
FEDERAL TRUST CORP
Form 10-Q/A
June 27, 2008
Table of Contents

U.S. SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q/A
AMENDMENT NO. 1

(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, 2008.

¨ 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: 001-31724.

FEDERAL TRUST CORPORATION
(Exact name of registrant as specified in its charter)
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Florida 59-2935028
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

312 West 1st Street

Sanford, Florida 32771
(Address of principal executive offices) (Zip Code)

(407) 323-1833

Registrant�s telephone number, including area code

Not applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by 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, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer  ¨ Accelerated filer  x
Non-accelerated filer  ¨ Smaller reporting company  x

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Act).    YES  ¨    NO  x

State the number of shares outstanding of each of the issuer�s classes of common equity, as of the latest practicable date:

Common stock, par value $.01 per share 9,436,305 Shares
(class) Outstanding at May 7, 2008
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

Consolidated Balance Sheets

($ in thousands, except share information)

At
March 31,

2008
December 31,

2007
(Unaudited) (Audited)

Assets
Cash and due from banks $ 43,568 $ 8,046
Interest-earning deposits 708 1,131

Cash and cash equivalents 44,276 9,177

Securities available for sale 41,155 52,449
Loans, less allowance for loan losses of $15,793 in 2008 and $13,869 in 2007 522,551 563,234
Accrued interest receivable 3,647 4,509
Premises and equipment, net 18,734 18,814
Foreclosed assets 10,093 9,522
Federal Home Loan Bank stock 8,663 8,129
Mortgage servicing rights, net 460 444
Bank-owned life insurance 7,613 7,504
Deferred tax asset 9,098 7,966
Other assets 6,589 8,516

Total assets $ 672,879 $ 690,264

Liabilities and Stockholders� Equity

Liabilities:
Noninterest-bearing demand deposits $ 14,830 $ 13,916
Interest-bearing demand deposits 68,997 80,275
Money-market deposits 57,060 57,608
Savings deposits 2,233 2,422
Time deposits 310,923 327,508

Total deposits 454,043 481,729

Federal Home Loan Bank advances 165,000 152,000
Other borrowings 16 16
Junior subordinated debentures 5,155 5,155
Accrued interest payable 2,267 2,597
Official checks 1,892 2,238
Other liabilities 7,203 6,843

Total liabilities 635,576 650,578

Stockholders� equity:
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Common stock, $.01 par value, 15,000,000 shares authorized; 9,436,305 shares outstanding in 2008 and 2007 94 94
Additional paid-in capital 44,540 44,515
Accumulated deficit (5,974) (3,755)
Unallocated ESOP shares (42,386 shares in 2008 and 2007) (440) (440)
Accumulated other comprehensive loss (917) (728)

Total stockholders� equity 37,303 39,686

Total liabilities and stockholders� equity $ 672,879 $ 690,264

See Accompanying Notes to Consolidated Financial Statements.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Consolidated Statements of Operations (Unaudited)

($ in thousands, except share information)

Three Months Ended
March 31,

2008 2007
Interest income:
Loans $ 7,999 $ 9,699
Securities 641 844
Other 366 176

Total interest income 9,006 10,719

Interest expense:
Deposits 5,099 5,367
Other 1,867 2,128

Total interest expense 6,966 7,495

Net interest income 2,040 3,224
Provision for loan losses 1,965 150

Net interest income after provision for loan losses 75 3,074

Other income:
Service charges and fees 125 107
Gain on sale of loans held for sale 199 72
Net gain on sale of securities available for sale 58 35
Rental income 104 85
Increase in cash surrender value of life insurance policies 109 67
Other 53 110

Total other income 648 476

Other expenses:
Salary and employee benefits 1,986 1,922
Occupancy expense 700 511
Professional services 331 260
Deposit insurance premium 307 15
Data processing 285 230
Foreclosure expenses 152 2
Net loss on sale of foreclosed assets 81 �  
Marketing and advertising 63 116
Other 470 383

Total other expenses 4,375 3,439

(Loss) earnings before income taxes (3,652) 111

Income tax benefit (1,433) (49)
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Net (loss) earnings $ (2,219) $ 160

(Loss) earnings per share:
Basic $ (.24) $ .02

Diluted $ (.24) $ .02

Weighted-average shares outstanding for (in thousands):
Basic 9,394 9,342

Diluted 9,394 9,440

Cash dividends per share $ �  $ .04

See Accompanying Notes to Consolidated Financial Statements.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Consolidated Statements of Stockholders� Equity

For the Three Months Ended March 31, 2008 and 2007

($ in thousands)

Common Stock
Additional

Paid-In
Capital

Retained
Earnings

(Accumulated
Deficit)

Unallocated
ESOP
Shares

Accumulated
Other

Comprehensive
Loss

Total
Stockholders�

EquityShares Amount
Balance at December 31, 2006 9,351,542 $ 94 $ 43,858 $ 11,160 $ (257) $ (235) $ 54,620

Comprehensive income:
Net earnings (unaudited) �  �  �  160 �  �  160
Change in unrealized loss on securities
available for sale, net of income taxes of
$(23) (unaudited) �  �  �  �  �  39 39

Comprehensive income (unaudited) �  �  �  �  �  �  199
Issuance of common stock�options exercised
(unaudited) 37,283 �  175 �  �  �  175
ESOP shares purchased (6,618 shares)
(unaudited) �  �  67 �  (67) �  �  
Share based compensation (unaudited) �  �  34 �  �  �  34
Dividends paid $.04 per share (unaudited) �  �  �  (376) �  �  (376)

Balance at March 31, 2007 (unaudited) 9,388,825 $ 94 $ 44,134 $ 10,944 $ (324) $ (196) $ 54,652

Balance at December 31, 2007 9,436,305 $ 94 $ 44,515 $ (3,755) $ (440) $ (728) $ 39,686

Comprehensive loss:
Net loss (unaudited) �  �  �  (2,219) �  �  (2,219)
Change in unrealized loss on securities
available for sale, net of income taxes of
$113 (unaudited) �  �  �  �  �  (189) (189)

Comprehensive loss (unaudited) �  �  �  �  �  �  (2,408)
Share based compensation (unaudited) �  �  25 �  �  �  25

Balance at March 31, 2008 (unaudited) 9,436,305 $ 94 $ 44,540 $ (5,974) $ (440) $ (917) $ 37,303

See Accompanying Notes to Consolidated Financial Statements.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Consolidated Statements of Cash Flows (Unaudited)

($ in thousands)

Three Months Ended
March 31,

2008 2007
Cash flows from operating activities:
Net (loss) earnings $ (2,219) $ 160
Adjustments to reconcile net (loss) earnings to net cash provided by operating activities:
Depreciation and amortization 254 217
Provision for loan losses 1,965 150
Loss on sale of foreclosed assets 81 �  
Net amortization of premiums and discounts on securities (47) (29)
Net amortization of loan origination fees, costs, premiums and discounts 293 340
Amortization of mortgage servicing rights 26 56
Increase in cash surrender value of life insurance policies (109) (67)
Proceeds from sales of loans held for sale 601 2,908
Loans originated for resale (634) (2,815)
Gain on sale of loans held for sale (199) (72)
Loss on disposal of fixed assets 11 �  
Net gain on sales of securities available for sale (58) (35)
Deferred taxes (1,019) �  
Share based compensation 25 34
Cash provided by (used in) resulting from changes in:
Accrued interest receivable 862 571
Other assets 1,821 429
Accrued interest payable (330) 309
Official checks (346) (437)
Other liabilities (39) 177

