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ANNUAL REPORT OF BANK HOLDING COMPANIES

Reporting Form FR-Y-6

Report Item 1a: Form 10-k filed with the Securities and Exchange Commission

The Company is no longer subject to SEC filings therefore is no longer submitting Form 10-KSB.
The annual report to shareholders is attached.
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Report item 2: Organization Chart

100%

Owner-
Patapsco Bancorp, Inc. (1) ship Patapsco Statutory Trust | (1)
Dundalk, MD Dundalk, MD

100% Ownership

The Patapsco Bank (1)
Dundalk, MD

100% Ownership 100% Ownership

100% Ownership

PFSL Holding Corp. (1) Prime Business Leasing, Inc. (1) Patapsco Financial Services, Inc (1)
Dundalk, MD Dundalk, MD Dundalk, MD
100% Ownership 100% Ownership

\

PFSL Holding LLC (2) '
Dundalk, MD PFSL Holding LLC 1i (2)

Dundalk, MD

} Companies in which more than 5% of the shares are controlled as a result of debts previously contracted - None
) Companies held in fiduciary capacity - None

) Banks and bank holding companies held in fiduciary capacity - None

) Investments in more than 25% of the non-voting equity shares of any bank of bank holding company - None

(1) Entity was incorporated in State of Maryland.
(2) LLC was organized in State of Maryland.

** NOTE ** The Patapsco Bank's interest in PFSL Holding LLC and PFSL Holding LLC It is as managing
member and is 100% of voting (there is no non-voting) equity interest.
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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

Board of Directors and Stockholders
Patapsco Bancorp. Inc. & Subsidiaries

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Patapsco Bancorp.
Inc. and subsidiaries. which comprise the consolidated statements of financial condition as of
June 30. 2015 and 2014, and the related consolidated statements of operations. statements of
comprehensive income, changes in stockholders’ equity. and cash flows for the years then
ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design. implementation. and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement. whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audits. We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the consolidated financial statements
are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor's judgment, including the assessment of the risks of material misstatement of the
financial statements. whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the entity's preparation and fair presentation of
the consolidated financial statements in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements.

955 Mt. Hermon Road | Salisbury, MD 21804 | 410-742-1328 | 1-888-546-1574 | FAX 410-742-6855
www.tgmgroupllc.com



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly. in all
material respects. the financial position of Patapsco Bancorp. Inc. and subsidiaries as of June
30. 2015 and 2014. and the results of their operations and their cash flows for the vears then
ended in accordance with accounting principles generally accepied in the United States of
America.

Salisbury, Maryland
August 19, 2015



PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Financial Condition
June 30, 2015 and 2014

(in thousands except for share and per share daia) 2015 2014
Assets
Cash on hand and due from banks §  3.807 $  4.058
Interest bearing deposits in other financial institutions 15.279 11.008
Total Cash and Cash Equivalents 19.086 15.066
Investment Securities
Available for sale 20.069 25.274
Held to maturity (fair value of $5.698 and $19.582) 3.750 19.962
Loans receivable. net of allowance for loan Josses of $2.478 and $2.944.
respectively 162.449 159.680
Securities required by law, at cost 1.439 1.437
Real estate acquired through foreclosure and other repossessed assets 776 1.550
Property and equipment. net 2.893 3.050
Accrued interest recejvable 535 614
Bank owned life insurance 4.657 2519
Deferred taxes 729 1.095
Other assets 357 443
Total Assets $ 218.740 $ 230,690
Liabilities, Stockholders’ Equity and Subsequent Events
Deposits:
Non-interest bearing deposits $ 11.584 $  12.485
Interest bearing deposits 169.355 181.561
Total Deposits 180.939 194.046
Junior subordinated debentures 5.000 5.000
Long-term debt 14.000 14.000
Accrued expenses and other liabilities 2512 2.109
Total liabilities 202.451] 215.155
Stockholders™ equity
Preferred Stock - Series A Cumulative Perpetual: $0.01 par value:
authorized 1.000.000 shares with a liquidation preference of $1.000
per share: 6.000 shares issued and outstanding 6.104 6.037
Warrant preferred stock — Series B Cumulative Perpetual; $0.01 par
value: authorized 1,000,000 shares with a liquidation preference of
$1.000 per share; 300 shares issued and outstanding 288 295
Comimon stock: $0.01 par value; authorized 4.000.000 shares:
issued and outstanding 1,974,843 shares and 1.978.843 shares.
respectively 20 20
Additional paid-in capital 7.900 7.900
Retained earnings 1.946 1.316
Accumulated other comprehensive income (Joss). net of taxes 3] (33)
Tota] Stockholders’ Equity 16.289 15.535
Total Liabilities and Stockholders™ Equity $ 218.740 $§ 230.690

See accompanying notes to consolidated financial statements.



PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Operations
Years Ended June 30. 2015 and 2014

(in thousands except for per share dataj 2015 2014
Interest Income:
Loans receivable. including fees § 7.796 $ 8.086
Investment securities 842 938
Federal funds sold and other investments 18 20
Total Interest Income 8.656 9.044
Interest Expense:
Deposits 1.106 1.373
Short-term debt s 2
Junior subordinated debentures and Jong-term debt 417 401
Total Interest Expense 1.528 1.776
Net interest income 7.128 7.268
Provision for loan losses - -
Net interest income after provision for loan lasses 7.128 7.268
Non-Interest Income:
Fees and service charges 428 478
Gain on sale of securities available for sale 5 52
Other 149 88
Tota) Non-Interest Income 582 618
Non-Interest Expense:
Compensation and employee benefits 3.250 3.377
Professional fees 1.060 54
Federal deposit insurance assessments 299 276
Equipment expenses 177 138
Net occupancy expense 550 569
Advertising 8 8
Data processing 415 454
Amortization of core deposit intangible - 39
Telephone, postage and delivery 176 207
Provision for losses on and cost of real estate
acquired through foreclosure 53 374
Other 701 592
Total Non-Interest Expense 6.689 6.688
Income Before Provision for Income Taxes 1.021 1.198
Provision for income taxes 331 (962)
Net Income $ 690 § 2160
Preferred stock dividends 746 537
Net Income (Loss) Available for Common Stockholders $ (56) $ 1.623
Basic earnings per common share 5 (0.0% $ 082
Diluted earnings per common share § (0.03) $ 082
Cash dividends declared per common share $ - S -

See accompanying notes to consolidated financial statements.



