bank advanCes . ...ttt tteennnnneeeeeeeennnnas
Trust preferred DOrrOWINgS . i it ittt ittt i et ettt ae e eeaeeaeeneenns
Other borrowed fUNAS ... ittt ittt it ittt et i ittt nnnan
Accrued interest payable and other liabilities ........c..iiiiiiiiinnnene..

O N P N N N R

MINORITY INTEREST ..ttt ittt ittt ettt teeee st e taaneeessesanneeeeens

STOCKHOLDERS' EQUITY:
Serial preferred stock $.01 par value, 7,500,000 shares authorized; none

issued and oULsStanding ... i ittt ittt ettt e e e e
Common stock $.01 par value, 20,000,000 shares authorized; issued

15,607,423 at March 31, 2007 and 15,584,580 at December 31, 2006 .....
Capital in excess 0f Par Value ...ttt ittt ittt ettt eeeeeeeeeeanns
Accumulated other comprehensive 10SS ittt it ittt eeeeeeeeeeeaneeeeenns
Retalned earnings .. i ittt ittt ettt et ettt e ee e
Treasury stock at cost, 9,324,469 shares at March 31, 2007 and 8,942,969

shares at December 31, 2000 .. i i ii i ii ettt teteeeeeeeeeeeeeeneeneeaens
TOTAL STOCKHOLDERS ' EQUITY ittt ittt ettt tteeeeeeneeeeeeeeeneeaeeenenneean
TOTAL LIABILITIES, MINORITY INTEREST AND STOCKHOLDERS' EQUITY . ..vueveuenn..

The accompanying notes are an integral part of these Financial Statements.

WSES FINANCIAL CORPORATION
CONSOLIDATED STATEMENT OF CASH FLOWS

$ 283,295
148,946
324,192
219,904
337,605
127,258

1,441,200
99,593
292,470

50,000
693,918
67,011
76,228
27,931

156

83,084
(6,570)

356,686

(234,214)
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OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Provision for loan losses
Depreciation,

Decrease

NET CASH PROVIDED BY OPERATING ACTIVITIES

(increase)

INVESTING ACTIVITIES:

Maturities of investment securities

Purchase of loans
Net increase in loans

Net decrease

NET CASH PROVIDED BY

(net of tax benefit recognized)

net

accretion and amortization
in accrued interest receivable and other assets
Origination of loans held-for-sale
Proceeds from sales of loans held-for-sale
Gain on mortgage banking activity
Stock-based compensation expense

Excess tax benefits from share-based payment arrangements
Minority interest net income

Increase in accrued interest payable and other liabilities
Loss on sale of assets acquired through foreclosure
Increase in value of bank-owned life insurance
Increase in capitalized interest,

Sale of investment securities available-for-sale
Purchase of investments available-for-sale
Repayments of mortgage-backed securities available-for-sale
Purchases of mortgage-backed securities available-for-sale
Repayments of reverse mortgages
Disbursements for reverse mortgages
Purchase of Cypress Capital Management LLC
Sale of loans

(increase)

FINANCING ACTIVITIES:

Net increase in demand and savings deposits
increase in time deposits
Net decrease in securities sold under agreement to repurchase
Receipts from FHLB advances
Repayments of FHLB advances
Dividends paid on common stock

Net

NET CASH

(decrease)

(USED FOR)

(USED FOR)

PROVIDED BY FINANCING ACTIVITIES

net
net

INVESTING ACTIVITIES

net of reissuance

Issuance of common stock and exercise of employee stock options
Excess tax benefits from share-based payment arrangements
Purchase of treasury stock,
Decrease in minority interest

in stock of Federal Home Loan Bank of Pittsburgh
Sales of assets acquired through foreclosure,
Investment in premise and equipment,

Three months

77,770
(3,093)
(23,400)

2,971,955
(3,062,065)
(532)

1,106

144
(25,662)
(9)
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Decrease in cash and cash equivalents ... ...ttt ittt teeee e eeaneeeeneens
Cash and cash equivalents at beginning of period .......... i iiininnnnnnnsn

Cash and cash equivalents at end o0f Period ... ..ttt ittt ittt eeenneeneeeens

(Continued on next page)
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WSES FINANCIAL CORPORATION
CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid in interest during the period......... ittt ineneeennnnns
Cash paid for income taxes, Nel .. ... ..ttt e et eeneeeeeeeeeneeens
Net change in accumulated other comprehensive 10SS ......cciiiiiiitinnnnnenn.
Transfer of loans held-for-sale tO 10aANS. ...ttt ttteeneeeeeeneeeeeeeanns

The accompanying notes are an integral part of these Financial Statements.

WSFS FINANCIAL CORPORATION

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THREE MONTHS ENDED MARCH 31, 2007 AND 2006
(UNAUDITED)

1. BASIS OF PRESENTATION

Our consolidated Financial Statements include the accounts of WSFS

Financial Corporation ("the Company", "our Company", "we", "our" or "us"),
Wilmington Savings Fund Society, FSB ("WSFS Bank" or the "Bank") and Montchanin
Capital Management, Inc. ("Montchanin") and its wholly owned subsidiary, Cypress
Capital Management, LLC ("Cypress"). Cypress is a Wilmington based investment
advisory firm servicing high net-worth individuals and institutions. We also
have one unconsolidated affiliate, WSFS Capital Trust III ("the Trust"). We also
have a passive minority ownership interest in a limited partnership created to
develop the office building in which we are a tenant. Founded in 1832, we are

one of the ten oldest banks continuously operating under the same name in the
United States. We provide residential and commercial real estate, commercial and
consumer lending services, as well as retail deposit and cash management
services. In addition, we offer a variety of wealth management and personal
trust services through the Bank's new division, Wilmington Advisors, which was
formed during 2006. Lending activities are funded primarily with retail deposits

(15, 963)
241,824

Three months

$ 22,529
1,227
2,003



Edgar Filing: WSFS FINANCIAL CORP - Form 10-Q

and borrowings. The Federal Deposit Insurance Corporation ("FDIC") insures our
customers'deposits to their legal maximum. We serve customers from our main
office, 29 retail Dbanking offices, loan production offices and operations

centers located in Delaware and southeastern Pennsylvania. Montchanin was formed
in 2003 to provide asset management products and services in the Bank's primary
market area. The Trust was formed in 2005 to issue Pooled Floating Rate Capital
Securities. The Trust invested all of the proceeds from the issuance of the
Pooled Floating Rate Capital Securities in our Junior Subordinated Debentures.

Our fully-owned and consolidated subsidiaries include WSFS Investment

Group, Inc. and WSFS Reit, Inc. WSFS Investment Group, Inc. markets various
third-party insurance products and securities directly to the public and through
the Bank's retail banking system. WSFS Reit, 1Inc. is a real estate investment

trust formed to hold qualifying real estate assets and may be used to raise
capital in the future.

Our accounting and reporting policies conform with U.S. generally
accepted accounting principles and prevailing practices within the banking
industry for interim financial information and Rule 10-01 of Regulation S-X. Per
Rule 10-01 of Regulation S-X, we are not required to include all information and
notes for complete financial statements and prevailing practices within the
banking industry. Operating results for the three month period ended March 31,
2007 are not necessarily indicative of the results that may be expected for any
future <quarters or for the vyear ending December 31, 2007. For further
information, <refer to the consolidated financial statements and notes thereto
included in our Annual Report of Form 10-K for the year ended December 31, 2006
as filed with the Securities and Exchange Commission.

ACCOUNTING FOR STOCK-BASED COMPENSATION

We adopted Statement of Financial Accounting Standards ("SFAS") No.
123 (revised 2004), Share-Based Payment ("SFAS 123R") beginning January 1, 2006
using the Modified Prospective Application Method. This method relates to
current and future periods and does not require the restatement of prior
periods. The impact of expensing stock options for the three months ended March
31, 2007, was $254,000 (pre-tax) or $0.03 (after-tax) per share, to salaries,
benefits and other compensation. This compares to $333,000 (pre-tax) or $0.04
(after-tax) per share for the three months ended March 31, 2006.