Net cash provided by operating activities 939 1,896

Cash flows from investing activities:
Purchase of securities available for sale �  (3,937)
Proceeds from principal repayments and sales of securities available for sale 11,097 7,751
Loan principal repayments, net of originations 25,480 30,717
Purchase of loans �  (26,023)
Proceeds from sales of loans transferred to held for sale 12,051 2,491
Purchase of premises and equipment (79) (114)
(Purchase) redemption of Federal Home Loan Bank stock (534) 845
Net proceeds from sale of foreclosed assets 432 �  

Net cash provided by investing activities 48,447 11,730

Cash flows from financing activities:
Net increase (decrease) in deposits (27,686) 1,704
Net increase (decrease) in Federal Home Loan Bank advances 13,000 (14,000)
Net decrease in other borrowings �  (1,315)
Principal repayments under capital lease obligation �  (2,504)
Net increase in advance payments from borrowers for taxes and insurance 399 369
Net proceeds from the exercise of options on common stock �  175
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Net cash provided by (used in) financing activities (14,287) (15,947)

Net increase (decrease) in cash and cash equivalents 35,099 (2,321)
Cash and cash equivalents at beginning of period 9,177 8,680

Cash and cash equivalents at end of period $ 44,276 $ 6,359

(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Consolidated Statements of Cash Flows (Unaudited), Continued

($ in thousands)

Three Months Ended
March 31,

2008 2007
Supplemental disclosure of cash flow information-
Cash paid during the period for:
Interest $ 7,296 $ 7,186

Income taxes $ �  $ �  

Noncash transactions:
Foreclosed assets acquired in settlement of loans $ 1,084 $ 2,363

Other comprehensive (loss) gain, net change in unrealized loss on securities available for sale, net of tax $ (189) $ 39

Transfer of loans in portfolio to loans held for sale $ 4,227 $ 2,478

Mortgage servicing rights recognized upon sale of loans held for sale $ 42 $ 25

ESOP shares purchased $ �  $ 67

Transfer from other assets to premises and equipment $ 106 $ �  

See Accompanying Notes to Consolidated Financial Statements.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited)

(1) Description of Business and Basis of Presentation
Organization. Federal Trust Corporation (�Federal Trust�) is the sole shareholder of Federal Trust Bank (the �Bank�) and Federal Trust Mortgage
Company (the �Mortgage Company�). Federal Trust operates as a unitary savings and loan holding company. Federal Trust�s primary business
activity is the operation of the Bank and the Mortgage Company. The Bank is a federally-chartered stock savings bank. The Bank�s deposits are
insured up to applicable limits by the Federal Deposit Insurance Corporation. The Bank provides a wide range of banking services to individual
and corporate customers through its 11 full-service branch offices located in Orange, Seminole, Volusia, Lake and Flagler Counties, Florida. As
of April 30, 2008, the operations of the Mortgage Company, which primarily include originating mortgage loans, selling mortgage loans in the
secondary market, and servicing of residential mortgage loans have been consolidated into the Bank and is functioning as a department of the
Bank.

The consolidated financial statements include the accounts of Federal Trust, the Bank and the Mortgage Company (collectively referred to
herein as, the �Company�). All significant intercompany accounts and transactions have been eliminated in consolidation.

In the opinion of management, the accompanying consolidated financial statements contain all adjustments (principally consisting of normal
recurring accruals) necessary to present fairly the financial position as of March 31, 2008, and the results of operations and cash flows for the
three-month periods ended March 31, 2008 and 2007. The results of operations for the three-month period ended March 31, 2008, are not
necessarily indicative of the results to be expected for the entire year ending December 31, 2008. These statements should be read in conjunction
with the consolidated financial statements included in the Company�s Annual Report on Form 10-K/A for the year ended December 31, 2007.

Recent Accounting Pronouncements.

In March 2008, The Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards (�SFAS�) No. 161,
Disclosures about Derivative Instruments and Hedging Activities (�SFAS 161�). This standard requires enhanced disclosures regarding derivative
instruments and hedging activities so as to enable investors to better understand their effects on an entity�s financial position, financial
performance, and cash flows. This statement is effective for financial statements issued for fiscal years and interim periods beginning after
November 15, 2008, with early application encouraged. The adoption of SFAS 161 will have no impact on the Company�s financial condition
and results of operations.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements (�SFAS 160�) and SFAS
No. 141(R), Business Combinations (�SFAS 141(R)�). The Standards will improve, simplify, and converge internationally the accounting for
business combinations and the reporting of noncontrolling interests in consolidated financial statements. The statements are effective for fiscal
years, and interim periods within those years, beginning on or after December 15, 2008. Earlier adoption is prohibited. Management does not
anticipate that SFAS 160 and SFAS 141(R) will have a material effect on the Company�s financial condition or results of operations.

In June 2007, the FASB ratified the Emerging Issues Task Force (�EITF�) consensus on Issue No. 06-11, Accounting for Income Tax Benefits of
Dividends on Share-Based Payment Awards (�EITF No. 06-11�). EITF No. 06-11 requires that the tax benefit related to dividend equivalents paid
on restricted stock and restricted stock units which are expected to vest be recorded as an increase to additional paid-in capital. EITF No. 06-11
is to be applied prospectively for tax benefits on dividends declared by the Company on or after January 1, 2008. The adoption of EITF
No. 06-11 will have no impact on the Company�s financial condition and results of operations.

7
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements

(2) Loans
The components of loans are summarized as follows ($ in thousands):

At March 31,
2008

At December 31,
2007

(unaudited)
Residential lending:
Mortgages (1) $ 339,139 $ 359,954
Lot 41,650 39,994
Construction 14,974 21,926

Total residential lending 395,763 421,874

Commercial lending:
Real estate secured 77,125 85,492
Land, development and construction 62,051 73,752
Commercial loans 17,932 15,866

Total commercial lending 157,108 175,110

Consumer loans 121 214

Total loans 552,992 597,198

Add (deduct):
Allowance for loan losses (15,793) (13,869)
Net premiums, discounts, deferred fees and costs 2,711 3,033
Loans in process (17,359) (23,128)

Loans, net $ 522,551 $ 563,234

(1) Includes approximately $7.6 million of loans held for sale at December 31, 2007. There were no loans held for sale at March 31, 2008.
(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(2) Loans, Continued

During the first quarter of 2008, we continued to experience weakness in the real estate market in Central Florida and increases in loan
delinquencies. As a result, we recorded a provision for loan losses in the 2008 first quarter of $2.0 million. Our loan charge-offs during the 2008
first quarter were $50,000, we recognized $9,000 in recoveries and our allowance for loan losses increased from $13.9 million at December 31,
2007, to $15.8 million at March 31, 2008.

The activity in the allowance for loan losses is as follows ($ in thousands):

Three Months Ended
March 31,

2008 2007
Balance at beginning of period $ 13,869 $ 5,098
Provision for loan losses 1,965 150
Charge-offs (50) �  
Recoveries 9 �  

Balance at end of period $ 15,793 $ 5,248

The following is a summary of information regarding nonaccrual and impaired loans ($ in thousands):

At March 31,
2008

At December 31,
2007

Non-accrual loans $ 47,774 $ 38,223

Accruing loans past due 90 days or more $ �  $ �  

Recorded investment in impaired loans for which there is a related allowance
for loan losses $ 20,675 $ 15,299

Recorded investment in impaired loans for which there is no related
allowance for loan losses $ 36,878 $ 22,903

Allowance for loan losses related to impaired loans $ 5,602 $ 5,556

Three Months Ended
March 31,

2008 2007
Interest income recognized and received on impaired loans $ 418 $ 22

Average net recorded investment in impaired loans $ 47,843 $ 10,570
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(2) Loans, Continued

March 31,
2008

December 31,
2007

Non-accrual loans:
Residential loans:
Mortgages $ 8,521 $ 4,993
Lot 9,083 6,578
Construction 6,638 7,317

Total residential loans 24,242 18,888

Commercial loans:
Real estate secured 9,964 7,520
Land, development and construction 12,812 11,063
Commercial business 750 752