PATAPSCO BANCORP. INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income
Years Ended June 30. 2015 and 2014

(in thousands) 2015 2014
Net income 690 5 2160
Other comprehensive income:
Reclassification adjustment for gains realized in net Joss.

net of income taxes of $2 and $21. respectively 3) (31
Unrealized net holding gain on securities available for sale.

net of income taxes of $44 and $36. respectiveh 67 35
Total other comprehensive income 64 24
Total comprehensive income 754 § 2.184

See accompanying notes to consolidated financial statements.
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Stockholders' Equity
Years Ended June 30. 2015 and 2014

(in thousands except for share data)

Accumulated
(Accumulated Other
Warrant Additional deficit) Comprehensive Total
Preferred  Preferred  Commaon Paid-In Relained (Loss) Income.  Stockholders’
- B Stock Stock Stock Capital Larnings Net ol Taxes Lquity
Balance at June 30, 2013 $ 5909 $ 303 $ 20 $7.901 o (784) $ 57 $ 13352
Net income - - - - 2.160 - 2.160
Total other comprehensive income.,
nel of taxes - - - - - 24 24
Accretion of net discount on preferred & warrant preferred stock 08 (%) - - (60) - -
Amortization ol deferred compensation- restricled stock awards - - - () - - ()
Balance al June 30. 2014 (.037 295 20 7.900 1.316 (33) 15.535
Nct income - - - - 690 - 60
Total other comprehensive income.
net ol taxes - - - - - o4 O
Accretion of net discount on prelferred & warrant preferred stock 67 (7 - - (60 -
Nalance at Junc 30, 2015 o104 b 28R $ 20 $7.900 $ 1.940 $ 3 $10.289

Sce accompanying noles to consolidated lfinancial statcments.



PATAPSCO BANCORP. INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
Years Ended June 30, 2015 and 2014

(in thousands) 2015 2014
Cash flows from operating activities;
Net income § 690 § 2160
Adjustments to reconcile net income to net
cash provided by operating activities:
Amortization of premiums and discounts. net 116 288
Gain on sale of securities available for sale (5) (52)
Amortization of deferred loan origination fees. net of costs (h (4)
Provision for loss on real estate acquired through foreclosure 25 13
Gain on sale of real estate acquired through foreclosure (38 2N
Depreciation 188 202
Amortization of core deposit intangible - 3¢
Increase in cash value of bank-owned life insurance (138) (73)
Deferred income tax benefit 325 1.149
Deferred tax valuation allowance - (2.223)
(Increase) decrease in accrued interest and other assets 165 (54)
Non-cash compensation under stock-based benefit plans - (h
Increase in accrued expenses and other liabilities 403 249
Net cash provided by operaring activities 1.710 1.783
Cash flows from investing activities:
Purchase of investments held to maturity (995) -
Proceeds from CALL of securities held to maturity 15.190 5.000
Proceeds from maturing securities available for sale and principal
repavments on mortgage-backed securities 4218 6.403
Purchase of securities available for sale - (11.365)
Proceeds from sale of securities available for sale 1.005 4.592
Net decrease in loans receivable (2.775) (6.203)
Purchase of bank owned life insurance (2.000) -
Proceeds from sale of real estate acquired through foreclosure 807 779
Net change in investments required by law ) (149)
Purchases of property and equipment (31) (49)
Net cash provided (used) by investing activities 15.417 (994)
Cash flows from financing activities;
Net decrease in deposits (13.207) (7.053)
Net increase (decrease) in advance payments by borrowers 100 (450)
Proceeds from long-term borrowings - 5.000
Net cash used in financing activities (13.107) (2.503)
Net increase (decrease) in cash and cash equivalents 4.020 (1.714)
Cash and cash equivalents at beginning of vear 15.066 16.780
Cash and cash equivalents at end of year $19.086 515,066
Supplemental cash flow information:
Interest paid $ 1.451 $ 1.674
Income taxes paid - -
Loans transferred to real estate acquired throu;gh foreclosure, net - 1,529

See accompanying notes to consolidated financial statements.

th



(1)

PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

Basis of Presentation and Summary of Significant Accounting Policies
Description of Business

Patapsco Bancorp. Inc. (the Company) is the holding company of The Patapsco Bank (Bank). The Bank owns 100%
of Prime Business Leasing. Inc. (Prime Leasing). PFSL Holding Corp. (PFSL) and Patapsco Financial Services. Inc.
(Patapsco Financial). The primary business of the Bank is 1o atract deposits from individual and corporate
customers and to originate residential and commercial mortgage loans. commercial loans and consumer loans.
primarily in the Greater Baltimore Metropolitan area. The Bank is subject to competition from other financial and
mortgage institutions in attracting and retaining deposits and in making loans. The Bank is subject to the regulations
of certain agencies of the federal government and undergoes periodic examination by those agencies. The primary
business of Prime Leasing is the servicing of commercial finance leases. In October. 2008 management made a
strategic decision to cease the origination of leases. The primary business of PFSL is to hold foreclosed real estate.
The primary business of Patapsco Financial is the sale of consumer investment products.

Basis of Presentation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. the
Bank, Prime Leasing. PFSL. and Parapsco Financial. All significant intercompany accounts and transactions have
been eliminated in consolidation.

In preparing the consolidated financial statements in accordance with accounting principles generally accepted in the
United States of America, management is required to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the statement of financial condition and income and expenses for the
periods then ended. Actual results could differ significantly from those estimates. Material estimates that are
particularly susceptible to significant change in the near-term relate to the determination of the allowance for loan
losses. the fair value of financial instruments. the valuation of real estate acquired through foreclosure, the
determination of other-than-temporary impairment on securities and the valuation of deferred tax assets.

Management believes that the allowance for loan losses is adequate. While management uses and considers
available information in making the required estimates. additional provisions for losses may be necessary based on
changes in economic conditions, particularly in Baltimore and the State of Maryland. In addition. vanious regulatory
agencies, as an integral part of their examination process. periodically review Patapsco's allowance for loan losses.
Such agencies may require Patapsco to recognize changes to the allowance based on their judgments about
information available to them at the time of their examination.

In preparing these financial statements. the Company evaluated the events and transactions that occurred from June
30. 2015 through the date these financial statements were issued. which occurred August 19. 2015.

Significant Concentrations of Credit Risk

Most of the Company’s activities are with customers in the Greater Baltimore Metropolitan Area. Note 2 discusses
the types of securities the Company invests in. Note 3 discuss the types of lending that the Company engages in. The
Company’s largest lending relationship i1s $3.2 million.

The Company's residential lending operations are focused in the State of Maryland. primarily the Baltimore
Metropolitan area. While residential lending is generally considered to involve less risk than other forms of lending,
payment experience on these Joans is dependent 10 some extent on economic and market conditions in the
Company's primary lending area.

The Company has money market investments with one institution. the total of which exceeds the FDIC insurance
limitations. This constitutes a concentration of credit risk.



PATAPSCO BANCORP. INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

Cash Equivalents

Cash equivalents include short-term investments. with an oniginal maturity of 90 davs or less. which consist of
interest-bearing deposits in other financial institutions.

Investment Securities

Securities that the Company has the positive intent and ability 10 hold to marurity are classified as held-to-marurity
and recorded at amortized cost. As the Company does not engage in securities trading. the balance of its debt
securities are classified as available-for-sale and recorded at fair value with unrealized gains and losses excluded
from earnings and reported as a separate component of stockholders' equity. net of tax effects.

Accounting Standards Codification (“ASC™) Topic 320. “Investments — Debt and Equity Securities™ clarified the
imeraction of the factors that should be considered when determining whether a debt security is other-than-
temporarily impaired. For debt securities. management must assess whether (a) it has the intent to sell the security
and (b) it 1s more likely than not that it will be required to sell the security prior to its anticipated recovery. These
steps are done before assessing whether the entity will recover the cost basis of the investment.