We have stock options outstanding under two plans (collectively, "Stock
Incentive Plans") for officers, directors and Associates of the Corporation and
its subsidiaries. After shareholder approval in 2005, the 1997 Stock Option Plan
("1997 Plan"), was replaced by the 2005 Incentive Plan ("2005 Plan"). No future
awards may be granted under the 1997 Plan. The 2005 Plan will terminate on the
tenth anniversary of its effective date, after which no awards may be granted.
The number of shares reserved for issuance under the 2005 Plan is 400,000. At
March 31, 2007, there were 37,924 shares available for future grants under the
2005 Plan. At the April 2007 Annual Meeting of Shareholders a proposal was
approved that increased the number of shares available for issuance by 462,000.

The Stock Incentive Plans provide for the granting of incentive stock
options as defined in Section 422 of the 1Internal Revenue Code as well as
nonincentive stock options (collectively, "Stock Options"). Additionally, the
2005 Plan provides for the granting of stock appreciation rights, performance
awards, restricted stock and restricted stock unit awards, deferred stock units,
dividend equivalents, other stock-based awards and cash awards. All Stock
Options are to be granted at not less than the market price of the Corporation's
common stock on the date of the grant. All Stock Options granted during 2007
vest in 20% or 25% per annum increments, start to become exercisable one year
from the grant date and expire Dbetween five and ten years from the grant date.
Generally, all awards become immediately exercisable in the event of a change in
control and termination without cause or constructive termination of the
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Associate.

We announced on April 18, 2007, that our Executive Committee of the
Board of Directors adopted an administrative ©policy related to the future award
of stock options under the 2005 Plan. Under such administrative policy, the
future award of stock options under the 2005 Plan will have a minimum vesting
period of four years and maximum option 1life of five vyears from the date of
grant.

A summary of the status of our Option Plans and changes during the
quarter then ended is presented below:

MARCH 2007 MARCH 2006
WEIGHTED- WEIGHTED-
AVERAGE AVERAGE
SHARES EXERCISE PRICE SHARES EXERCISE PRICE
STOCK OPTIONS:
Outstanding at beginning of period 700,427 $ 39.50 739,404 $ 31.88
Granted 4,980 69.00 6,720 62.48
Exercised (16,043) 34.46 (17,890) 24.05
Forfeited or canceled (1,750) 54.57 (776) 39.83
Outstanding at end of period 687,614 39.80 727,458 32.35
Exercisable at end of period 406,673 26.61 424,114 20.52
Weighted-average fair value
of stock options granted S 14.95 $ 15.96

Beginning January 1, 2007, 414,973 stock options were exercisable with an
intrinsic value of $15.6 million. In addition, at January 1, 2007, there were
285,454 nonvested options with a grant date fair value of $12.74. During the
first quarter of 2007, 8,268 options vested with an intrinsic value of $271,000,
and a grant date fair value of $7.98 per option. Also during the quarter, 16,043
options were exercised with an intrinsic wvalue of $534,000. In addition, 525
vested options were forfeited with an intrinsic wvalue of $11,000 and a grant
date fair value of $10.61, while 1,750 options were forfeited in total with a
grant date fair wvalue of $13.46. There were 406,673 exercisable options
remaining at March 31, 2007, with an intrinsic value of $15.4 million and a
remaining contractual term of 4.6 years. At March 31, 2007 there were 687,614
stock options outstanding with an intrinsic wvalue of $17.1 million and a
remaining contractual term of 4.9 vyears. During the first quarter of 2006,
17,890 options were exercised with an intrinsic wvalue of $694,000 and 7,860
options vested with a fair value of $7.30 per option.

The total amount of compensation cost related to nonvested stock options as
of March 31, 2007 was $2.0 million. The weighted-average period over which it is
expected to be recognized is 1.5 years. We issue new shares upon the exercise of
options.

During the first quarter of 2007, we granted 4,925 options with a five-year
life and a four-year vesting period. The Black-Scholes option-pricing model was
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used to determine the grant date fair value of options. Significant assumptions
used in the model included a weighted-average risk-free rate of return of 4.7%
in 2007; an expected option 1life of three and three-quarter vyears; and an
expected stock price wvolatility of 18.7% in 2007. For the purposes of this
option-pricing model, a dividend yield of 0.5% was assumed.

Also during the first quarter of 2007, we granted 55 options with a

ten-year life and a five-year vesting period. The Black-Scholes option-pricing
model was used to determine the grant date fair value of options. Significant
assumptions used in the model included a weighted-average risk-free rate of
return of 4.7% in 2007; an expected option life of six and one-half vyears; and
an expected stock price wvolatility of 21.1% in 2007. For the purposes of this
option-pricing model, a dividend yield of 0.5% was assumed.

Prior to adoption of SFAS 123R we used a graded-vesting schedule to

calculate the expense related to stock options. Since the adoption of SFAS 123R
we have used a straight-line schedule to calculate the expense related to new
stock options issued.

The Black-Scholes option-pricing model assumes that options are freely

tradable and immediately vested. Since options are not transferable, have
vesting provisions, and are subject to trading blackout periods imposed by us,
the value calculated by the Black-Scholes model may significantly overstate the
true economic value of the options.

During the first quarter of 2007 and 2006 we 1issued 27 and 8 shares,

respectively, of restricted stock. These awards vest over five years: 0% during
the first two years, 25% at the end of each of the third and fourth vyears and
50% at the end of the fifth year.

2.

EARNINGS PER SHARE

The following table shows the computation of basic and diluted earnings

per share:

NUMERATOR:

Denominator for basic earnings per share - weighted average outstanding shares...
Effect of dilutive employee StoCk OPLiOoNS ..ttt ittt ittt ettt et aeeeeeeeens

Denominator for diluted earnings per share - adjusted weighted average
outstanding shares and assumed EXerCilsSe ...ttt ittt ettt eeeeeeeeeeenneeeens

Basic €arnings Per Share ..t ittt ittt et e e e e e e e e e e e e et e

Ur

10
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Diluted earnings per share

Outstanding common stock equivalents having no dilutive effect

3. ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING

We have an 1interest-rate cap with a notional amount of $50.0 million,
which limits three-month London InterBank Offered Rate ("LIBOR") to 6.00% for

the ten years ending December 1, 2008. The fair value of the cap is estimated
using a standard option model. The fair value of the interest rate cap at March
31, 2007 was $13,000. The cap is considered a free standing derivative and all

changes in the fair value of the cap is recorded in the Statement of Operations.
During the first quarter of 2007, we recognized $17,000 of related interest
expense.

4. COMPREHENSIVE INCOME

The following schedule reconciles net income to total comprehensive
income as required by SFAS No. 130, Reporting Comprehensive Income:

For the three months
ended March 31,

(In Thousands)

2007 2006

Net dNCOME ittt ittt e e ettt ettt e ettt eeeeeeeenns S 7,781 S 7,341
Other Comprehensive Income:
Unrealized holding gains (losses) on securities

available-for-sale arising during the

PEriod & ittt e e e e e e e e e e 3,231 (8,203)
Tax (expense) benefit . ... ... ... (1,228) 3,117
Net of fLaxX amoOUNt .. v ittt ittt et et e eeeeeenn 2,003 (5,086)
Unrealized holding gains arising during the

period on derivatives ...... ... ... - 26
TAX EXPEINSE 4t vttt e e oot eeeeeeeeeeeneeeeeseeaenens - (9)
Net of tax amount .........iiiiiiirtennnnnnnnnn - 17
Total comprehensive income ..........ciiuuueeeennn $ 9,784 $ 2,272

5. TAXES ON INCOME

We account for income taxes in accordance with SFAS No. 109, Accounting
for Income Taxes, which requires the recording of deferred income taxes that
reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the
amounts used for income tax purposes. We have assessed valuation allowances on
the

11

Il
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deferred income taxes due to, among other things, limitations imposed by
Internal Revenue Code and uncertainties, including the timing of settlement and
realization of these differences.