Total commercial loans 23,526 19,335

Consumer loans 6 �  

Total non-accrual loans 47,774 38,223
Foreclosed assets 10,093 9,522

Total non-performing assets $ 57,867 $ 47,745

Total non-accrual loans to total loans 8.6% 6.4%

Total non-accrual loans to total assets 7.1% 5.5%

Total allowance for loan losses to total non-accrual loans 33.1% 36.3%

Total non-performing assets to total assets 8.6% 6.9%

Total non-performing assets which includes non-accrual loans and foreclosed properties, increased from $47.7 million at December 31, 2007, to
$57.9 million at March 31, 2008. The increase in non-performing assets during the first quarter of 2008 included three commercial loans with
principal balances totaling $5.2 million. The largest of these loans has a balance of $2.7 million and is for a residential condominium project in
the Florida panhandle. Other first quarter non-performing asset activity included non-accrual loan increases of $2.6 million in residential loans to
foreign national borrowers, $2.5 million in developed residential lot loans, and $926,000 for other domestic residential loans. Partially offsetting
these increases in non-performing assets was the collection of $500,000 from our insurance carrier on the 2007 Transland Financial Services
fraud loss, and the sale of three residences and two residential lots with carrying values totaling $508,000. We recognized an $81,500 net loss on
the sale of the five foreclosed properties.

In addition to our non-performing assets discussed above, at March 31, 2008, we had $43.4 million in performing loans that exhibited weakness
or concerns and were graded as classified or special mention. This total decreased $13.2 million during the 2008 first quarter, from $56.6 million
at December 31, 2007. The decrease was primarily due to the payoff of one classified commercial loan for $7.4 million and the transfer to
non-accrual status of two commercial loans for $4.7 million.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(3) Regulatory Capital
The Bank is required to maintain certain minimum regulatory capital requirements. On June 25, 2008, management revised the Bank�s March 31,
2008 regulatory capital ratios to reflect a lower than originally estimated allowable deferred tax asset. The revision had no effect on the
Company�s total consolidated assets or stockholders� equity at March 31, 2008 and no effect on the consolidated net loss or loss per share as
reported for the three months ended March 31, 2008. The revision has been made to reflect the actual income tax refunds claimed compared to
estimated amounts. The change reduced the capital amount as computed for the calculation of the capital ratios for the total regulatory capital by
$4.3 million and for the Tier I capital amount by $4.2 million. The Bank�s capital ratios decreased as follows: total capital to risk-weighted assets
decreased from 9.8% to 9.0%, Tier I capital to risk-weighted assets decreased from 8.5% to 7.7% and Tier I capital decreased from 5.6% to
5.0%. The Bank continues to be categorized as adequately capitalized. The following are the March 31, 2008 revised regulatory capital
calculations.

Actual

For Minimum
Capital

Adequacy
Purposes

To Be Well
Capitalized

Under Prompt
Corrective Action

Provisions
Total capital to risk-weighted assets 8.96% 8.00% 10.00%
Tier I capital to risk-weighted assets 7.69% 4.00% 6.00%
Tier I capital to total assets-leverage ratio 5.03% 4.00% 5.00%

The Bank�s total capital to risk-weighted assets ratio of 8.96% resulted in the Bank being characterized as �adequately capitalized� for regulatory
capital purposes.

(4) (Loss) Earnings Per Share of Common Stock
The Company follows the provisions of SFAS No. 128, Earnings Per Share (�SFAS No. 128�). SFAS No. 128 provides accounting and reporting
standards for calculating (loss) earnings per share. Basic (loss) earnings per share of common stock, has been computed by dividing the net loss
or earnings for the period by the weighted-average number of shares outstanding. Shares of common stock purchased by the Company�s
Employee Stock Ownership Plan (�ESOP�) are considered outstanding when the shares are allocated to participants. Diluted (loss) earnings per
share is computed by dividing net loss or earnings by the weighted-average number of shares outstanding including the dilutive effect of stock
options computed using the treasury stock method and the restricted stock units. Outstanding stock options and restricted stock units are not
considered dilutive securities for the three-month period ended March 31, 2008, due to the net loss incurred by the Company.

(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(4) (Loss) Earnings Per Share of Common Stock, Continued

The following table presents the calculation of basic (loss) earnings per share for the three-month periods ending March 31, 2008 and 2007, and
the calculation of diluted earnings per share for the three-month period ending March 31, 2007.

Three Months Ended
March 31,

2008 2007
Weighted-average shares outstanding before adjustment for unallocated ESOP shares 9,436 9,374
Adjustment to reflect the effect of unallocated ESOP shares (42) (32)

Weighted-average shares outstanding for basic earnings (loss) per share 9,394 9,342

Basic earnings (loss) per share $ (.24) $ .02

Total weighted-average shares outstanding for basic earnings (loss) per share computation 9,394 9,342
Additional dilutive shares using the average market value for the period utilizing the
treasury stock method regarding stock options �  98

Weighted-average shares and equivalents outstanding for diluted earnings (loss) per share 9,394 9,440

Diluted earnings (loss) per share $ (.24) $ .02

(5) Stock Compensation Plans
The Company has three stock benefit plans. The Key Employee Stock Compensation Program (the �Employee Plan�) is authorized to issue up to
10% of the issued shares up to a maximum of 1,020,000 shares through the exercise of incentive stock options, compensatory stock options,
stock appreciation rights or performance shares. All awards granted under the Employee Plan have been incentive stock options. These options
have five to ten year terms and vest over various terms up to five years. At March 31, 2008, the Company had 427,301 options available for
future grants under the Employee Plan.

The Directors� Stock Option Plan (the �Directors� Plan�) is authorized to issue up to 141,337 shares through the exercise of stock options. All
options granted under the Directors� Plan have five to ten-year terms, and vest over various terms up to five years. At March 31, 2008, the
Company had 4,180 options available for future grants under the Directors� Plan.

The 2005 Directors� Stock Plan (�2005 Directors� Plan�) is authorized to issue up to 91,800 shares through the exercise of stock options and the
issuance of restricted stock shares. Awards made under the 2005 Directors� Plan may be in the form of restricted shares, restricted stock units, or
stock options. A restricted stock unit is the right to receive a share of common stock, after vesting, on a date selected by the director. While any
restricted stock unit is outstanding the director holding the restricted stock unit will be entitled to receive a dividend in the form of additional
restricted stock units, if cash or stock dividends are declared on outstanding shares of common stock. Each restricted stock unit, including
fractional restricted stock units, will be converted to one share of common stock, after vesting, on the date which has been selected by the
director or when the director no longer serves on the Board.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(5) Stock Compensation Plans, Continued

Awards of restricted shares or restricted stock units may be awarded to a director as an annual stock retainer, which is dependent upon the
amount of the director�s annual cash retainer. Under terms of those respective agreements, the units vest over periods from three to four years,
unless there is a change in control, at which point the units vest immediately.

Options are granted to certain employees and directors at a price equal to the market value of the stock on the dates the options were granted. In
accordance with SFAS No. 123, Share-Based Payment �SFAS 123(R)�, the fair value of each option is amortized using the straight-line method
over the requisite service period of each option. We have estimated the fair value of all option awards as of the grant date by applying the
Black-Scholes pricing valuation model. The application of this valuation model involves assumptions that are judgmental and sensitive in the
determination of compensation expense. The weighted average amounts for key assumptions used in determining the fair value of options
granted during the three-months ended March 31, 2008 and 2007 follows:

Three-Months Ended
March 31, 2008

Three-Months Ended
March 31, 2007

Expected stock price volatility 32.67% 47.95%
Risk-free interest rate 2.64% 4.66%
Weighted average expected life in years 4.0 6.5
Expected dividend yield 0.00% 1.58%
Per share weighted-average grant date fair value of options issued
during the period $ 0.64 $ 4.66

As part of its adoption of SFAS 123(R), the Company examined its historical pattern of option exercises in an effort to determine if there was
any pattern based on certain employee populations. From this analysis, the Company could not identify any patterns in the exercise of options.
As such, the Company used the guidance in Staff Accounting Bulletin No. 110 issued by the Securities and Exchange Commission to determine
the estimated life of options issued. Historical information was the primary basis for the selection of expected volatility and expected dividend
yield. The risk-free rate was selected based upon yields of U.S. Treasury issues with a term equal to the expected life of the option being valued.