In instances when a determination is made that an other-than-temporary impairment exists but the investor does not
intend to sell and it is not more likely than not that it will be required to sell the debt security prior to its anticipated
recovery. the other-than-temporary impairment is separated into (a) the amount of the total other-than-temporary
impairment related to a decrease in cash flow expected to be collected from the debt security (the credit loss) and (b)
the amount of the total other-than-temporary impairment related to all other factors. The amount of the total other-
than-temporary impairment related to credit loss is recognized in eamings. The amount of the total other-than-
temporary impairment related to all other factors is recognized in other comprehensive loss.

For purposes of computing realized gains or losses on the sales of securities. cost is determined using the specific
identification method. Premiums and discounts on securities are amortized over the term of the security using the
interest method.

Securities Required by Law

Securities required by law represent Federal Reserve Bank of Richmond (*“FRB™) and Federal Home Loan Bank of
Atlanta stock (“FHLB™). which are considered restricted as to marketability. Management evaluates the Company’s
restricted stock in the FHLB and FRB for impairment in accordance with ASC Topic 350. “Accounting by Certain
Entities (Including with Trade Receivables) That Lend to or Finance the Activities of Others.” Management's
determination of whether this investment is impaired is based on their assessment of the ultimate recoverability of
their cost rather than by recognizing temporary declines in value. The determination of whether a decline affects the
ultimate recoverability of their cost is influenced by criteria such as (1) the significance of the decline in net assets
of the FHLB as compared to the capital stock amount for the FHLB and the length of time this situation has
persisted. (2) commitments by the FHLB to make payments required by law or regulation and the Jevel of such
payments in relation to the operating performance of the FHLB, and (3) the impact of legislative and regulatory
changes on institutions and, accordingly. on the customer base of the FHLB. The Company has concluded that the
restricted stock investment is not impaired as of June 30. 2015 and 2014.

Loans Receivable

Loans receivable that management has the intent and ability to hold for the foreseeable future or until maturity or
pavoff are stated at their outstanding unpaid principal balances adjusted for charge-offs. the allowance for loan
losses. and any deferred fees or costs on originated Joans. Interest income is accrued on the unpaid principal
balance. The accrual of interest is generally discontinued when the contractual payment of principal or interest has
become 90 days past due or management has serious doubts about further collectability of principal or interest. even
though the loan is currently performing. A Joan may remain on accrual status if it is in the process of collection and
is either guaranteed or well secured. When a loan is placed on nonaccrual status, unpaid interest credited to income
in the current vear is reversed and unpaid interest accrued in prior years is charged against the allowance for loan
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

losses. Interest received on nonaccrual leans generalhy is either applied against principal or reporied as inierest
income. according 10 management s judgment as 1o the collectability of principal. Generally. loans are restored 10
accrual siatus when the obligation is brought current. has performed in accordance with the contractual terms for a
reasonable period of time and the ultimate collectability of the total contractual principal and interest s no longer in
doubt. Consumer loans are generally charged off afier they become more than 90 days past due. All other loans are
charged off when management concludes that they are uncollectible.

The Company accounts for loans in accordance with ASC Topic 310. “Receivables.” when due 10 a deterioration in
a borrower’s financial position. the Company granis concessions that would not otherwise be considered. Interest
income is recognized on these loans using the accrual method of accounting. provided they are performing in
accordance with their restructured terms and are considered collectible

Loan Fees

Loan origination fees are deferred and amortized to income over the contractual lives of the related loans using the
interest method. Certain incremental direct loan origination costs are deferred and recognized over the contractual
lives of the related loans using the interest method as a reduction of the loan yield. Deferrad fees and costs are
combined where applicable and the net amount is amortized.

Allowance for Loan Losses

The allowance for loan losses (“allowance™) consists of the allowance for loan losses and the reserve for unfunded
lending commitments. The allowance represents an amount that. in the judgment of management. will be adequate
to absorb probable losses on outstanding loans and leases that may become uncollectible. The allowance represents
an estimate made based upon two principles of accounting: (1) ASC Topic 450 “Contingencies™. that requires losses
10 be accrued when their occurrence is probable and estimable. and (2) ASC Topic 310. “Receivables.” that requires
losses be accrued when it is probable that the lender will not collect all principal and interest due under the original
terms of the loan. The adeguacy of the allowance is determined through careful evaluation of the loan portfolio.
This determination is inherently subjective and requires significant estimates. including estimated Josses on pools of
homogeneous loans based on historical loss experience. ranging from the last 12 months to 4 vears with the majority
using a 3 vear historical loss. and consideration of the current economic environment and other qualitative factors
that may be subject 10 change. Loans and leases deemed uncollectible are charged against the allowance and
recoveries of previouslyv charged-off amounts are credited 10 it. The level of the allowance is adjusted through the
provision for loan losses that is recorded as a current period expense. The reserve for unfunded lending
commitments represents management’s estimate of losses inherent in its unfunded loan commitments and is
recorded in other liabilities on the consolidated statement of financial condivon. The amount of the reserve for
unfunded Jending commitiments is not material to the consolidated financial statements.

The methodology for assessing the appropriateness of the allowance includes a specific allowance, a formula
allowance and a nonspecific allowance. The specific allowance is for risk rated credits on an individual basis. The
formula allowance reflects historical losses by credit category. The nonspecific allowance captures losses whose
impact on the portfolio have occurred but have vet to be recognized in either the specific allowance or the formula
allowance. The factors used in determining the nonspecific allowance include trends in delinquencies. trends in
volumes and terms of loans. the size of loans relative to the allowance. the quality of the misk identification system
and credit administration and local and national economic trends. These factors are applied 10 each segment of the
loan portfolio and consider the characteristics contained thereof. If circumstances differ materially from the
assumptions nsed in determining the allowance. future adjustments to the allowance may be necessary and results of .
operations could be affected. Because evenis affecting borrowers and collateral cannot be predicted with certainty.
there can be no assurance that increases to the allowance will not be necessary should the quality of any loans
deteriorate as a result of the factors discussed above.

Commercial Lending - The Company originates commercial loans primarily to businesses located in its primary
market area and swrounding areas. These loans are used for various business purposes which include short-term
Joans. lines of credit to finance machinery and equipment purchases, inventory, and accounts receivable. Generally.



PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

the maximum term for loans exiended on machinery and equipment 1s based on the projected useful life of such
machinery and equipment. Most business lines of credit are written on demand and may be renewed annually.
Commercial loans are generally secured with shori-term assets. However, in many cases additional collateral such
as real estaie is provided as additional security for the Joan. Loan-to-value maximum values have been established
by the Company and are specific 10 the tyvpe of collateral. Collateral values may be determined using invoices.
inventory reports. accounts receivable aging reports. collateral appraisals. collateral brokers price opinions
(“BPO’s™). etc.

In underwriting commercial loans, an analysis of the borrower’s character. capacity 1o repay the loan. the adequacy
of the borrower’s capital and collateral. as well as an evaluation of conditions affecting the borrower is performed.
Analyvsis of the borrower’s past. present. and future cash flows is also an important aspect of the Company s
analysis.

Commercial Joans generalh present a higher level of risk than other types of loans due primarily to the effect of
general economic conditions.