In July 2006, the Financial Accounting Standards Board ("FASB") issued
Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement 109 ("FIN 48"). FIN 48 prescribes a recognition
threshold and a measurement attribute for the financial statement recognition
and measurement of tax positions taken or expected to be taken in a tax return.
Benefits from tax positions are recognized in the financial statements only when
it is more-likely-than-not that the tax position will be sustained upon
examination by the appropriate taxing authority that would have full knowledge
of all relevant information. A tax position that meets the more-likely-than-not
recognition threshold 1is measured at the largest amount of benefit that is
greater than fifty-percent 1likely of being realized upon ultimate settlement.
Tax positions that previously failed to meet the more—likely-than-not
recognition threshold are recognized in the first subsequent financial reporting
period in which that threshold is met. Previously recognized tax positions that
no longer meet the more-likely-than-not recognition threshold are derecognized
in the first subsequent financial reporting period in which that threshold is no
longer met. FIN 48 also provides guidance on the accounting for and disclosure
of unrecognized tax benefits, interest and penalties. FIN 48 became effective
for us on January 1, 2007, and resulted in a $2.0 million increase to our
retained earnings during the quarter ended March 31, 2007.

The total amount of unrecognized tax benefits as of January 1, 2007 was
$2.2 million, all of which would affect our effective tax rate if recognized.
The total amount of accrued interest and penalties associated with such
unrecognized tax benefits were $400,000 and $0, respectively. We record interest
and penalties on potential income tax deficiencies as income tax expense. We do
not expect the total amount of unrecognized tax benefits will significantly
change within the next twelve months. Federal tax years 2003 through 2006 remain
subject to examination as of January 1, 2007, while tax years 2003 through 2006
remain subject to examination by state taxing jurisdictions.

6. SEGMENT INFORMATION

Under the definition of SFAS No. 131, Disclosures About Segments of an
Enterprise and Related Information, we have three operating segments at March
31, 2007: There 1is one segment for WSFS and one for CashConnect, the ATM
division of WSFS. The third segment, "All Others", represents the combined
contributions of Montchanin, WSFS Investment Group, Inc., and the newly formed
Wealth Management Services Division. Montchanin, WSFS Investment Group, Inc.,
and the Wealth Management Services Division each offer different products, to a
separate customer base, through distinct distribution methods. We have combined
Montchanin, WSFS Investment Group, Inc., and the Wealth Management Services
Division to form the operating segment "All Others". All prior vyears'
information has been updated to reflect this presentation.

The WSFS segment provides financial products through its banking
offices to commercial and retail customers.

The CashConnect segment provides turnkey ATM services through strategic
partnerships with several of the largest networks, manufacturers, and service
providers in the ATM industry. The balance sheet category "Cash in non-owned
ATMs" includes cash in which fee income is earned through bailment arrangements
with customers of CashConnect. Bailment arrangements are typically renewed
annually. On May 1, 2007 CashConnect entered into an agreement to purchase

12
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certain ATM related
rights and obligations
obligations

assets of another bank,
under its customer

principally
contracts.

has retained the right to continue to supply ATM cash in

its customer list and
Although most rights and
were assigned to CashConnect as part of this transaction the seller
accordance
needs of its former customers for a minimum of thirty months.

with the

Montchanin provides asset management products and services to customers

in the Bank's primary market area.
Management,

subsidiary, Cypress Capital

LLC

Montchanin has one consolidated
("Cypress") .

wholly-owned
Cypress

is a

Wilmington-based investment advisory firm serving high net-worth individuals and

institutions.
products and securities
system. The Wealth Management

WSEFS Investment Group, Inc.

personal trust services to customers in the Bank's primary market area.

An operating
business
operating

segment is a component of an
activities from which it may earn revenues and incur

results are regularly reviewed by the

enterprise

enterprise's

expenses,
chief operating

markets various third-party insurance
directly to the public and through WSFS'
Services Division provides wealth management and

retail banking

that engages in

whose

decision makers to make decisions about resources to be allocated to the segment

and assess its performance,
available. We evaluate

resources used, and allocate

External customer revenues:
Interest income
Noninterest income

Total external customer revenues
Inter-segment revenues:
Interest income
Noninterest income
Total inter-segment revenues
Total revenue
External expenses:
Interest expense
Noninterest expenses
Provision for loan loss
Total external expenses
Inter-segment expenses

Interest expense
Noninterest expenses

resources
information for the three months ended March 31,

and for which discrete
performance based on pretax ordinary income relative to
based on

10

financial

these

results.

2007 and 2006 follows:

information is

Segment

For the Three Months Ended Mar

2007
ALL

CASHCONNECT  OTHERS (1)
$ - $ -
3,670 1,102
3,670 1,102

153 -

153 -

3,823 1,102
1,269 1,301
1,269 1,301
1,908 -

246 306

$ 40,47

17

13
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Total inter-segment expenses

Total expenses

Income before minority
interest and taxes

Less minority interest
Income tax provision

Consolidated net income
Cash and cash equivalents
Other segment assets

Total segment assets

Capital expenditures

(1) Includes Montchanin Capital

153 2,154 306 2,613 17
43,340 3,423 1,607 48,370 36,25
$ 12,169 $ 400 $ (505 $ 12,064 $ 10, 85
4,283
7,781
$ 74,632 $ 150,270 $ 959 $ 225,861 $ 58,13
2,709,955 9,624 2,098 2,721,677 2,721,58
$2,784,587 $ 159,894 $ 3,057 $2,947,538 $2,779,71
$ 2,719 $ 4 $ 1 $ 2,724 $ 18,59

Management,

11

7. INDEMNIFICATIONS AND GUARANTEES

SECONDARY MARKET
recourse except to the
provisions covering
certain circumstances,
repurchase provisions in the
sales. We sell fixed-rate,

LOAN
extent

part of our ongoing asset/liability
lower of cost or
Gains and losses on sales of loans are recognized at the time

carried at the
individual loans.
of the sale.

SALES.
violations of

secondary

arising

management program.
market of the

As is customary in such sales,
buyers under certain circumstances. These
repurchase of the loans. Repurchases

made for losses at the time of sale.

Generally,

from
representations
first payment defaults by borrowers.
market for

we provide
indemnifications

and losses are rare,
From January 2005 through the first quarter

Inc., WSFS Investment Group Inc.
and the Wealth Management Services Division.

standard
and warranties

aggregate

we do not sell
loan

conforming

sale

loans with
contract
and,

under

These are customary

or, 1in some

indemnifications
may include our

mortgage loan
conforming first mortgage loans to the Freddie Mac as
Loans held-for-sale are

cases

to the

and no provision is

of 2007, we have had no repurchases under these indemnifications.

SWAP GUARANTEES. We
institutions
rate derivative
customers referred to
financial institutions
swap transaction

financial
interest

without creating the swap itself.

entered
whereby those

contracts
them by us.
have recourse to us for any exposure created under each
defaults on the swap agreement and
institution.

By the

in the event the customer
the agreement is in a paying position to the third-party financial
This is a customary arrangement that allows smaller financial institutions,
as ours, to provide access to interest rate swap

into
financial
(interest
terms

agreements

rate swap
of the

institutions

with two

unrelated

entered

transactions)
agreements,

into
with
those

such

transactions for its customers

14
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At March 31, 2007 there were eighteen variable-rate to fixed-rate swap
transactions Dbetween the third party financial institutions and customers of
ours, compared to twenty-two at December 31, 2006. The initial notional amount
aggregated approximately $58.3 million at March 31, 2007 compared with $77.4
million at December 31, 2006, with maturities ranging from approximately one to
ten years. The aggregate market value of these swaps to the customers was a
liability of $820,000 at March 31, 2007 and $291,000 at December 31, 2006. The
amount of liability recorded by us for these guarantees that were in a liability
position at March 31, 2007 and December 31, 2006 was $11,000 and $7,000,
respectively. This amount represented the fair market value of the guarantee to
perform under the terms of the swap agreements.