A summary of stock option transactions for the three-month period ended March 31, 2008, follows: ($ in thousands, except per share data):

Number
of

Options

Weighted
Avg. Per Option

Exercise
Price

Weighted
Avg. Remaining
Contract Term

(in years)

Aggregate
Intrinsic

Value
Options Under the Employee Plan:
Outstanding at December 31, 2007 374,283 $ 7.87
Options exercised �  
Options forfeited (200,600) $ 9.61

Outstanding at March 31, 2008 173,683 $ 5.87 4.47 $ �  
Exercisable at March 31, 2008 84,115 $ 7.25 4.58 $ �  

(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(5) Stock Compensation Plans, Continued

Number
of

Options

Weighted
Avg. Per Option

Exercise
Price

Weighted
Avg. Remaining
Contract Term

(in years)

Aggregate
Intrinsic

Value
Options Under the Directors� Plans:

(includes the Directors� Plan and the 2005 Directors�
Plan)
Outstanding at December 31, 2007 144,146 $ 7.17
Options granted 5,000 $ 2.15
Options forfeited (9,792) $ 7.75

Outstanding at March 31, 2008 139,354 $ 6.95 7.56 $ �  
Exercisable at March 31, 2008 71,554 $ 5.99 3.72 $ �  

As of March 31, 2008, the Company had 157,368 nonvested options outstanding resulting in approximately $319,000 of total unrecognized
compensation expense related to these nonvested options. This expense is expected to be recognized monthly over the related vesting periods
using the straight-line method through December 2011.

A summary of the Restricted Stock Unit transactions follows:

Number
of

Units
Restricted Stock Units under the 2005 Directors� Plan:
Outstanding at December 31, 2007 11,815
Stock unit dividends earned �  
Stock units forfeited �  
Stock issued �  

Outstanding at March 31, 2008 11,815

A summary of the status of the Company�s nonvested restricted stock units as of December 31, 2007, and changes during the three-months ended
March 31, 2008, is presented below:

Nonvested Shares

Number
of

Units

Weighted-Average
Grant-Date
Fair Value

Nonvested at December 31, 2007 6,471 $ 10.54
Dividends credited �  �  
Forfeited �  �  
Vested (774) $ 11.26
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Nonvested at March 31, 2008 5,697 $ 10.12

(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(6) Fair Value Measurements
In the first quarter of 2008, we adopted SFAS No. 157, Fair Value Measurements (�SFAS 157�), for financial assets and liabilities. This standard
defines fair value, provides guidance for measuring fair value and requires certain disclosures. This standard does not require any new fair value
measurements, but rather applies to all other accounting pronouncements that require or permit fair value measurements. This standard does not
apply measurements related to share-based payments.

SFAS 157 discusses valuation techniques, such as the market approach (comparable market prices), the income approach (present value of
future cash flows), and the cost approach (cost to replace the service capacity of an asset or replacement cost), focusing on the price that would
be received when selling an asset or paid to transfer a liability (exit price). The statement utilizes a fair value hierarchy that prioritizes the inputs
to valuation techniques used to measure fair value into three broad levels. The following is a brief description of those three levels:

� Level 1: Observable inputs such as quoted prices (unadjusted) in active markets for identical assets or liabilities.

� Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly. These include
quoted prices for similar assets or liabilities in active markets and quoted prices for identical or similar assets or liabilities that are not
active. Such inputs may include interest rates and yield curves, volatilities, prepayment speeds, credit risks, and default rates.

� Level 3: Unobservable inputs to measure fair value of assets and liabilities for which there is little, if any market activity at the
measurement date, using reasonable inputs and assumptions based upon the best information at the time, to the extent that inputs are
available without undue cost and effort.

Our listing of financial assets and liabilities subject to fair value measurements on a recurring basis are as follows (in thousands):

Fair Value Measurements at Reporting Date Using

Fair Value
as of

3/31/08

Quoted Prices
in

Active
Markets

for
Identical

Assets
(Level

1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Available for sale securities $ 41,155 $ 62 $ 36,875 $ 4,218
The fair values of our securities available for sale are determined by third-party service providers utilizing various methods dependent upon the
specific type of investment.

(Continued)
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Notes to Consolidated Financial Statements (Unaudited), Continued

(6) Fair Value Measurements, Continued

The following is a summary of transactions for those financial assets and liabilities measured on a recurring basis using significant unobservable
inputs for determining fair value for the three month period ended March 31, 2008 (in thousands):

Fair Value Measurements

At March 31, 2008
Using Significant Unobservable Inputs

(Level 3)
Fair value at December 31, 2007 $ 4,784
Total gains or (losses):
Included in other comprehensive income (565)
(Amortization) and accretion (1)

Fair value at March 31, 2008 $ 4,218

(7) Legal Contingencies
Various legal claims arise from time to time in the normal course of business. In the opinion of management of the Company, none have
occurred that will have a material effect on the Company�s consolidated financial statements.

(8) Reclassification
Certain amounts in the prior period consolidated financial statements have been reclassified to conform with the 2008 presentation.

As of March 31, 2007, $2,491,000 of proceeds from sales of loans transferred to loans held for sale were incorrectly reported on the
Consolidated Statement of Cash Flows as net cash flows from operating activities rather than net cash flows from investing activities as required
by generally accepted accounting standards in the United States of America. These loan sale proceeds were reclassified to cash flows from
investing activities for the three months ended March 31, 2007. This change did not affect the previously reported amount of net decrease in
cash and cash equivalents.
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Notes to Consolidated Financial Statements (Unaudited), Continued

(9) Subsequent Events
Cease and desist orders. The Office of Thrift Supervision recently concluded examinations of the operations of Federal Trust Corporation and
Federal Trust Bank. The Office of Thrift Supervision noted weaknesses and failures relating primarily to our real estate lending practices and
asset quality, and their effect on our capital and earnings. We have taken action and implemented procedures that management believes will
address the weaknesses identified by the Office of Thrift Supervision. However, the Office of Thrift Supervision has presented cease and desist
orders to Federal Trust Corporation and Federal Trust Bank, which are designed to ensure that the weaknesses noted in the recently concluded
examinations are properly addressed. We have negotiated the terms of these enforcement orders with the Office of Thrift Supervision and are
stipulating to the issuance of the orders. The orders will provide that:

� we will submit for review and approval by the Office of Thrift Supervision a capital plan to raise additional capital for Federal Trust
Bank or, if the additional capital cannot be raised, to seek a merger or acquisition partner;

� Federal Trust Bank will submit for review and approval or non-objection by the Office of Thrift Supervision a detailed business plan
to strengthen and improve Federal Trust Bank�s operations, earnings, liquidity and capital;

� Federal Trust Bank will be required to submit quarterly reports to the Office of Thrift Supervision regarding compliance with the
business plan;

� until the Office of Thrift Supervision has approved or provided its non-objection to Federal Trust Bank�s business plan, Federal Trust
Bank will not be permitted to increase its current levels of construction loans, acquisition and development loans, non-residential
permanent mortgage loans, land loans and certain other loans without the prior approval of the Office of Thrift Supervision;