Commercial Real Estate Lending - The Company engages in commercial real estate lending in its primary market
area and suwrrounding areas. The Company's commercial real estate loan portfolio is secured primarily by
commerciaj retail space, office buildings, and hotels. Generally. commercial real estate loans have terms that do not
exceed 20 vears, have loan-to-value ratios of up 1o 80% of the appraised value of the property. and are rypically
secured by personal guarantees of the borrowers.

In underwriting these loans, the Company performs a thorough analysis of the financial condition of the borrower.
the borrower’s credit history. and the reliability and predictability of the cash flow generated by the property
securing the loan. Appraisals on properties securing commercial real estate loans originated by the Company are
performed by independent appraisers.

Commercial real estate loans generally present a higher level of risk than other tvpes of loans due primarily 1o the
effect of general economic conditions.

Commercial Real Estate Construction Lending - The Company engages in commercial real estate consmuction
lending in its primary market area and surrounding areas. The Company’s commercial real estate construction
lending consists of commercial and residential site development loans as well as commercial building construction
and residential housing construction loans.

The Company’s commercial real estate construction loans are generally secured with the subject property. Terms of
construction loans depend on the specifics of the project. such as: estimated absorption rates, estimated time 1o
complete. etc.

In underwriting commercial real estate construction loans. the Company performs a thorough analysis of the
financial condition of the borrower. the borrower’s credit history. and the reliability and predictability of the cash
flow generated by the project using feasibility studies, market data. etc. Appraisals on properties securing
commercial real estate loans originated by the Company are performed by independent appraisers.

Commercial real estate construction loans generally present a higher level of risk than other ypes of loans due
primarily to the effect of general economic conditions.

Residential Lending - One-to-four family residential loan originations are generated by the Company’s marketing
efforts. its present customers. walk-in customers. and referrals. These loans originate primarily within the
Company’s market area or with customers primarily from the market area.

The Company offers fixed-rate and adjustable-rate mortgage Joans with terms up to a maximum of 30 years for both

permanent structures and those under construction. The Company’s one-to-four-family residential originations are
secured primarily by properties located in its primary market area and surrounding areas. The majority of the
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Company’s residential loans originate with a loan-10-value of 80% or Jess. Loans in excess of 8(%¢ are required o
have privaie morigage insurance.

In underwriting one-to-four family residential loans. the Company evaluates both the borrower’s ability to make
monthly payments and the value of the property securing the Joan. Properties securing residential loans made by the
Company are appraised by independent fee appraisers. The Company generally requires borrowers to obtain an
artorney’s title opinion or title insurance. as well as fire and property insurance (including flood insurance. if
necessary) in an amount not less than the amount of the Joan. The Company has not engaged in subprime residential
originations.

Consumer Lending - The Company offers a variety of secured and unsecured consumer loans. including home
equity lines of credit. home equity Joans. and loans secured by savings deposits primarily within the Compan) 's
market area or with customers primarily from the market area.

Home equity lines of credit are secured by the borrower’s primary residence with a maximum loan-te-value of 90%
and a maximum term of 20 vears.

In underwriting home equity lines of credit. a thorough analysis of the borrower’s willingness and financial ability to
repay the Joan as agreed is performed. The ability to repay is determined by the borrower’s emplovment history.
current financial conditions. and credit background. The analysis is based primarily on the customer’s ability to
repay and secondarily on the collateral or security.

Home equity lines of credit and consumer loans secured by savings deposirts generally present a lower level of nisk
than other types of consumer loans because they are secured by the borrower’s primary residence or deposit
accounts held at the Company. respectively.

A loan is determined to be impaired when. based on current informanon and events. it is probable that the Company
will be unable to collect all amounts due according to the contractual terms of the loan agreement. A Joan is not
considered impaired during a period of insignificant delay in payment if the Company expects to collect all amounts
due. including past-due interest. The Company generally considers a period of insignificant delay in payment to
include delinguency up to and including 90 days. Impairment is measured through a comparison of the loan’s
carrving amount to the present value of its expected firture cash flows discounted at the loan's effective interest rate.
or at the loan's observable market price or the fair value of the collateral if the loan is collateral dependent.

Large groups of smaller-balance homogeneous loans are evaluated collectively for impairment. Accordingly. the
Company does not separately identify individual residential first and second mortgage loans and consumer
installment loans for impairment disclosures, unless such loans are the subject of a restructuring agreement.

Impaired loans are therefore generallv comprised of commercial mortgage. real estate development. and certain
restructured residential loans. In addition. impaired Joans are generallv loans which management has placed in
nonaccrual status since Joans are placed in nonaccrual status on the earlier of the date that management determines
that the collection of principal and/or interest 1s in doubt or the date that principal or interest is 90 days or more past-
due. The evaluation of the need and amount of a specific allocation of the allowance and whether a loan can be
removed from impairment status is made on a quarterly basis. The Company’s policy for recognizing interest
income on impaired loans does not differ from its overall policy for interest recognition.

Credit quality risk ratings include regulatory classifications of special mention. substandard. doubtful. and loss.
Loans classified special mention have potential weaknesses that deserve management’s close attention. If
uncorrected. the potential weakness may result in deterioration of the repayment prospects. Loans classified
substandard have a well-defined weakness or weaknesses that jeopardize the liquidation of the debt. They include
loans that are inadequately protected by the current sound net worth and paying capacity of the obligor or of the
collateral pledged. if any. Loans classified doubtful have all the weaknesses inherent in Joans classified substandard
with the added characteristics that collection or liquidation in full. on the basis of current conditions and facts. is
highly improbable. Loans classified as a loss are considered uncollectible and are charged to the allowance for loan
losses. Loans not classified are rated pass.
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In addition, federal regulatory agencies. as an integral part of their examination process. periodically review the
Company s allowance for loan losses and may require the Company to recognize additions to the allowance based
on their judgments about information available 10 them at the time of their examination. which may not be currently
available to management. Based on management’s comprehensive analvsis of the loan portfolio. management
believes the current level of the allowance for Joan Josses is adequate.

Property and Equipment

Land 1s carried at cost. Property and equipment are stated at cost less accumulated depreciation computed by use of
the straight-line method over the estimated useful lives of the related assets. Additions and betterments are
capitalized and costs of repairs and maintenance are expensed when incurred. The related costs and accumulated
depreciation are eliminated from the accounts when an asset is sold or retired and the resultant gain or loss is
credited or charged to income.

Real Estate Acquired Through Foreclosure and Other Repossessed Assets

Real estate acquired through foreclosure and other repossessed assets are initially recorded at the estimated fair
value. net of estimated selling costs. and subsequently at the lower of carrying cost or fair value less estimated costs
to sell. Fair value is determined utilizing third party appraisals. broker price opinions or other similar methods. Fair
value is updated at least annually and more often if circumstances dictate. Costs relating to holding such property
are charged against income in the current period. while costs relating to improving such real estate are capitalized
until a salable condition is reached.

Bank Owned Life Insurance

The Bank has purchased life insurance contracts on certain officers and is the sole owner and primary beneficiary of
the policies. Income from these contracts will be used to offset or recover increasing costs associated with employee
benefits. Cash value totaled $4.7 million and $2.5 million at June 30. 20135 and 2014. respectively.