8. ASSOCIATE (EMPLOYEE) BENEFIT PLANS
POSTRETIREMENT BENEFITS

We share certain costs of providing health and life insurance benefits
to retired Associates (and their eligible dependents). Substantially all
Associates may Dbecome eligible for these Dbenefits 1if they reach normal
retirement age while working for us.

We account for our obligations under the provisions of SFAS No. 106,
Employers' Accounting for Postretirement Benefits Other Than Pensions ("SFAS
106"). SFAS 106 requires that the costs of these benefits be recognized over an
Associate's active working career. Disclosures for 2007 are in accordance with
SFAS No. 158, Employer's Accounting for Defined Benefit Pension and Other
Postretirement Plans ("SFAS 158") while disclosures for previous years are in
accordance with SFAS No. 132 (Revised), Employers' Disclosure About Pensions and
Other Postretirement Benefits.

The following disclosures of the net periodic benefit cost components
of post-retirement benefits were measured at January 1, 2007 and 2006:

Three months ended March 31,

(In Thousands)

ST VICE COSE vttt ittt ittt ettt ettt $34 $27
Interest COSt v ittt ittt et ettt et 31 23
Amortization of transition obligation .......... 15 15
Net 1loss recognition ........coeiiieeeeennnnennns 5 -

Net periodic benefit cost ..... $85

I <
o
&

SUPPLEMENTAL PENSION PLAN

We provide a nonqualified supplemental pension plan that gives credit
for 25 years of service Dbased on the qualified plan formula. This plan is
provided to two of our retired executives. The plan is no longer being provided
to our Associates. Unrecognized net gains or losses resulting from experience
different from that assumed and from changes in assumptions is recognized
immediately as a component of net periodic benefit cost.

12

The following disclosures of the net periodic benefit cost components
of a supplemental pension plan were measured at January 1, 2007 and 2006:

15
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Three months ended March 31,

Interest COST .ttt ittt ittt it it $10 $11
Net 1loss recognition .......eiiiiieeeeennnennnn 7 14
Net periodic benefit cost ..... $17 $25

13

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF
—————— FINANCIAL CONDITION AND RESULTS OF OPERATIONS

GENERAL

WSFS Financial Corporation (" the Company", "our Company", "we", "our"
or "us") is a thrift holding company headquartered in Wilmington, Delaware.
Substantially all of our assets are held by our subsidiary, Wilmington Savings
Fund Society, FSB ("WSFS Bank" or the "Bank"). Founded in 1832, we are one of
the ten oldest banks continuously operating under the same name in the United
States. As a federal savings bank, which was formerly chartered as a state
mutual savings bank, the Bank enjoys enjoy broader investment powers than most
other financial institutions. We have served the residents of the Delaware
Valley for 175 years. We are the largest thrift institution headquartered in
Delaware and the fourth largest financial institution in the state on the basis
of total deposits traditionally garnered in-market. Our primary market area is
the mid-Atlantic region of the United States, which is characterized by a
diversified manufacturing and service economy. Our long-term business strategy
is to serve small and mid-size businesses through loans, deposits, investments,
and related financial services, and to gather retail core deposits. Our
strategic focus is to exceed customer expectations, deliver stellar service and
build customer advocacy through highly trained, relationship oriented, friendly,
knowledgeable, and empowered Associates.

We provide residential and commercial real estate, commercial and
consumer lending services, as well as retail deposit and cash management
services. In addition, we offer a variety of wealth management and personal
trust services through the Bank's new division, Wilmington Advisors, which was
formed during 2006. Lending activities are funded primarily with retail deposits
and borrowings. The Federal Deposit Insurance Corporation ("FDIC") insures our
customers' deposits to their legal maximum. We serve customers from our main
office and 28 retail banking offices, loan production offices and operations
centers located in Delaware and southeastern Pennsylvania.

We have two consolidated subsidiaries, WSFS Bank and Montchanin Capital
Management, Inc. ("Montchanin"). We also have one unconsolidated affiliate,
WSEFS Capital Trust III. We also have a passive minority ownership interest in a
limited partnership created to develop the office Dbuilding in which we are a
tenant. Fully-owned consolidated subsidiaries of WSFS include WSFS Investment
Group, Inc. which markets various third-party insurance products and securities
directly to the public and through the Banks' retail Dbanking system, and WSFS
Reit, 1Inc., which holds qualifying real estate assets and may be used in the
future to raise capital.

Montchanin has one consolidated wholly-owned subsidiary, Cypress

16
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Capital Management, LLC ("Cypress"). Cypress is a Wilmington-based investment
advisory firm serving high net-worth individuals and institutions. Cypress has
more than $458 million in assets under management at March 31, 2007.

FORWARD-LOOKING STATEMENTS

Within this report and financial statements, management has included
certain "forward-looking statements" concerning our future operations. It is
management's desire to take advantage of the "safe harbor" provisions of the
Private Securities Litigation Reform Act of 1995. This statement is for the
express purpose of availing the Company of the protections of such safe harbor
with respect to all "forward-looking statements" contained in its financial
statements. Management has used "forward-looking statements" to describe the
future plans and strategies including expectations of our future financial
results. Management's ability to predict results or the effect of future plans
and strategy 1is inherently uncertain. Factors that could affect results include
interest rate trends, competition, the general economic climate in Delaware, the
mid-Atlantic region and the country as a whole, asset quality, loan growth, loan

delinquency rates, operating risk, uncertainty of estimates in general and
changes in federal and state regulations, among other factors. These factors
should be considered in evaluating the "forward-looking statements," and undue

reliance should not be placed on such statements. Actual results may differ
materially from management expectations. We do not undertake, and specifically
disclaim any obligation to publicly release the result of any revisions that may
be made to any forward-looking statements to reflect the occurrence of
anticipated or wunanticipated events or circumstances after the date of such
statements.

CRITICAL ACCOUNTING POLICIES

The discussion and analysis of the financial condition and results of
operations are Dbased on the Consolidated Financial Statements, which are
prepared in conformity with U.S. generally accepted accounting principles. The
preparation of these Financial Statements requires management to make estimates
and assumptions affecting the reported amounts of assets, liabilities, revenue
and expenses. Management evaluates these estimates and assumptions on an ongoing
basis, including those related to the allowance for loan losses, contingencies
(including indemnifications), and deferred taxes. Management bases its estimates
on historical experience and various other factors and assumptions that are
believed to be reasonable under the circumstances. These form the basis for
making Jjudgments on the carrying value of assets and 1liabilities that are not
readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions.

14

The following are critical accounting policies that involve more
significant judgments and estimates:

ALLOWANCE FOR LOAN LOSSES

We maintain allowances for credit losses and charge losses to these allowances
when realized. The determination of the allowance for loan losses requires
significant Jjudgment reflecting management's Dbest estimate of probable loan
losses related to specifically identified 1loans as well as those 1in the
remaining loan portfolio. Management's evaluation is based upon a continuing
review of these portfolios.

17
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CONTINGENCIES (INCLUDING INDEMNIFICATIONS)

In the ordinary course of business we are subject to legal actions
which involve claims for monetary relief. Based upon information presently
available to us and our counsel, it is our opinion that any legal and financial
responsibility arising from such claims will not have a material adverse effect
on our results of operations.

We maintain a loss contingency for standby letters of credit and charge
losses to this reserve when such losses are realized. The determination of the
loss contingency for standby letters of credit requires significant Jjudgment
reflecting management's Dbest estimate of probable losses. The balance in this
reserve at March 31, 2007 was $623,000.

The Bank, as successor to originators of reverse mortgages is, from
time to time, 1involved 1in arbitration or litigation with wvarious parties
including borrowers or the heirs of borrowers. There can be no assurances about
how the courts or arbitrators may apply existing legal principles to the
interpretation and enforcement of the terms and conditions of the Bank's reverse
mortgage obligations.