� until the Office of Thrift Supervision has approved or provided its non-objection to Federal Trust Bank�s business plan, Federal Trust
Bank will not be permitted to increase its total assets during any quarter in excess of an amount equal to the net interest credited on
deposit liabilities during the quarter without the prior approval of the Office of Thrift Supervision;

� Federal Trust Bank will submit for review and approval or non-objection by the Office of Thrift Supervision an asset review program
that will (i) strengthen and ensure the timely identification and proper classification of problem assets, (ii) ensure adequate and
proper levels of the Allowance for Loan and Lease Losses, and (iii) establish individualized resolution plans for problem assets;

� Federal Trust Bank will not be permitted to declare a dividend without the prior written approval of the Office of Thrift Supervision;

� Federal Trust Bank will revise its legal lending limit policies and procedures to ensure compliance with applicable law and devise an
action plan to correct any legal lending limit violations;

(Continued)
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Notes to Consolidated Financial Statements (Unaudited), Continued

� Federal Trust Bank will not be permitted to enter into, renew or modify any agreements with us or enter into affiliated transactions
with us, without prior approval of the Office of Thrift Supervision;

� Federal Trust Bank will not be permitted to enter into any third-party contracts for services outside the normal course of business
without prior review and approval of the Office of Thrift Supervision;

� the Board of Directors of Federal Trust Bank will submit a plan to strengthen the Board of Directors� oversight of management and
Federal Trust Bank�s operations;

� the Board of Directors of Federal Trust Bank will conduct a review of Federal Trust Bank�s lending functions and assess the
qualifications, experience and proficiency of Federal Trust Bank�s management and lending staff; and

� the Board of Directors of Federal Trust Bank will establish a committee comprised of non-employee directors to monitor and
coordinate Federal Trust Bank�s compliance with the provisions of the enforcement order.

In the event we are in material non-compliance with the terms of such cease and desist orders, the Office of Thrift Supervision has the authority
to subject us to the terms of a more restrictive enforcement order, to impose civil money penalties on us and our directors and officers, and to
remove directors and officers from their positions with Federal Trust Corporation and Federal Trust Bank.

Additional Office of Thrift Supervision restrictions on our operations. On April 25, 2008, Federal Trust Corporation and Federal Trust Bank
were notified by the Office of Thrift Supervision that the following regulatory and supervisory restrictions apply to Federal Trust Corporation
and Federal Trust Bank, some of which restrictions are similar to those included in the cease and desist orders:

� Federal Trust Corporation and Federal Trust Bank are not eligible to have applications or notices processed by the Office of Thrift
Supervision on an expedited basis;

� Federal Trust Corporation and Federal Trust Bank are required to provide prior notice to the Office of Thrift Supervision for
additions or changes to directors or senior executive officers;

� all employment contracts or compensation arrangements, including severance payments, to directors and senior executive officers are
subject to prior review by the Office of Thrift Supervision;

� the ability of Federal Trust Corporation and Federal Trust Bank to make any compensatory payments to any person previously
affiliated with Federal Trust Corporation or Federal Trust Bank following such person�s termination of employment is restricted by
applicable federal regulation; and

� Federal Trust Bank�s growth is restricted in that it may not increase its assets during any quarter in excess of an amount equal to net
interest credited on deposit liabilities.
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Notes to Consolidated Financial Statements (Unaudited), Continued

In addition, the Office of Thrift Supervision has placed the following restrictions on Federal Trust Corporation and Federal Trust Bank, some of
which restrictions are similar to those included in the cease and desist orders:

� Federal Trust Bank may not pay any dividends or make any form of capital distribution without the prior written approval of the
Office of Thrift Supervision and Federal Trust Corporation may not request or accept any dividend or any form of capital distribution
from Federal Trust Bank without the prior written approval of the Office of Thrift Supervision;

� Federal Trust Corporation may not declare or pay any dividend without the prior written approval of the Office of Thrift Supervision,
and Federal Trust Corporation must request Office of Thrift Supervision approval for the payment of a dividend in writing at least 30
calendar days prior to the proposed dividend declaration date;

� Federal Trust Corporation may not issue any debt securities or otherwise incur any additional debt without the prior written approval
of the Office of Thrift Supervision; and

� Federal Trust Corporation may not make any payments of any kind, or in any form, to any person or entity in an amount exceeding
$5,000 in any calendar month without the prior written approval of the Office of Thrift Supervision.

Federal Reserve Bank restrictions. On April 15, 2008, the Federal Reserve Bank placed restrictions on the activities and transactions we
process with them. Those restrictions include being placed on a Real-Time Monitor status for our account and a zero limit on our daylight
overdraft capacity. In addition, the Federal Reserve Bank has requested pledged collateral of $5 million to the discount window. We have also
been advised that any collateral pledged currently or in the future will be subject to an additional 10% reduction against that collateral value. We
have completed those forms required by the Federal Reserve Bank and transferred satisfactory collateral so as to fully comply with these
requirements.
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Item 2. Management�s Discussion and Analysis of

Financial Condition and Results of Operations

Forward Looking Statements

This current report contains forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as amended,
Forward-looking statements can be identified by the use of words such as �estimate,� �project,� �believe,� �intend,� �anticipate,� �plan,� �seek,� �expect� and
words of similar meaning. These forward-looking statements include, but are not limited to:

� statements of our goals, intentions and expectations;

� statements regarding our business plans, prospects, growth and operating strategies;

� statements regarding the asset quality of our loan and investment portfolios; and

� estimates of our risks and future costs and benefits.
These forward-looking statements are based on current beliefs and expectations of our management and are inherently subject to significant
business, economic and competitive uncertainties and contingencies, many of which are beyond our control. In addition, these forward-looking
statements are subject to assumptions with respect to future business strategies and decisions that are subject to change.

The following factors, among others, could cause actual results to differ materially from the anticipated results or other expectations expressed in
the forward-looking statements:

� general economic conditions and real estate values, either nationally or in our market areas, that are worse than expected;

� competition among depository and other financial institutions;

� inflation and adverse changes in the securities markets;

� changes in laws or government regulations or policies affecting financial institutions, including changes in regulatory fees and capital
requirements;

� our ability to enter new markets successfully and capitalize on growth opportunities;

� changes in consumer spending, borrowing and savings habits;
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� changes in demand for new housing in our market area;

� unfavorable changes in economic conditions affecting housing markets, credit markets, real estate values or oil and gas prices, either
nationally or locally;

� changes in accounting policies and practices, as may be adopted by the bank regulatory agencies and the Financial Accounting
Standards Board; and

� changes in our organization, compensation and benefit plans.
Because of these and other uncertainties, our actual future results may be materially different from the results indicated by these forward-looking
statements.

Critical Accounting Policies

Critical accounting policies are defined as those that are reflective of significant judgments and uncertainties, and could potentially result in
materially different results under different assumptions and conditions. We believe that the critical accounting policies upon which our financial
condition and results of operation depend, and that involve the most complex subjective decisions or assessments, are included in Item 7,
�Management�s Discussion and Analysis of Financial Condition and Results of Operations,� in the Company�s Amendment No. 2 to the Annual
Report on Form 10-K/A for the fiscal year ended December 31, 2007, as filed with the Securities and Exchange Commission. There are no
material changes to the critical accounting policies disclosed in the Annual Report on Form 10-K/A.
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Capital Resources and Liquidity

During the three months ended March 31, 2008, the Company�s primary source of funds consisted of net principal repayments and sales of loans
of $38.1 million, net principal repayments and sales of securities available for sale of $11.1 million and an increase in Federal Home Loan Bank
advances of $13 million. The declining trend in residential real estate values in Florida and the increase in nonaccrual loans has had a significant
negative impact on the earnings and capital resources of the Company. As a result, during the three months ended March 31, 2008, management
sold loans and securities totaling approximately $21.0 million as part of its efforts to reduce the size of the Bank and improve our regulatory
capital ratios. At present Federal Trust Corporation is classified as �adequately capitalized� and as such we are required to obtain approval from
the Federal Deposit Insurance Corporation to accept, renew or rollover brokered deposits. On March 14, 2008, we received conditional approval
from the Federal Deposit Insurance Corporation to replace up to $16.0 million of brokered deposits through May 31, 2008; however, during the
three months ended March 31, 2008, $21.4 million in brokered deposits matured and were not renewed or replaced.