Deferred Income Taxes

Deferred income taxes are recognized. with certain exceptions. for temporary differences between the financial
reporting basis and income tax basis of assets and liabilities based on enacted tax rates expected to be in effect when
such amounts are realized or settled. Deferred tax assets are recognized only to the extent that it is more likely than
not that such amounts will be realized based on consideration of available evidence. including tax planning
strategies and other factors. The effects of changes in tax laws or rates on deferred tax assets and liabilities are
recognized in the period that includes the enactment date.

Income (Loss) per Share
Basic earnings per common share amounts are based on the weighted average shares of common stock outstanding.
Diluted earnings per share assume the conversion. exercise or issuance of all potential common stock instruments

such as options. warrants and convertible securities. unless the effect is to reduce a loss or increase earnings per
share. Net income (numerator) was adjusted for preferred stock dividends for all affected periods presented.

11



PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

Year Ended

June 30. 2015 Yone 30,2014
fin thousands. except per share daia) Basic Dituted Basic Diluted
Net income (loss) available for common stockholders §F OGB6 5 G5e $1e23 % 1623
Weighted average common shares outstanding 1.073 1.975 1.676 1.976
Dilutive shares - - - -
Diluied weighted average shares outstanding 1.97% 1.97% 1.976 1.976
Per share amount $ 10.03)  § (003 § 0R2 & (&2

At June 30. 2015 and June 30. 2014, there were no stock options outstanding.
Stock-Based Compensation

In accordance with ASC Topic 718 “Compensation ~ Stock Compensation.” the Company records compensation
costs related 1o share-based pavment transactions in the financial statements over the period that an emplovee
provides services in exchange for the award using the modibed prospeciive method. Under the modified
prospective method. companies are required to record compensation cost for new and modified awards over the
related vesting period of such awards prospectively, and to record compensation cost prospectively on the non-
vested portion. at the date of adoption of ASC Topic 718. of previously issued and outstanding awards over the
remaining vesting period of such awards. No change 1o prior periods presented is permitted under the modified
prospective method.

Intangible Assets

Acquired intangible assets with finite lives. such as purchased customer accounts. are required to be amortized over
their estimated lives. which for the Company i1s 10 vears. The Company periodically assesses whether events or
changes in circumstances indicate that the carrving amounts of intangible assets may be impaired.

Intangible assets were composed of the following:

tin thousands: June 30. 20135 June 30, 2014
Gross Carrying Accumulated  Gross Carrving  Accumulated
Amount Amortization Amount Amortization
Amortizable intangible assets.
acquisition of deposit accounts §_316 $ 316 5 516 $§ 316

There was no Amortization expense for the vear ended June 30. 2013 and $39.000 for the vear ended June 30. 2014.

Long-Lived Assets
The carrying value of long-lived assets and certain identifiable intangibles. including goodwill. is reviewed by the
Bank for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may

not be recoverable. as prescribed in ASC Topic 360 Property. Plant and Equipment. As of June 30, 2015 and June
30. 2014, certain loans existed in which management considered impaired.

Advertising Costs

The Company expenses advertising costs as they are incurred.
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Segment Reporting

The Company acts as an independent community financial services provider. and offers traditional banking and
related financial services to individual. business and government customers. Through its branch and automated
teller machine networks. the Bank offers a full array of commercial and retail financial services. including taking of
time. savings and demand deposits: the making of commercial. consumer and mortgage loans: and the providing of
other financial services.

Managemem does not separaiely aliocate expenses. including the cost of funding loan demand. berween the
commercial. retail. and mortgage operations of the Bank. As such. discrete financial information is not available
and segment reporting would not be meaningful.

Reclassification

Certain prior vear's amounts have been reclassified 1o conforim to the cuwrrent vear’'s presentation. Such
reclassifications had no impact on the Company's stockholders’ equity or net loss.

Guarantees

The Company does not issue anyv guaraniees that would require liability recognition or disclosure, other than its
standby letters of credit. Standby letters of credit are written conditional commitments issued by the Company 1o
guarantee the performance of a customer to a third party. Generally. all letters of credit. when issued have expiration
dates within one vear. The credit risk involved in 1ssuing letters of credit is essentially the same as those that are
involved In extending loan facilities 10 customers. The Company. generally. holds collateral and/or personal
guarantees supporting these commitments. The Company had $478.000 and $636.000 of standby letters of credit as
of June 30, 2015 and June 30. 2014. respectively. Management believes that the proceeds obtained through a
liquidation of collateral and the enforcement of guarantees would be sufficient 1o cover the potential amount of
future payvments required under the corresponding guarantees. The amount of the liability as of June 30. 2015 and
June 30. 2014 for guarantees under standby letters of credit issved is not material.

Off Balance Sheet Arrangements

In the ordinary course of business. the Company has entered intc commitments to extend credit, commercial letters
of credit and standby letters of credit. Such financial instruments are recorded when funded.

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales when control over the assets has been surrendered. Control
over transferred assets is deemed to be surrendered when (1) the assets have been isolated from the Company. (2)
the transferee obtains the right (free of conditions that constrain it from taking advantage of that right) to pledge or
exchange the transferred assets. and (3) the Company does not maintain effective control over the transferred assets
through an agreement to repurchase them before their maturity.

Use of Estimates

The preparation of the consolidated financial statements in conformity with U.S. generally accepted accounting
principles requires management 1o make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and

the reported amounts of revenues and expensed during the reporting period. Actual results could differ from those
estimates.

New Accounting Pronouncements

The FASB has issued several exposure drafts which. if adopted. would significantly alter the Company”s (and all
other financial institutions”) method of accounting for. and reporting, its financial assets and some liabilities from a
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historical cost method 1o a fair value method of accounting as well as the reported amount of net interest income.
Also. the FASB has issued several exposure drafts regarding a change in the accounting for leases. Uinder this
exposure draft. the total amount of “lease rights™ and total amount of future payvments required under all Jeases
would be reflected on the balance sheets of all entities as assets and debt. 1f the changes under discussion in either of
these exposure drafts are adopted. the financial statements of the Company could be materially impacted as to the
amounts of recorded assets, liabilities, capital. net interest income. interest expense. depreciation expense. rent
expense and net income. The Company has not determined the extent of the possible changes at this time. The
exposure drafts are in different stages of review. approval and possible adoption.

ASU 2013-11. Presemtarion of an Unrecognized Tax Beneft When a Ner Operating Loss Carrvforward, a Similar
Tex Loss. or a Tax Credit Carmvforward Exists, is expected to eliminate diversity in practice as it provides guidance
on financial statement presentation of an unrecognized tax benefit when a net operating loss (NOL) carnyforward. a
similar tax loss. or a tax credit carrvforward exists. The changes were effective for the Company during the third
calendar quarter of 2014. Adoption of this ASU had no impact on the financial statements of the Company.