INCOME TAXES

We account for income taxes in accordance with Statement of Financial
Account Standards ("SFAS") No. 109, Accounting for Income Taxes ("SFAS 109"),
which requires the recording of deferred income taxes that reflect the net tax
effects of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax
purposes. Management has assessed the Company's valuation allowances on deferred
income taxes resulting from, among other things, limitations imposed by Internal

Revenue Code and uncertainties, including the timing of settlement and
realization of these differences. We adopted Financial Accounting Standards
Board ("FASB") Interpretation No. 48, Accounting for Uncertainty in Income

Taxes, an interpretation of FASB Statement 109 ("FIN 48") on January 1, 2007.
The impact of the adoption of this interpretation is more fully discussed in
Note 5 to the consolidated financial statements.

FINANCIAL CONDITION, CAPITAL RESOURCES AND LIQUIDITY
FINANCIAL CONDITION

Our total assets decreased $49.9 million, or 2% during the three months
ended March 31, 2007. There was a $26.3 million, or 48% decrease of investment
securities due primarily to $25.0 million in agency notes maturing during the
quarter. Mortgage-backed securities decreased $16.6 million, or 3%, due to
repayments. In addition, Dbetween December 31, 2006 and March 31, 2007, cash in
non—-owned ATMs decreased $15.8 million, or 10%. The decrease 1is attributable to
the higher cash balances required for ATMs during the fourth quarter of 2006,
due to seasonal demand. Partially offsetting these decreases was a $12.3 million
increase in loans, primarily commercial and commercial real estate loans.

Total liabilities decreased $36.9 million between December 31, 2006 and
March 31, 2007, to $2.7 billion. The decrease was mainly due to a $90.1 million

or 11% reduction in Federal Home Loan Bank ("FHLB") advances. This decline in
FHLB advances was mainly due to using excess funds from mortgage-backed security
repayments to repay advances. There was also a decrease of $23.4 million or 32%

in federal funds purchased and securities sold under agreements to repurchase.
These decreases were offset by a $76.9 million, or 4% increase in deposits. This
increase included $77.5 million in money market accounts and $17.7 million in
customer time deposits.

CAPITAL RESOURCES
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Stockholders' equity decreased $12.9 million between December 31, 2006
and March 31, 2007. This decrease was mainly due to our purchase of 381,500
shares of our common stock for $25.7 million ($67.27 per share average). At
March 31, 2007 we held 9.3 million shares of common stock in our treasury at a
cost of $234.2 million. Finally, we declared a cash dividend totaling $532,000
during the three months ended March 31, 2007. These decreases were partially
offset by net income of $7.8 million and an increase of

15

$1.5 million from the issuance of common stock and exercise of employee stock
options. Accumulated other comprehensive income increased $2.0 million during
the first three months of 2007 due, in part, to an increase in the fair value of
securities available-for-sale. 1In addition, stockholders' equity increased $2.0
million as a result of the implementation of the FIN 48. The impact of the
adoption of this interpretation 1s more fully discussed in Note 5 to the
Consolidated Financial Statements.

Below is a table comparing the Bank's consolidated capital position to
the minimum regulatory requirements as of March 31, 2007 (dollars in thousands):

Consolidated For Capital
Bank Capital Adequacy Purposes
% of % of
Amount Assets Amount Assets
Total Capital
(to Risk-Weighted Assets) ........ $291,732 12.91% $180,771 8.00%
Core Capital (to Adjusted
Total Assets) ..viiiiiiiiiinn.. 264,338 8.96 117,988 4.00
Tangible Capital (to Tangible
ASSELES) it e e 264,338 8.96 44,245 1.50
Tier 1 Capital (to Risk-Weighted
ASSEES) v ittt et e e 264,338 11.70 90, 386 4.00
Under Office of Thrift Supervision ("OTS") capital regulations, savings
institutions such as our bank must maintain "tangible" capital equal to 1.5% of
adjusted total assets, "core" capital equal to 4.0% of adjusted total assets,
"Tier 1" capital equal to 4.0% of risk weighted assets and "total" or
"risk-based" capital (a combination of core and "supplementary" capital) equal
to 8.0% of risk-weighted assets. Failure to meet minimum capital requirements

can initiate certain mandatory actions and possibly additional discretionary
actions by regulators that, if undertaken, could have a direct material effect
on our bank's financial statements. At March 31, 2007 the Bank was in compliance
with regulatory capital requirements and is considered a "well-capitalized"
institution.

LIQUIDITY

We manage our liquidity risk and funding needs through our treasury
function and our Asset/Liability Committee. We have a policy that separately
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addresses liquidity, and management monitors our adherence to policy limits.
Also, 1liquidity risk management is a primary area of examination by the OTS. We
comply with guidance promulgated under Thrift Bulletin 77 that requires thrift
institutions to maintain adequate liquidity to assure safe and sound operations.

As a financial institution, the Bank has ready access to several
sources to fund growth and meet its 1liquidity needs. Among these are: net
income, deposit programs, loan repayments, borrowing from the FHLB, repurchase
agreements and the brokered deposit market. The Bank's branch expansion is
intended to enter us into new, but contiguous, markets, attract new customers
and provide funding for its business loan growth. In addition, we have a large
portfolio of high-quality, liguid investments, primarily short-duration,
AAA-rated, mortgage-backed securities and Agency notes that are positioned to
provide a near-continuous source of cash flow to meet current cash needs, or can
be sold to meet larger discrete needs for cash. Management believes these
sources are sufficient to maintain the required and prudent levels of liquidity.

During the three months ended March 31, 2007, net loan growth resulted
in the use of $12.7 million in cash. The loan growth was primarily the result of
the successful implementation of specific strategies designed to increase
corporate and small business lending. While our loan to deposit ratio has been
well above 100% for many years, management has significant experience managing
its funding needs through borrowings, primarily through the FHLB.

During the three months ended March 31, 2007, $11.6 million in cash was
provided by operating activities, while $77.8 million in cash was provided
through the net increase in demand and savings deposits and $90.1 million in
cash was used to fund the net decrease in FHLB borrowings. During this period,
cash and cash equivalents decreased $16.0 million to $225.9 million.

NONPERFORMING ASSETS

The following table shows our nonperforming assets and past due loans
at the dates indicated. Nonperforming assets include nonaccruing loans,
nonperforming real estate investments and assets acquired through foreclosure.
Nonaccruing loans are those on which the accrual of interest has ceased. Loans
are placed on nonaccrual status immediately 1if, in the opinion of management,
collection is doubtful, or when principal or interest is past due 90 days or
more and the value of the collateral 1s insufficient to cover principal and

16

interest. Interest accrued but not collected at the date a loan is placed on
nonaccrual status is reversed and charged against interest income. In addition,
the amortization of net deferred loan fees is suspended when a loan is placed on

nonaccrual status. Subsequent cash receipts are applied either to the
outstanding principal balance or recorded as interest income, depending on
management's assessment of the wultimate collectibility of principal and
interest. Past due loans are loans contractually past due 90 days or more as to

principal or interest payments but which remain on accrual status because they
are considered well secured and in the process of collection.