Off-Balance-Sheet Arrangements

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing needs of its
customers. These financial instruments include commitments to extend credit, unused lines of credit, standby letters of credit and loans in
process. These instruments involve, to varying degrees, elements of credit and interest-rate risk in excess of the amounts recognized in the
consolidated balance sheet. The contract amounts of those instruments reflect the extent of the Company�s involvement in particular classes of
financial instruments.

The Company�s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to extend
credit, unused lines of credit, standby letters of credit and loans in process is represented by the contractual amount of those instruments. The
Company uses the same credit policies in making commitments as it does for on-balance sheet instruments.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the contract.
Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since many of the
commitments are expected to expire without being drawn upon, the total committed amounts do not necessarily represent future cash
requirements. The Company evaluates each customer�s credit worthiness on a case-by-case basis. The amount of collateral obtained, if it is
deemed necessary by the Company upon extension of credit, is based on management�s credit evaluation of the counter party.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a customer to a third party. The
credit risk involved in issuing letters of credit is essentially the same as that involved in extending loans to customers.

21

Edgar Filing: FEDERAL TRUST CORP - Form 10-Q/A

Table of Contents 34



Table of Contents

A summary of the amounts of the Company�s financial instruments, with off-balance-sheet risk at March 31, 2008, follows ($ in thousands):

Contract
Amount

Commitments to extend credit $ 2,009

Unused lines of credit $ 18,192

Standby letters of credit $ 663

Loans in process $ 17,359

Management believes the Company has adequate resources to fund all its commitments. At March 31, 2008, the Company had approximately
$271.1 million in time deposits maturing in one year or less. Management also believes that, if so desired, it can adjust the rates on time deposits
to retain or obtain new deposits in a changing interest rate environment. Management believes the Bank was in compliance with all minimum
capital requirements that it was subject to at March 31, 2008. See note 3 to the unaudited consolidated financial statements.
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The following table sets forth, for the periods indicated, information regarding: (i) the total dollar amount of interest income of the Company
from interest-earning assets and the resultant average yields; (ii) the total dollar amount of interest expense on interest-bearing liabilities and the
resultant average costs; (iii) net interest/dividend income; (iv) interest-rate spread; and (v) net interest margin ($ in thousands).

Three Months Ended March 31,
2008 2007

Average
Balance Interest

Average
Yield/
Cost

Average
Balance Interest

Average
Yield/
Cost

Interest-earning assets:
Loans (1) $ 557,196 $ 7,999 5.74% $ 604,864 $ 9,699 6.41%
Securities 45,000 641 5.70 64,643 844 5.22
Other interest-earning assets (2) 39,629 366 3.69 12,183 176 5.78

Total interest-earning assets 641,825 9,006 5.61 681,690 10,719 6.29

Other noninterest-earning assets 53,063 38,578

Total assets $ 694,888 $ 720,268

Noninterest-bearing demand deposits $ 14,388 �  �  $ 12,949 �  �  
Interest-bearing liabilities:
Interest-bearing demand and money- market deposits 129,562 1,073 3.31 117,296 1,094 3.73
Savings deposits 2,437 4 0.66 3,138 13 1.66
Time deposits 324,894 4,022 4.95 335,434 4,260 5.08

Total deposit accounts 471,281 5,099 4.33 468,817 5,367 4.58

FHLB advances and other borrowings (3) 172,078 1,867 4.34 190,045 2,128 4.48

Total interest-bearing liabilities (4) 628,971 6,966 4.43 645,913 7,495 4.64

Other noninterest-bearing liabilities 12,006 6,840
Stockholders� equity 39,523 54,566

Total liabilities and stockholders� equity $ 694,888 $ 720,268

Net interest/dividend income $ 2,040 $ 3,224

Net interest margin (5) 1.27% 1.89%

Interest-rate spread (6) 1.18% 1.65%

Ratio of average interest-earning assets to average interest-bearing
liabilities 1.02 1.06

(1) Includes nonaccrual loans.
(2) Includes Federal Home Loan Bank stock and interest-earning deposits.
(3) Includes Federal Home Loan Bank advances, other borrowings, junior subordinated debentures and capital lease obligation.
(4) Total interest-bearing liabilities exclude noninterest-bearing demand deposits.
(5) Net interest margin is annualized net interest income divided by average interest-earning assets.
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(6) Interest-rate spread represents the difference between the average yield on interest-earning assets and the average cost of interest-bearing
liabilities.
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Comparison of the Three-Month Periods Ended March 31, 2008 and 2007

General. The Company had a net loss for the three-month period ended March 31, 2008, of $2.2 million, or $.24 per basic and fully diluted
share, compared to net earnings of $160,000 or $.02 per basic and fully diluted share for the same period in 2006. The loss for the three months
ended March 31, 2008, is primarily attributable to a $2.0 million provision for loan losses, together with interest income foregone as a result of
the increase in nonperforming assets.

Interest Income. Interest income decreased $1.7 million to $9.0 million for the 2008 first quarter, from $10.7 million for the quarter ended
March 31, 2007. The decrease in interest income was primarily due to a decrease in market interest rates from the first quarter of 2007 to the first
quarter of 2008, and $1.0 million in foregone interest for the three-months ended March 31, 2008.

Interest Expense. Interest expense decreased $529,000, or 7%, due to a decrease in the average rate paid on interest-bearing liabilities from
4.64% in the quarter ending March 2007 to 4.43% for the 2008 first quarter. In addition, average interest bearing liabilities decreased from
$645.9 million for the 2007 first quarter to $629.0 million for the first quarter of 2008.

Provision for Loan Losses. A provision for loan losses is charged to earnings based upon management�s evaluation of the loan portfolio. During
the quarter ended March 31, 2008, the Bank recorded a provision for loan losses of $2.0 million based on its evaluation of the loan portfolio,
compared to $150,000 for the same period in 2007. The increased provision for the 2008 first quarter was due to the decline in real estate
collateral values and an increase in nonaccrual loans. The allowance for loan losses at March 31, 2008, was $15.8 million compared to $5.2
million at March 31, 2007. Our evaluation of the allowance for loan losses at March 31, 2008, included an assessment of the current market
values for the nonaccrual loans, and an ongoing evaluation of the loan portfolio. As a percent of total loans outstanding, the allowance for loan
losses increased to 2.95% at March 31, 2008 from 2.42% at December 31, 2007, and .88% at March 31, 2007. Management believes the
allowance for loan losses at March 31, 2008, was adequate to absorb estimated loan losses in the loan portfolio at March 31, 2008. However, we
can make no assurance that our allowance will be adequate to cover future loan losses given current and future market conditions, including the
recent downturn in our local real estate markets. In addition, our regulators periodically review our allowance for loan losses and may require us
to increase our provision for loan losses or recognize further loan charge-offs, based on judgments different than those of our management. Any
increase in our allowance for loan losses or loan charge-offs as required by these regulatory agencies would have a negative effect on our
operating results.

Other Income. Other income increased 36% to $648,000 for the quarter ended March 31, 2008, from $476,000 for the 2007 first quarter due
primarily to net gains on sales of loans and securities of $257,000 in the 2008 first quarter, compared to $107,000 of such gains in the first
quarter of 2007. These loan and security sales, which totaled approximately $21 million, were part of our plan to increase liquidity and shrink
the size of the balance sheet in order to improve our capital ratios.