In May 2014. the FASB and the International Accounting Standards Board (the "lASB™) joimly issued a
comprehensive new revenue recognition standard that will supersede nearly all existing revenue recognition
guidance under GAAP and International Financial Reporting Standards ("IFRS™). Previous revenue recognition
guidance in GAAP comprised broad revenue recognition concepts together with numerous revenue requirements for
particular industries or transactions, which sometimes resulted in different accounting for economically similar
transactions. In contrast. IFRS provided limited revenue recognition guidance and. consequently, could be difficult
1o apply 10 complex transactions. Accordingly. the FASB and the 1ASB initiated a joint project to clarifv the
principles for recognizing revenue and to develop a common revenue standard for U.S. GAAP and IFRS that would:
(1) Remove inconsistencies and weaknesses in revenue requirements: (2) Provide a more robust framework for
addressing revenue issues: (3) Improve comparability of revenue recognition practices across entities. industes.
jurisdictions. and capital markets: (4) Provide more useful information to users of financial statements through
improved disclosure requirements: and (5) Simplify the preparation of financial statements by reducing the number
of requirements to which an entity must refer. To meet those objectives. the FASB 1ssued ASU No. 2074-
09. "Revenue from Contracts with Customers.” The standard’s core principle is that a company will recognize
revenue when it transfers promised goods or services to customers in an amount that reflects the consideration 10
which the company expects to be enritled in exchange for those goods or services. In doing so. companies generally
will be required to use more judgment and make more estimates than under current guidance. These may include
identifving performance obligations in the contract. estimating the amount of variable consideration to include in the
transaction price and allocating the transaction price to each separate performance obligation. The standard is now
effective for public entities for interim and annual periods beginning after December 15. 2017. earlyv adoption is not
permitted. For financial reporting purposes. the standard allows for either full retrospective adoption. meaning the
standard 1s applied to all of the periods presented. or modified retrospective adoption. meaning the standard is
appled only 1o the most current period presented in the financial statements with the cumulative effect of initially
applying the standard recognized at the date of initial application. The Company is currently evaluaring the
provisions of ASU No. 2014-09 and will be closely monitoring developments and additional guidance to determine
the potential impact the new standard will have on the Company's Consolidated Financial Statements,

In June 2014, the FASB issued ASU No. 2014-12. "4ecounting for Share-Based Payments When the Terms of an
Award Provide Thar a Performance Target Could Be Achieved afier the Requisite Service Period. " The amendments
in the ASU require that a performance target that affects vesiing and that could be achieved after the requisite
service period be treated as a performance condition. A reporting entity should apply existing guidance in Topic
718. Compensaiior - Stock Compensation, as it relates to awards with performance conditions that affect vesting 1o
account for such awards. The performance target should not be reflected in estimating the grant-date fair value of the
award. Compensation cost should be recognized in the period in which it becomes probable that the performance
target will be achieved and should represent the compensation cost attributable to the period(s) for which the
requisite service has already been rendered. If the performance target becomes probable of being achieved before the
end of the requisite service period. the remaining unrecognized compensation cost should be recognized
prospectively over the remaining requisite service period. The total amount of compensation cost recognized during
and after the requisite service period should reflect the number of awards that are expected to vest and should be
adjusted to reflect those awards that ultimately vest. The requisite service period ends when the emplovee can cease
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rendering service and still be eligible 10 vest in the award if the performance target is achieved. The amendments in
this ASU are effective for interim or annual reporting periods beginning after December 15. 2015: early adoption is
permitted. Entities may apply the amendments in this ASU either: (1) prospectively to all awards granted or
modified after the effective date. or (2) retrospectively to all awards with performance targets that are outstanding as
of the beginning of the earliest annual period presented in the financial statements and to all new or modified awards
thereafter. As of June 30. 2014. the Company did not have any share-based payment awards that include
performance targets that could be achieved after the requisite service period. As such. the adoption of ASU No.
2014-12 is not expected to have a material impact on the Compan)y's Consolidated Financial Statements.

ASU 2014-11. “Transfers and Servicing (Topic 86017 ASU 2014-11 requires that repurchase-to-maturity
transactions be accounted for as secured borrowings consisient with the accounting for other repurchase agreements.
In addition. ASU 2014-11 requires separate accounting for repurchase financings. which entails the transfer of a
financial asset executed contemporaneously with a repurchase agreement with the same counterparty. ASU 2014-11
requires entities to disclose certain information about transfers accounted for as sales in transactions that are
economically similar to repurchase agreements. In addition, ASU 2014-11 requires disclosures related to collateral,
remaining contractual tenor and of the potential risks associated with repurchase agreements, securities lending
transactions and repurchase-to-maturity transactions. ASU 2014-11 became effective for us on July 1. 2015 and did
not have a significant impact on our financial statements.

ASU 2015-01. “Income Statement - Extraordinary and Unusual lems (Subtopic 225-20) — Simplifving Income
Statemern Presemation by Eliminating the Concept of Extraordinary Jtems. ” ASU 2015-01 eliminates from U.S.
GAAP the concept of extraordinary items. which. among other things. required an entity to segregate extraordinary
items considered to be unusual and infrequent from the results of ordinary operations and show the item separately
in the income statement. net of tax. after income from continuing operations. ASU 2013-01 is effective for us
beginning July 1. 2016. though early adoption is permitted. ASU 2015-01 is not expected to have a significant
impact on our financial statements.

ASU 20153-02. “Consolidation (Topic 810) - Amendments 1o the Consolidarion Analvsis.” ASU 2015-02
implements changes to both the variable interest consolidation model and the voting interest consolidation model.
ASU 2015-02 (i) eliminates certain criteria that must be met when determining when fees paid to a decision maker
or service provider do not represent a variable interest. (ii) amends the criteria for determining whether a limited
parmership is a variable interest entity and (iii) eliminates the presumption that a general partner controls a limited
parmership in the voting model. ASU 2015-02 will be effective for us on July 1. 2017 and is not expected to have a
significant impact on our financial statements.

ASU 2015-03. “Interest - Impwation of Interest (Subtopic §35-30) — Simplifyving the Presentation of Debt Issuance
Cosis.” ASU 2015-03 requires that debt issuance costs related to a recognized debt liability be presented in the
balance sheet as a direct deduction from the carrying amount of that debt liability, consistent with debt discounts.
The recognition and measurement guidance for debt issuance costs are not affected by the amendments in
ASU 2015-03. ASU 2015-03 will be effective for us on July 1. 2016. though early adoption is permitted. ASU 2015-
03 is not expected to have a significant impact on our financial statements.