MARCH 31, DECEMBER 31,
2007 2006

(In Thousands)

Nonaccruing loans:
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(@73 1111113 a1 = B S 1,307 $1,282
CONSUIMET v v vttt e e e e e et e omeeeee e e e aneeeeeseeaeeeeeeeeeanenns 528 557
Commercial MOTtgage v vt it ittt e ettt eaeeeeeeeeeannns 577 500
Residential mMOrtgage .o v i v it ittt ittt ettt et eeeeeeens 1,818 1,493
(G o ¥= il o) i ¥ o - -
Total NONACCIUING L1OANS vttt ittt ittt ettt teeeeeeeeeaaeeeeneens 4,230 3,832
Assets acquired through foreclosure .........c.ceiiiiintennnnnnens 388 388
Total nNonperforming aSSeL S ..ttt it e e eeeeeeeeeeeeennnaeeeens $4,618 $4,220
Past due loans:
Residential MOrLgages vttt v e e e eeeeeeeeeeeneeennneeesens S - $ 219
Commercial and commercial MOrtgagesS ... v vt meeeeeeennnns 40 3
CONSUIMET v v vttt e e e e e e et o eeee e e e aneeeeeseeaeeeeeeseeanenns 49 29
Total PasSt dUE L10ANS .ttt ittt ittt ettt e eeeeeaeeeeeeeeeeennaeeeens S 89 $ 251
Ratios:
Nonaccruing loans to total loans (1) ...t iiiiennnennn. 0.21% 0.19%
Allowance for loan losses to gross loans (1) ............. 1.34% 1.34%
Nonperforming assets to total assets ........cciiiiieee... 0.16% 0.14%
Loan loss allowance to nonaccruing loans (2) ........c..c... 648% 705%
Loan and foreclosed asset allowance to total
nonperforming assets (2) ..ttt ittt ettt 593% 640%
(1) Total loans exclude loans held for sale.
(2) The applicable allowance represents general valuation allowances only.
Nonperforming assets increased $398,000 between December 31, 2006 and
March 31, 2007. The increase in nonperforming assets was primarily due to a
$325,000 dincrease in residential mortgages, 1ncluding the addition of seven

residential mortgage loans,
level on nonperforming consumer
year—-end 2006.
is presented below.

loans improved slightly in

FOR THE THREE
MONTHS ENDED

MARCH 31, 2007
(In Thousands)
Beginning balanCe. ...ttt e e e eeeeeeeeeeeeennnans $4,220
7X@ L T i o 1 1,054
(O3 I I Y wlle I 5 = (540)
Transfers to accrual/restructured status...... (71)
Charge—-offs / write-downs, net................ (45)
Ending DalanCe. v e e ittt ittt eeeeeeeeeeeeeeeennnans $4,618

and a $77,000 increase in commercial mortgages.
comparison to
An analysis of the change in the balance of non-performing assets

The

2006

FOR THE YEAR ENDED
DECEMBER 31,
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The timely identification of problem loans is a key element in our
strategy to manage our loan portfolio. Timely identification enables us to take
appropriate action and, accordingly, minimize losses. An asset review system
established to monitor the asset quality of our loans and investments 1in real
estate portfolios facilitates the identification of problem assets. In general,
this system wutilizes guidelines established by federal regulation. However,
there can be no assurance that the levels or the categories of problem loans and
assets established by the Bank are the same as those which would result from a
regulatory examination.
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INTEREST SENSITIVITY

The matching of maturities or repricing periods of interest
rate-sensitive assets and liabilities to promote a favorable interest rate
spread and mitigate exposure to fluctuations 1in interest rates is our primary
tool for achieving our asset/liability management strategies. Management
regularly reviews our interest-rate sensitivity and adjusts the sensitivity
within acceptable tolerance ranges established by management. At March 31, 2007,
interest-bearing 1liabilities exceeded interest-earning assets that mature or
reprice within one vyear (interest-sensitive gap) by $51.4 million. Our
interest-sensitive assets as a percentage of interest-sensitive liabilities
within the one-year window decreased from 98% at December 31, 2006 to 97% at
March 31, 2007. Likewise, the one-year interest-sensitive gap as a percentage of
total assets changed to -1.74% at March 31, 2007 from -1.03% at December 31,
2006. The change in sensitivity since December 31, 2006 is the result of the
current interest rate environment and our continuing effort to effectively
manage interest rate risk.

Market risk is the risk of loss from adverse changes in market prices
and rates. Our market risk arises primarily from interest rate risk inherent in
its lending, investing, and funding activities. To that end, management actively
monitors and manages its interest rate risk exposure. One measure, required to
be performed by OTS-regulated institutions, is the test specified by OTS Thrift
Bulletin No. 13a "Management of Interest Rate Risk, Investment Securities and
Derivative Activities." This test measures the impact of an immediate change in
interest rates in 100 basis point increments on the net portfolio value ratio.
The net portfolio wvalue ratio 1is defined as the net present wvalue of the
estimated cash flows from assets and liabilities as a percentage of net present
value of cash flows from total assets (or the net present value of equity). The
table below shows the estimated impact of immediate changes in interest rates on
our net interest margin and net portfolio value ratio at the specified levels at
March 31, 2007 and 2006, calculated in compliance with Thrift Bulletin No. 13a:

AT MARCH 31,

2007 2006
CHANGE IN $ CHANGE IN $ CHANGE IN
INTEREST RATE NET INTEREST NET PORTFOLIO NET INTEREST NET PORTFOLIO
(BASIS POINTS) MARGIN (1) VALUE RATIO (2) MARGIN (1) VALUE RATIO (2)
+300 0% 8.46% -1% 7.12%
+200 0% 8.73% 0% 7.77%
+100 0% 8.95% 0% 8.38%
0 0% 9.70% 0% 8.90%
-100 2% 9.25% -1% 9.35%
-200 2% 9.16% -3% 9.40%
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=300 1% 9.13% -7% 9.28%
(1) The percentage difference between net interest margin in a stable interest

rate environment and net interest margin as projected under the various
rate change environments.

(2) The net portfolio wvalue ratio of the Company in a stable interest rate

environment and the net portfolio wvalue ratio as projected under the
various rate change environments.

COMPARISON OF THE THREE MONTHS ENDED MARCH 31, 2007 AND 2006
RESULTS OF OPERATIONS

We recorded net income of $7.8 million or $1.15 per diluted share for
the first quarter of 2007. This compares to $7.3 million or $1.06 per diluted

share for the same quarter last year.
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NET INTEREST INCOME

The following tables provide information concerning the balances,
yields and rates on interest-earning assets and interest-bearing 1liabilities
during the periods indicated.

THREE MONTHS ENDED MARCH 31,

2007
AVERAGE INTEREST & YIELD/ AVERAGE
BALANCE DIVIDENDS RATE (1) BALANCE

ASSETS: (Dollars in Thousands)

Interest-earning assets:

Loans (2) (3):

Commercial real estate loans ..... $ 655,669 $13,692 8.35% $ 605,189
Residential real estate loans 471,613 6,723 5.70 466,329
Commercial loans ............ 651,510 13,063 8.19 525,339
Consumer 10ans ....ueeeeoeeenn. 266,368 4,978 7.58 250,856

Total 10ANS .+..veeueeeeennnn 2,045,160 38,456 7.58 1,847,713

Mortgage-backed securities (4) ... 509,224 6,237 4.90 623,551

Loans held-for-sale (3) .....v.o... 1,090 13 4.77 594

Investment securities (4) (5) .... 32,757 1,714 20.93 58,060

Other interest-earning assets .... 37,851 668 7.16 48,690
Total interest-earning assets 2,626,082 47,088 7.21 2,578,608

Allowance for loan losses ........ (27,708) ——————— (25,515)

Cash and due from banks........... 67,087 51,364

Cash in non-owned ATMS.....'ueuvee.. 142,103 144,436

Bank owned life insurance......... 55,473 54,365

Other noninterest-earning assets.. 65,758 59,986
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Total aSSeLS . iv e i eennnnnn $2,928,795

LIABILITIES AND STOCKHOLDERS' EQUITY:
Interest-bearing liabilities:
Interest-bearing deposits:

Interest-bearing demand...... $ 135,464 270 0.81%
Money market................. 315,525 3,088 3.97
Savings. ...t 219,912 446 0.82
Retail time deposits 456,523 5,216 4.63
Total interest-bearing
customer deposits........ 1,127,424 9,020 3.24
Jumbo certificates of deposits ... 102,856 1,355 5.34
Brokered certificates of deposit.. 298,247 4,013 5.46
Total interest-bearing
deposits........ .. 1,528,527 14,388 3.82
FHLB of Pittsburgh advances....... 697,253 8,922 5.12
Trust preferred borrowings........ 67,011 1,177 7.03
Other borrowed funds.............. 131,232 1,541 4.70
Total interest-bearing
liabilities......... ... ... 2,424,023 26,028 4.30
Noninterest-bearing demand ———————
deposits. ..ttt e 267,354
Other noninterest-bearing
liabilities.. ... 26,399
Minority interest ............. ... 49
Stockholders' equity.............. 210,970
Total liabilities and
stockholders' equity............ $2,928,795
Excess of interest-earning assets
over interest-bearing
liabilities....viiiiiiii.. $ 202,059
Net interest and dividend income.. $21,060
Interest rate spread.............. 2.91%
Net interest margin............... 3.25%

(1) Weighted average yields have been computed on a tax—equivalent basis.
(2) Nonperforming loans are included in average balance computations.