24

Edgar Filing: FEDERAL TRUST CORP - Form 10-Q/A

Table of Contents 38



Table of Contents

Comparison of the Three-Month Periods Ended March 31, 2008 and 2007, Continued

Other Expenses. Total other expenses for the 2008 first quarter were $4.4 million, up $936,000 or 27% from the first quarter of 2007. The
increase was primarily due to $292,000 in additional FDIC insurance premium which totaled to $307,000 in 2008, compared to $15,000 in 2007,
together with a $189,000 increase in occupancy expense resulting from our two new branches and the relocation of our New Smyrna Beach
branch in the fourth quarter of 2007, and a $150,000 increase in expenses related to foreclosed properties. Personnel expense increased $64,000,
or 3% in 2008 due to the additions in personnel in our new branches and credit department, partially offset by other strategic personnel
reductions.

Income Taxes. The Company�s consolidated tax position resulted in a tax benefit of $1.4 million (an effective rate of 39.2%) for the
three-months ended March 31, 2008, compared to a tax benefit of $49,000 (an effective rate of 44.1%) for the same period in 2007. The
Company recognized the deferred tax asset because management believes, based on detailed financial projections, that it is more likely than not,
the Company will have sufficient future earnings to utilize this asset to offset future income tax liabilities.

Comparison of Financial Condition at March 31, 2008 and December 31, 2007

Total assets at March 31, 2008 were $672.9 million, a decrease of $17.4 million, or 2.5%, from $690.3 million at December 31, 2007. This
decrease in total assets during 2008 was part of our strategy to improve our liquidity and shrink the balance sheet due to our losses and the need
to strengthen our regulatory capital ratios, combined with our efforts to change our asset/liability mix through a reduction in wholesale loan
purchases and borrowed funds. Our portfolio of securities available for sale decreased by $11.3 million, or 21.5%, to $41.2 million at March 31,
2008, from $52.4 million at December 31, 2007. Total loans declined $40.7 million, or 7.2%, to $522.6 million at March 31, 2008, from $563.2
million at December 31, 2007. Residential mortgage loans and residential construction loans declined $20.8 million and $7.0 million, or 5.8%
and 31.7%, respectively, from December 31, 2007. In addition, commercial real estate secured loans and land, development and construction
loans declined $8.4 million and $11.7 million, or 9.8% and 15.9%, respectively, from December 31, 2007. The funds provided by the sales and
payoffs of loans and investments were used to repay brokered deposits and increase our liquidity. Cash and due from bank increased from $8.0
million at December 31, 2007 to $43.6 million at March 31, 2008.

Total deposits at March 31, 2008 were $454.0 million, a decrease of $27.7 million, or 5.7%, from $481.7 million at December 31, 2007. This
decrease was primarily the result of a decrease of $11.3 million or 14.0% in interest-bearing demand deposits from $80.3 million at
December 31, 2007, to $69.0 million at March 31, 2008. Time deposits also declined $16.6 million, or 5.1%, to $310.9 million at March 31,
2008, from $327.5 million at December 31, 2007. Included in the decline of time deposits for the three-month period ending March 31, 2008,
were $21.4 million in brokered deposits that matured and were not renewed, rolled over or replaced, partially offset by $4.8 million in growth of
our retail time deposits from our branch network. Federal Home Loan Bank advances increased $13.0 million, or 8.5%, during 2008 to $165.0
million at March 31, 2008. Total stockholders� equity decreased $2.4 million in 2008 due primarily to the $2.2 million loss for the three months
ended March 31, 2008.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk
There has been no significant change in the Company�s market risk exposure since December 31, 2007.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures. Management, including the Company�s Chief Executive Officer and Chief Financial Officer,
has made an evaluation of the effectiveness of the design and operation of the Company�s disclosure controls and procedures as of the end of the
period covered by this quarterly report pursuant to Exchange Act Rule 13(a)-15. Based upon the evaluation, the Chief Executive Officer and the
Chief Financial Officer have concluded, as of the end of the period covered by this report, that the Company�s disclosure controls and procedures
are effective to ensure that the information required to be disclosed by Federal Trust in the reports that it files or submits under the Securities
Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission�s rules and forms.

Changes in Internal Controls. During the period covered by this report, there was no change in internal controls over financial reporting that has
materially affected, or is reasonably likely to materially affect the Company�s internal controls over financial reporting.

PART II. OTHER INFORMATION

Item 1A. Risk Factors
In addition to the other information contained this Quarterly Report on Form 10-Q/A and the exhibits hereto, the following risk factors
represent material changes from those previously disclosed in the Company�s Amendment No. 2 to the Annual Report on Form 10-K/A, filed
with the Securities and Exchange Commission on June 27, 2008. The risks disclosed below, either alone or in combination, could materially
adversely affect our business, financial condition or results of operations. Additional risks not presently known to us, or that we currently deem
immaterial, may also adversely affect our business, financial condition or results of operations. Further, to the extent that any of the information
contained in this Quarterly Report on Form 10-Q/A constitutes forward-looking statements, the risk factors set forth below also are cautionary
statements identifying important factors that could cause our actual results to differ materially from those expressed in any forward-looking
statements made by or on behalf of us.

We have stipulated to cease and desist orders with the Office of Thrift Supervision. These orders will significantly restrict our operations.
The failure to comply with these orders can result in significant penalties.

The Office of Thrift Supervision recently concluded examinations of the operations of Federal Trust Corporation and Federal Trust Bank. The
Office of Thrift Supervision noted weaknesses and failures relating primarily to our real estate lending practices and asset quality, and their
effect on our capital and earnings. We have taken action and implemented procedures that management believes will address the weaknesses
identified by the Office of Thrift Supervision. However, the Office of Thrift Supervision has presented cease and desist orders to Federal Trust
Corporation and Federal Trust Bank, which are designed to ensure that the weaknesses noted in the recently concluded examinations are
properly addressed. We have negotiated the terms of these enforcement orders with the Office of Thrift Supervision and are stipulating to the
issuance of the orders. The orders will provide that:

� we will submit for review and approval by the Office of Thrift Supervision a capital plan to raise additional capital for Federal Trust
Bank or, if the additional capital cannot be raised, to seek a merger or acquisition partner;
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� Federal Trust Bank will submit for review and approval or non-objection by the Office of Thrift Supervision a detailed business plan
to strengthen and improve Federal Trust Bank�s operations, earnings, liquidity and capital;

� Federal Trust Bank will be required to submit quarterly reports to the Office of Thrift Supervision regarding compliance with the
business plan;

� until the Office of Thrift Supervision has approved or provided its non-objection to Federal Trust Bank�s business plan, Federal Trust
Bank will not be permitted to increase its current levels of construction loans, acquisition and development loans, non-residential
permanent mortgage loans, land loans and certain other loans without the prior approval of the Office of Thrift Supervision;

� until the Office of Thrift Supervision has approved or provided its non-objection to Federal Trust Bank�s business plan, Federal Trust
Bank will not be permitted to increase its total assets during any quarter in excess of an amount equal to the net interest credited on
deposit liabilities during the quarter without the prior approval of the Office of Thrift Supervision;

� Federal Trust Bank will submit for review and approval or non-objection by the Office of Thrift Supervision an asset review program
that will (i) strengthen and ensure the timely identification and proper classification of problem assets, (ii) ensure adequate and
proper levels of the Allowance for Loan and Lease Losses, and (iii) establish individualized resolution plans for problem assets;

� Federal Trust Bank will not be permitted to declare a dividend without the prior written approval of the Office of Thrift Supervision;

� Federal Trust Bank will revise its legal lending limit policies and procedures to ensure compliance with applicable law and devise an
action plan to correct any legal lending limit violations;

� Federal Trust Bank will not be permitted to enter into, renew or modify any agreements with us or enter into affiliated transactions
with us, without prior approval of the Office of Thrift Supervision;

� Federal Trust Bank will not be permitted to enter into any third-party contracts for services outside the normal course of business
without prior review and approval of the Office of Thrift Supervision;

� the Board of Directors of Federal Trust Bank will submit a plan to strengthen the Board of Directors� oversight of management and
Federal Trust Bank�s operations;

� the Board of Directors of Federal Trust Bank will conduct a review of Federal Trust Bank�s lending functions and assess the
qualifications, experience and proficiency of Federal Trust Bank�s management and lending staff; and

� the Board of Directors of Federal Trust Bank will establish a committee comprised of non-employee directors to monitor and
coordinate Federal Trust Bank�s compliance with the provisions of the enforcement order.
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In the event we are in material non-compliance with the terms of such cease and desist orders, the Office of Thrift Supervision has the authority
to subject us to the terms of a more restrictive enforcement order, to impose civil money penalties on us and our directors and officers, and to
remove directors and officers from their positions with Federal Trust Corporation and Federal Trust Bank.