ASU 2015-05. “Imangibles - Goodwill and Other - Internal-Use Software (Subtopic 350-40) — Customer's
Accounting for Fees Paid in a Cloud Computing Arrangement.” ASU 2013-05 addresses accounting for fees paid by
a customer in cloud computing arrangements such as (i) software as a service. (ii) platform as a service (iii)
infrastructure as a service and (iv) other similar hosting arrangements. ASU 2015-05 provides guidance to customers
about whether a cloud computing arrangement includes a software license. If a cloud computing arrangement
includes a software license. then the customer should account for the sofrware license element of the arrangement
consistent with the acquisition of other software licenses. If a clond computing arrangement does not include a
software license. the customer should account for the arrangement as a service contract. ASU 2015-05 will be
effective for us on July 1, 2016 and is not expected to have a significant impact on our financial statements.
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In May 2015, the FASB lssued 4SU 20)5-09. “Financial Services-Insurance: Disclosures Abour Shori-Duration
Comtracis. ™ ASU 2015-09 requires entities 1o provide additional disclosures about the hability for unpaid claims and
claim adjustment expenses to increase the transparency of significant estimates. ASU 2015-09 also requires entities
1o disclose information about significant changes in methodologies and assumption used to calculate the liability for
unpaid claims and claim adjustment expenses. including reasons for the change and the effects on the financial
statements. ASU 2015-09 also requires entities to disclose a rollforward of the liability of unpaid claims and claim
adjustment expense for annual and interim reporting periods. The effective date of ASU 2013-09 is for annual
reporting periods beginning after December 15. 2013, and interim reporting periods within annual period beginning
after December 15. 2016. ASU 2015-09 is not expected 10 have any impact on the Company’s financial position.
cash flows or results of operations.

investment Securities

Investment securities are summarized as Tollows as of June 30:

2015
Amortized  Unrealized Unrealized Fair
{In thousands: Cost Gains Losses Value
Available For Sale
U.S. Government agencies $ 1.000 § 6 $ - $ 1.006
Mortgage-backed securities. residential 2,180 8 ( 3) 2,183
Collateralized mortgage obligations 16.837 110 ( 70) 16.878
$20,017 $124 5 73 $20.069
Held to Maturity
LS. Government agencies $ 3,750 $ 4 $ 5 $ 5.698
$ 5.750 S 4 ($ 5 $ 5.698
2014
Amortized Unrealized Unrealized Fair
(In thousands: Cost Gains Losses Value
Available For Sale
Corporate bonds $ 1.000 § 1 S - $1.001
U.S. Government agencies 1.000 - ( 14) 986
Mortgage-backed securities. residential 2,724 s - 2.729
Collateralized mortgage obligations 20.604 96 ( 142) 20.558
$25.328 $102 (§ 136) $23.274
Held to Maturity
U.S. Government agencies $19.962 $ 1 (8 38D $19.382
$19.962 $ 1 ($ 381) $19.582
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The contractual maturities of investment securities at June 30. 20135 are as follows:

(In thousandsi

Available for Sale Held to Maturity

Amortized Fair Amortized Fair

Cost Value Cost Value

Due in Jess than one vear $ - § - $ - § -
Due in one to five years - - - -
Due afier five through ten vears - - - -
Due after ten years 1.000 1.006 5750 5.698
Mortgage-backed securities. residential 2180 2185 - -
Collateralized mortgage obligations 16.837 16,878 - -
$20.017 $20.069 $ 5.750 $ 5.698

During the years ended June 30. 2015 and 2014. $1.0 million and $4.6 million in gross proceeds were received on
securities sold at a gross gain of $5.000 and $52.000. respectively. using the specific identification method.

All mongage-backed securities and collateralized mortgage obligations in the portfolio were comprised of securities
issued by U.S. Government agencies.

During the vear ended June 30, 2013 the Bank’s federal funds accommodation line with their correspondent bank
became unsecured so there was no longer a requirement to pledge Investment Securities as collateral. Securities.
issued by agencies of the federal government. with a carrying value of $2.3 million and $3.2 million on June 30.
2015 and 2014. respectively. were pledged to secure the Company’s borrowing capacity a the Federal Reserve’s
discount window.

The following table shows the Company’s investment securities’ gross unrealized losses and fair value. aggregated
by investment category and length of time that individual securities have been in a continuous unrealized loss
position. at June 30. 2015.

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
{in Thousands:
Mortgage-backed securities. residential $ 776 % 3y § - $ - $§ 776 § (3)
Collateralized mortgage obligations 1.370 (3) 3.170 (63) 4.540 (70)
Total Temporarily Impaired Securities $§ 2146 § (8) § 3170 § (65) § 5316 § (73)

At June 30. 2015, the Company had 8 securities in an unrealized loss position. Unrealized losses detailed above
relate primarily to Mortgage-backed securities and agency collateralized mortgage obligations. The decline in fair
value is considered temporary and is primarily due to interest rate fluctuations. The Company does not have the
intent to sell these securities, and it is more likely than not that it will not be required to sell the securities prior to
their recovery. None of the individual unrealized Josses are significant. The Company continues to monitor the
unrealized loss positions in its securities and tests for possible impairment on a quarterly basis.

The following table shows the Company s investment securities” gross unrealized losses and fair value, aggregated
by investment category and length of time that individual securities have been in a continuous unrealized loss
position. at June 30. 2014,

17



PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
iin Thousands
U.S. Government agencies ) - 5 - $ 986 & (14 $ 686 & (14
Collateralized mortgage obligations 6.013 (29) 4.748 (113) 10.761 (142)
Total Temporarily Impaired Securities §  6.013  § (29) $ 5734 § 27 $ 11747 § (156

At June 30. 2014. the Company had 14 securities in an unrealized loss posiion. Unrealized losses detailed above
relate primarily 10 U.S. Government agency bonds and agency collateralized mortgage obligations. The decline in
fair value 1s considered temporary and is primarily due to interest rate fluctuations. The Company does not have the
intent 1o sell these securities. and it is more likely than not that it will not be required to sel] the securities prior to
their recovern. None of the individual unrealized losses are significant. The Company continues 10 monitor the
unrealized loss positions in its securities and tests for possible impairment on a quarterly basis.

Loans and Related Allowance for Loan Losses

Commitments to extend credit are agreements to lend to customers. provided that terms and conditions of the
commitment are met. Commitments are generally funded from loan principal repayments. excess liquidity and
deposits. Since certain of the commitments may expire without being drawn upon. the total commitment amounts
do not necessarily represent future cash requirements.

Substantially all of the Company's outstanding commitments at June 30. 2015 and 2014 are for loans, which would
be secured by various forms of collateral with values 1n excess of the commitment amounts. The Compar)'s
exposure 1o credit Joss under these contracts in the event of non-performance by the other parties. assuming that the
collateral proves to be of no value. is represented by the commitment amounts.

Outstanding commitments to extend credit are as follows:
June 30, 2015

(I thousands Fixed rate Floating rate
Commercial business loans $ 725 $ -
Real estate loans 1.064 2.673
Undisbursed lines of credit 5,573 4.674

$ 7.362 $ 7.347

June 30, 2014

tIn thousands) Fixed rate Floating rate
Real estate loans $ 2.039 § 35419
Undisbursed lines of credit 4.992 3.534

$ 7.031 $ 6.953

As of June 30. 2015 and 2014. the Company was servicing loans for the benefit of others in the amount of
$4.504.000 and $5.727.000. respectively. These balances represent commercial and commercial real estate
participations sold. No servicing assets or liabilities have been recognized on these transactions as the Company has
determined that the benefits of servicing are just adequate to compensate the servicer for its servicing
responsibilities.