(3) Balances are reflected net of unearned income.

(4) Includes securities available-for-sale.

(5) Includes reverse mortgages.
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Net interest income for the first quarter of 2007 was $21.1 million
compared to $19.3 million for the same quarter in 2006. Mainly contributing to
the increase in net interest income was an improved balance sheet mix of earning
assets and interest-bearing liabilities. Loans, with a yield of 7.58%, increased
$197.4 million while mortgage-backed securities, with a yield of 4.90%, declined

$2,863,244

$ 123,805
226,229
247,152
322,184

919,370
60,081
226,022

1,205,473
1,003,350
67,011
121,822

2,397,656
257,963
21,022

154
186,449
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$114.3 million mostly due to scheduled repayments. In addition, deposits, with a

rate of 3.82%, increased $323.1 million while FHLB advances, with a rate of
5.12%, decreased $306.1 million. The yield on earning assets increased 0.89% in

comparison to the first quarter of 2006 while the rate on interest-bearing
liabilities increased by 0.77%. The net interest margin for the first quarter of
2007 was 3.25%, up 0.21% from the first quarter 2006.

ALLOWANCE FOR LOAN LOSSES

We maintain allowances for credit losses and charge losses to these
allowances when such losses are realized. The determination of the allowance for
loan losses requires significant judgment reflecting management's best estimate
of probable loan losses related to specifically identified loans as well as
probable loan losses in the remaining loan portfolio. Management's evaluation is
based upon a continuing review of these portfolios.

Management establishes the loan loss allowance in accordance with
guidance provided in the Securities and Exchange Commission's Staff Accounting
Bulletin 102 ("SAB 102"). Its methodology for assessing the appropriateness of
the allowance consists of several key elements which include: specific
allowances for identified problem loans; formula allowances for commercial and
commercial real estate loans; and allowances for pooled homogenous loans.

Specific reserves are established for certain loans in cases where
management has identified significant conditions or circumstances related to a
specific credit that indicate the probability that a loss has been incurred.

The allowance formula for commercial and commercial real estate loans
are calculated in each case by applying loss factors to outstanding loans based
on the internal risk grade of 1loans derived from analysis of both the
probability of default and the probability of loss should default occur. As a
result, changes in risk grades of both performing and nonperforming loans affect
the amount of the formula allowance. Loss factors by risk grade have a basis in
our historical default experience for such loans and an assessment of the
probability of default. Loss adjustment factors are applied based on criteria
discussed below.

Pooled loans are loans that are usually smaller,
not-individually-graded and homogenous in nature, such as consumer installment
loans and residential mortgages. Loan loss allowances for pooled loans are based
on a ten-year net charge-off history. The average loss allowance per homogenous
pool is based on the product of average annual historical loss rate and the
average estimated duration of the pool multiplied by the pool balances. These
separate risk pools are then assigned a reserve for losses based upon this
historical loss information and historical loss adjustment factors.

Historical 1loss adjustment factors are Dbased upon management's
evaluation of various current conditions, including those listed below.

o General economic and business conditions affecting the Bank's key lending
areas,

o Credit quality trends,

o Recent loss experience in particular segments of the portfolio,

o Collateral values and loan-to-value ratios,

o Loan volumes and concentrations, including changes in mix,

o Seasoning of the loan portfolio,

o Specific industry conditions within portfolio segments,

o Bank regulatory examination results, and

o Other factors, including changes in quality of the loan origination,

servicing and risk management processes.

Our loan officers and risk managers meet at least quarterly to discuss
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and review these conditions and risks associated with individual problem loans.

In addition, wvarious regulatory agencies, as an integral part of their
examination process, periodically review our allowance for such losses. We also
give consideration to the results of these regulatory agency examinations. The

provision for loan losses decreased to $371,000 for the first quarter of 2007
from $688,000 during the first quarter of 2006, primarily the result of a change
in estimates used in the calculation Dbeginning in the third quarter of 2006 and
slower loan growth during the quarter. The change in estimates is the result of
continued analysis of our loss experience on commercial loans and the our
consideration of proposed regulatory guidance and professional studies on the
classification of commercial credits to change its estimates. This change
combines an estimate of the ©probability of default for each of our classified
loan grades with an estimate of loss should an event of default occur. The
estimate of loss further segments classified 1loan grades into sub-grades with
unique factors. We believe this analysis better estimates losses currently in
its loan portfolio.
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We maintain allowances for credit losses and charge losses to these
allowances when such losses are realized. The allowances for losses are
maintained at a level which management considers adequate to provide for losses
based wupon an evaluation of known and inherent «risks 1in the portfolios.
Management's evaluation is based upon a continuing review of the portfolios.

The table below represents a summary of the changes in the allowance
for loan losses during the periods indicated.

THREE MONTHS ENDED MARCH 31,

(Dollars in Thousands)

Beginning balance .........eeeeeieeeeeenn $ 27,384 $ 25,381
Provision for loan losses ........vee.o... 371 688

Charge-offs:

Residential real estate ............ - 58
Commercial real estate (1) ......... - -
Commercial . ...ttt iineeneeeennnnn - 30
Overdrafts ...ttt e ittt 353 -
CONSUMETY t vttt ettt e et eeeeeeeeeeannns 107 81
Total charge-offs ............... 460 169
Recoveries:
Residential real estate ............ 1 3
Commercial real estate (1) ......... 118 147
Commercial ...ttt iineneeeennnns 74 49
Overdrafts ...ttt ie ittt 119 -
CONSUMETY t vttt ettt et eeeeeeeeeeannns 22 44
Total recoveries ........ceeeee.e.. 334 243
Net charge-offs (recoveries) ............ 126 (74)
Ending balanCe ......eeeiteeneennneeennns $ 27,629 $ 26,143
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Net charge-offs to average gross loans
outstanding, net of unearned income (2) 0.02% (0.02)%

(1) Includes commercial mortgage and construction loans.
(2) Ratios for the three months ended March 31, 2007 and 2006 are annualized.

NONINTEREST INCOME

Noninterest income for the quarter ended March 31, 2007 was $10.7
million compared to $9.0 million for the first quarter of 2006, an increase of
$1.7 million or 19%. Although almost all noninterest income categories showed
improvements, the majority of the increase over the first quarter of 2006 was
attributable to a $1.0 million increase 1in deposit service charges. This
increase was due to an increase in deposit accounts and additional services
offered. Credit/debit card and ATM income increased $323,000 as a result of
higher rates earned on cash in non-owned ATM's. Fee revenues for the first
quarter of 2007 represented 33% of total revenues compared to 32% during the
first quarter of 2006.

NONINTEREST EXPENSE

Noninterest expense for the quarter ended March 31, 2007 was $19.4
million for an increase of $3.1 million over the $16.2 million reported for the
same period in 2006. The 19% increase over the first quarter of 2006 was mainly
related to our expansion including the opening of three branch offices, three
branch renovations/relocations, the continued growth of the Wealth Management
Division and the formation of a reverse mortgage business unit. Additionally, we
moved into our new corporate headquarters in the WSFS Bank Center building in
March 2007. This investment in growth is reflected in higher compensation,
occupancy and equipment expenses. The number of full-time equivalent Associates
increased from 529 at in the first quarter of 2006 to 564 at in the first
quarter of 2007. The first quarter of 2006 also included a $322,000 reduction in
a reserve included in professional fees related to reverse mortgages.