The Office of Thrift Supervision has placed additional restrictions on our operations.

On April 25, 2008, Federal Trust Corporation and Federal Trust Bank were notified by the Office of Thrift Supervision that the following
regulatory and supervisory restrictions apply to Federal Trust Corporation and Federal Trust Bank, some of which restrictions are similar to
those included in the cease and desist orders:

� Federal Trust Corporation and Federal Trust Bank are not eligible to have applications or notices processed by the Office of Thrift
Supervision on an expedited basis;

� Federal Trust Corporation and Federal Trust Bank are required to provide prior notice to the Office of Thrift Supervision for
additions or changes to directors or senior executive officers;

� all employment contracts or compensation arrangements, including severance payments, to directors and senior executive officers are
subject to prior review by the Office of Thrift Supervision;

� the ability of Federal Trust Corporation and Federal Trust Bank to make any compensatory payments to any person previously
affiliated with Federal Trust Corporation or Federal Trust Bank following such person�s termination of employment is restricted by
applicable federal regulation; and

� Federal Trust Bank�s growth is restricted in that it may not increase its assets during any quarter in excess of an amount equal to net
interest credited on deposit liabilities.

In addition, the Office of Thrift Supervision has placed the following restrictions on Federal Trust Corporation and Federal Trust Bank, some of
which restrictions are similar to those included in the cease and desist orders:

� Federal Trust Bank may not pay any dividends or make any form of capital distribution without the prior written approval of the
Office of Thrift Supervision and Federal Trust Corporation may not request or accept any dividend or any form of capital distribution
from Federal Trust Bank without the prior written approval of the Office of Thrift Supervision;

� Federal Trust Corporation may not declare or pay any dividend without the prior written approval of the Office of Thrift Supervision,
and Federal Trust Corporation must request Office of Thrift Supervision approval for the payment of a dividend in writing at least 30
calendar days prior to the proposed dividend declaration date;

� Federal Trust Corporation may not issue any debt securities or otherwise incur any additional debt without the prior written approval
of the Office of Thrift Supervision; and

� Federal Trust Corporation may not make any payments of any kind, or in any form, to any person or entity in an amount exceeding
$5,000 in any calendar month without the prior written approval of the Office of Thrift Supervision.
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We may not be able to continue to support the realization of our deferred tax asset.

We calculate income taxes in accordance with SFAS 109, Accounting for Income Taxes (�SFAS 109�), which requires the use of the asset and
liability method. In accordance with SFAS 109, we regularly assess available positive and negative evidence to determine whether it is more
likely than not that our deferred tax asset balances will be recovered from (a) reversals of deferred tax liabilities, (b) potential utilization of net
operating loss carrybacks, (c) tax planning strategies and (d) future taxable income. At March 31, 2008, our net deferred tax asset was $9.1
million, for which we have not established a valuation allowance. We recognized the deferred tax asset because management believes, based on
detailed financial projections, that it is more likely than not, we will have sufficient future earnings to utilize this asset to offset future income tax
liabilities. Realization of a deferred tax asset requires us to apply significant judgment and is inherently speculative because it requires the future
occurrence of circumstances that cannot be predicted with certainty. We cannot assure you that we will achieve sufficient future taxable income
as the basis for the ultimate realization of our deferred tax asset and therefore we may have to establish a full or partial valuation allowance at
some point in the future. If we determine that a valuation allowance is necessary, this would require us to incur a charge to earnings that would
adversely affect our capital position and cause significant deterioration to our regulatory capital ratios. At March 31, 2008, we had $1.6 million
of allowable deferred tax assets for regulatory capital purposes, which is the amount that is expected to be recovered based on a two-year net
operating loss carryback calculation. There is no assurance that we will be able to continue to recognize any or all of the deferred tax asset for
regulatory capital purposes.

Item 5. Other Events
Procedures for the Recommendation of Director Nominees by Shareholders. In March 2008, the Nominating and Corporate Governance
Committee adopted new procedures for the submission of recommendations for director nominees by shareholders. If a determination is made
that an additional candidate is needed for the Board of Directors, the Nominating and Corporate Governance Committee will consider candidates
submitted by our shareholders. Shareholders can submit the names of qualified candidates for director by writing to us at 312 West First Street,
Suite 110, Sanford, Florida 32771, Attention: Corporate Secretary. To be timely, the submission of a candidate for director by a shareholder
must be received by the Corporate Secretary at least 150 days prior to the anniversary date of the proxy statement relating to the preceding year�s
annual meeting of shareholders. However, if the date of the annual meeting is advanced more than 30 days prior to or delayed by more than 30
days after the anniversary of the preceding year�s annual meeting, to be timely the recommendation for director must be delivered no later than
the close of business on the 10th day following the day on which public announcement of the date of such meeting is first made. The 2009
Annual Meeting of Shareholders is expected to be held May 15, 2009.

The submission must include the following information:

� a statement that the writer is a shareholder and is proposing a candidate for consideration by the Committee;

� the name and address of the shareholder as they appear on our books, and number of shares of our common stock that are owned
beneficially by such shareholder (if the shareholder is not a holder of record, appropriate evidence of the shareholder�s ownership will
be required);

� the name, address and contact information for the candidate, and the number of shares of our common stock that are owned by the
candidate (if the candidate is not a holder of record, appropriate evidence of the shareholder�s ownership should be provided);

� a statement of the candidate�s business and educational experience;
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� such other information regarding the candidate as would be required to be included in the proxy statement pursuant to Securities and
Exchange Commission Regulation 14A;

� a statement detailing any relationship between the candidate and Federal Trust Corporation and its affiliates;

� a statement detailing any relationship between the candidate and any customer, supplier or competitor of Federal Trust Corporation
or its affiliates;

� detailed information about any relationship or understanding between the proposing shareholder and the candidate; and

� a statement of the candidate that the candidate is willing to be considered and willing to serve as a Director if nominated and elected.
A nomination submitted by a shareholder for presentation by the shareholder at an annual meeting of shareholders must comply with the
procedural and informational requirements described in our Bylaws.

Item 6. Exhibits

31.1 Certification of Chief Executive Officer, pursuant to Rule 13a � 14(a)

31.2 Certification of Chief Financial Officer, pursuant to Rule 13a � 14(a)

32.1 Certification of Chief Executive Officer, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

32.2 Certification of Chief Financial Officer, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

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.

FEDERAL TRUST CORPORATION
(Registrant)

Date: June 25, 2008 By: /s/ Dennis T. Ward
Dennis T. Ward
President and Chief Executive Officer

Date: June 25, 2008 By: /s/ Gregory E. Smith
Gregory E. Smith
Executive Vice President and Chief Financial Officer
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