INCOME TAXES

The Company and its subsidiaries, with the exception of WSFS Reit,

Inc., file a <consolidated Federal income tax return and separate state income
tax returns. WSFS Reit, 1Inc. files separate Federal and state income tax
returns. Income taxes are accounted for
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in accordance with SFAS 109, which requires the recording of deferred income
taxes for tax consequences of "temporary differences." We recorded a provision
for income taxes of $4.3 million during the three months ended March 31, 2007
compared to an income tax provision of $4.1 million for the same period in 2006.
The effective tax rate for both of the three month periods ended March 31, 2007
and 2006 were 36%.

The effective tax rate reflects the recognition of certain tax benefits
in the financial statements including those benefits from tax-exempt interest
income, Bank-Owned Life Insurance ("BOLI") income and fifty-percent interest
income exclusion on a loan to an Employee Stock Ownership Plan. These tax
benefits are offset by the tax effect of stock-based compensation expense
related to incentive stock options and a provision for state income tax expense.

We frequently analyze our projections of taxable income and make
adjustments to our provision for income taxes accordingly.
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RECENT ACCOUNTING PRONOUNCEMENTS

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain
Hybrid Financial Instruments - An Amendment of Statements No. 133 and 140 ("SFAS
155") . This Statement permits fair value remeasurement for any hybrid financial
instrument that contains an embedded derivative that otherwise would require
bifurcation. It also clarifies which interest-only strips are not subject to the
requirements of SFAS 133. In addition, it establishes a requirement to evaluate
interests in securitized financial assets to identify interests that are
freestanding derivatives or that are hybrid financial instruments that contain
an embedded derivative requiring Dbifurcation. SFAS 155 becomes effective in
fiscal years beginning after September 15, 2006. The adoption of this Statement
did not have a material impact on the our Consolidated Financial Statements.

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing

of Financial Assets - An Amendment of Statement No. 140 ("SFAS 156"). This
Statement will modify the accounting for servicing assets and liabilities, such
as those common with mortgage securitization activities. The new Standard

addresses the recognition and measurement of separately recognized servicing
assets and liabilities and provides an approach to lessen the efforts to obtain
hedge-like (offset) accounting. SFAS 156 becomes effective 1in fiscal vyears
beginning after September 15, 2006. The adoption of this Statement did not have
a material impact on our Consolidated Financial Statements.

In September 2006, the Emerging Issues Task Force ("EITE") reached a
final consensus on Issue 06-04, Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Endorsement Split Dollar Life Insurance
Arrangements. In accordance with the EITF consensus, an agreement by an employer
to share a portion of the proceeds of a life insurance policy with an employee
during the postretirement period 1is a postretirement Dbenefit arrangement

required to be accounted for in accordance with SFAS No. 106 Employers'
Accounting for Postretirement Benefits Other Than Pensions ("SFAS 106") or
Accounting Principles Board Opinion ("APB") No. 12, Omnibus Opinion —-- 1967.

Furthermore, the purchase of a split dollar life insurance policy does not
constitute a settlement wunder SFAS 106 and, therefore, a liability for the
postretirement obligation must be recognized wunder SFAS 106 if the benefit is
offered wunder an arrangement that constitutes a plan or under Accounting
Principles Board No. 12 if it is not part of a plan. The provisions of EITF
Issue 06-04 are to be applied through either a cumulative-effect adjustment to
retained earnings as of the beginning of the year of adoption or retrospective
application. We are required to adopt this statement in the fiscal vyear
beginning after December 15, 2007, with early adoption permitted. We plan to
adopt this statement on January 1, 2008 and are currently assessing the impact
that the adoption will have on our Consolidated Financial Statements.

In September 2006, the FASB ratified the consensus reached by the EITF
in Issue No. 06-5, Accounting for Purchases of Life Insurance - Determining the
Amount That Could Be Realized in Accordance with FASB Technical Bulletin No.
85-4, Accounting for Purchases of Life 1Insurance," ("EITF 06-5"). EITF 06-5
concluded that companies purchasing a life insurance policy should record the
amount that could be realized, considering any additional amounts beyond cash
surrender value included in the contractual terms of the policy. The amount that
could be realized should be based on assumed surrender at the individual policy
or certificate 1level, unless all policies or certificates are required to be
surrendered as a group. When it is probable that contractual restrictions would
limit the amount that could be realized, such contractual limitations should be
considered and any amounts recoverable at the insurance company's discretion
should be excluded from the amount that could be realized. Companies are
permitted to recognize the effects of applying the consensus through either (1)
a change in accounting principle through a cumulative-effect adjustment to
retained earnings or to other components of equity or net assets as of the
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beginning of the year of adoption or (2) a <change in accounting principle
through retrospective application to all prior periods. EITF 06-5 was effective
for fiscal years beginning after December 15, 2006. We adopted EITF 06-5 at the
beginning of 2007, and the adoption did not have a material impact on our
Consolidated Financial Statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option
for Financial Assets and Financial Liabilities-Including an amendment of FASB
Statement No. 115 ("SFAS 159"). SFAS 159 permits entities to choose to measure
eligible items at fair value at specified election dates. Unrealized gains and
losses on items for which the fair value option has been elected are to be
reported in earnings at each subsequent reporting date. The fair value option
(1) may be applied instrument by instrument, with certain
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exceptions, (ii) is irrevocable (unless a new election date occurs) and (iii) is
applied only to entire instruments and not to portions of instruments. SFAS 159

is effective for us on January 1, 2008. We are currently evaluating the impact
the adoption of SFAS 159 will have on our consolidated financial statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Incorporated herein by reference from Item 2, of this quarterly report
on Form 10-Q.

ITEM 4. CONTROLS AND PROCEDURES

(A) EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES. Based on their
evaluation of our disclosure controls and procedures (as defined
in Rules 13a-15(e) under the Securities Exchange Act of 1934 (the
"Exchange Act")), our principal executive officer and the
principal financial officer have concluded that as of the end of
the period covered by this Quarterly Report on Form 10-Q such
disclosure controls and procedures are effective to ensure that
information required to be disclosed Dby the us in the reports
that we file or submit wunder the Securities and Exchange
Commission's rules and forms and is accumulated and communicated
to our management, 1including the principal executive officer and
principal financial officer, as appropriate to allow timely
decisions regarding required disclosures.

(B) CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING. During the
quarter under report, there was no change in our internal control
over financial reporting that has materially affected, or is
reasonably likely to materially affect, our internal control over
financial reporting.

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
We are not engaged in any legal proceedings of a material nature at
March 31, 2007. From time to time, we are party to legal proceedings
in the ordinary course of business which enforces 1its security
interest in loans.

ITEM 1A. RISK FACTORS
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Our management does not believe there have been any material changes
to the «risk factors previously disclosed under Item 1A. of the
Company's Form 10-K for the year ended December 31, 2006, previously

filed with the Securities and Exchange Commission.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
The following table lists purchases of our Common Stock during the
first quarter of 2007.
Total Number Average
of Shares Price Paid
Purchased per Share
January 1, to January 31, 2007 0 $0.00
February 1, to February 28, 2007 155,000 $68.17
March 1, to March 31, 2007 226,500 $66.65
Total for the quarter ended March 31, 2007 381,500 $67.27
There is no expiration date under either Plan.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable
ITEM 5. OTHER INFORMATION
Not applicable
ITEM 6. EXHIBITS
(a) Exhibit 31 - Certifications pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002
(b) Exhibit 32 - Certifications pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
23
SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behalf by the

undersigned thereunto duly authorized.
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/s/MARK A. TURNER

Mark A. Turner
President and Chief Executive Officer

/s/STEPHEN A. FOWLE

Stephen A. Fowle
Executive Vice President and
Chief Financial Officer
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