The Company has had. and may be expected to have in the future. banking transactions in the ordinary course of
business with directors. officers. their immediate families and affiliated companies (common]y referred to as related
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parties). on the same terms including interest rates and collateral. as those prevailing a1 the time for comparable
transactions with others. The following 1able presents a summary of the activity of loans receivable from related

parties:
(in thousands) At June 30,
2015 2014
Beginning balance L0100 $ 1316
New loans or draws on existing Joans S0 145
Loan repayvments (1.010) (451)
Ending balance $ 50 § 1.010
The following tables summarize the allowance for loan losses and recorded investment in Joans receivable:
(in thousands) Comimercial
Commercial  Real Estate  Construction Residential  Consumer Total
Allowance for credit losses:
Beginning balance at
July 1. 2014: $ 1.686 $ 850 $ 118§ 113 $ 177§ 2944
Provisions (81 (92) 86 120 (33) -
Charge-offs (328) (105) - (111) 25 (569)
Recoveries 18 - - 20 65 103
Ending balance at
June 30. 2015 $ 1295 $ 633 $._ 204 § 142 $ 184 § 2478
Ending balance: individually
evaluated for impairment 5 520 $ 250 $ - $ - $ - ) 770
Ending balance: collectively
evaluated for impairment $ 775 $ 403 § 204 % 142 ) 184 § 1.708
(in thousands) Commercial
As of June 30, 2015 Commercia]  Real Estate  Construction Residential  Consumer Toual
Loan receivables:
Ending balance $ 26.8355 $ 44403 § 3939 § 84.040 $_ 5690 § 164.927
Ending balance: individually
evaluated for impairment $ 1.668 $  1.710 $ - 8 110 - § 3.488
Ending balance: collectively
evaluated for impairment § 25187 $ 42695 $ 3939 § 83930 $ 569 § 161.439
Commercial
(in thousands) Commercial Real Estate  Construction Residential Consumer Total
Allowance for credit Josses:
Beginning balance at
July 1, 2013: $ 1.432 $ 630 § 692 § 96 $ 162 § 3,012
Provisions 209 17 (358) 4] 91 0
Charge-offs (n 97 (400) (24) (161) (683)
Recoveries 46 300 184 - 85 615
Ending balance at
June 30. 2014 $ 1.686 $ 850 $§ 118 % 113§ 177 § 20944
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Ending balance: individually

evaluated for impairment Y 940 $ 250 $ -8 - b - 1190
Ending balance: collectively

evaluated for impairment $ 746 5 600 $ 118§ 113 b 177 % 1.754
tin thousands) Commercial
As of June 30, 2014 Commercial Real Estate  Constuction Residential  Consumer Total
Loan receivables:
Ending balance $ 35084 $ 47.064 S 2537 § 70780 0§ 7159 0§ 162.624
Ending balance: individually

evaluated for impairment § 4950 $ 1.031 $ -8 77 3 §  6.06]
Ending balance. collectively

evaluated for impairment $ 30.134 $ 46.033 $ 23537 § 70.703 $ 7156 % 156.563

As of June 30, 2015 and June 30. 2014, the allowance for loan losses included an unallocated excess amount of
$512.000 and $321.000. respectively. The unallocated allowance was spread to the vanous loan categories
proportionately based on their relative size of the allocated loan losses excluding the allocated amount.
Management is comfortable with this amount as they feel the amount is adequate to absorb inherent potential losses

in the loan portfolio.

The following tables set forth information with respect to the Company s impaired loans by portfolio class:

(in thousands; Unpaid
Recorded Principal Related
As of Jane 30. 2015 Investment Balance Allowance

Impaired loans with no relaied
allowance recorded:

Commercial Business $ 574 § 2.709 $ -
Commercial real estate 1.124 1.229 -
Construction - - -
Residential 110 128 -
Consumer - - -

Impaired loans with an allowance

recorded:
Commercial business $ 1.093 $ 1.838 $ 320
Commercial real estate 587 639 250

Total impaired loans:

Commercial business $ 1.667 $ 4.347 $ 520
Commercial real estate 1.713 1.868 250
Residential 110 128 -
Consumer - - -

Average
Recorded

$

§

$

Investment

2.407
377
24

82

1.5379
601

5.986
1.178
82

Interest
Income
Recorded
§ 76

64

S .
$ 76
64
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(in thousands) Unpaid Average Interest
Recorded Principal Related Recorded Income
As of June 30. 2014 Investment Balance Allowance Investment Recorded
Impaired loans with no related
allowance recorded:
Commercial business $ 2.680 $ 4.814 $ - $ 2.790 $ 145
Commercial real estate 409 409 - 1.274 26
Constroction - - - 24 -
Residential 77 77 - 92 3
Consumer 3 3 - 3 -
Impaired loans with an allowance
recorded:
Commercial business $ 2.270 $ 3.446 $ 040 $ 2.285 $ 8
Commercial real estate 622 674 250 441 -
Construction - - - 326 -
Total impaired loans:
Commercial business $ 4950 $ 8.260 $ 940 $ 5.073 § 1353
Commercial real estate 1.031 1.083 250 1.715 26
Construction - - - 550 -
Residential 77 77 - 92 3
Consumer 3 3 - 13 -

Management uses an eight point internal risk rating system to monitor the credit quality of the overall loan portfolio.
The first four categories are considered not criticized. and are aggregated as ~Pass™ rated. Risks Ratings One
through Three are deemed “acceptable™. Four rated credits require a quarterly review. because potential weakness
in some form may exist. The criticized rating categories utilized by management generally follow bank regulatory
definitions. The Special Mention category includes assets that are currently protected but are potentially weak.
resulting in an undue and unwarranted credit risk. but not to the point of justifiing a Substandard classification.
Loans in the Substandard category have well-defined weaknesses that jeopardize the liquidation of the debt. may be
on non-accrual, and have a distinct possibility that some loss will be sustained if the weaknesses are not corrected.
Loans greater than 90 days past due are considered Substandard. Loans in the Doubtful category are on non-accrual
and have a definite loss of an undetermined amount. The portion of any Joan that represents a specific allocation of
the allowance for loan losses is placed in the Loss category.

To help ensure that risk ratings are accurate and reflect the present and future capacity of borrowers to repay a loan
as agreed. the Company has a structured loan rating process with several layers of internal and external oversight.
Generally, consumer and residential Joans are included in the Pass categories unless a specific action, such as a
delinquency. bankrupicy. repossession or death occurs to raise awareness of a possible credit event. The Company s
Commercial Loan Officers are responsible for timely and accurate risk rating of the Joans in their portfolios at
origination and on an ongoing basis. Commercial Loans, Commercial Real Estate Loans, Construction Loans.
Residential Loans, and Consumer Loans that are greater than 30 days past due are individually reviewed on a
monthly basis and reported 1o the Board of Directors. In addition. all Commercial. Commercial Real Estate.
Construction. Residential and Consumer Loans rated Four through Eight are evaluated with a detailed review.
including plans for resolution, and presented to the Warch Committee quarterly. Loans in the Special Mention,
Substandard and Doubtful categories are evaluated for impairment and are given separate consideration in the
determination of the allowance. The Company engages an external consultant to conduct loan reviews every twelve
to eighteen months. Generally, the external consultant randomly reviews relationships within the Commercial and
Commercial Real Estate portfolios with an emphasis on loans over $500,000. concentrations. criticized assets. non-
performing and Regulation O Loans.
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The following table sets forth information with respect to the Company’s credit quality indicators as of Junc 30, 2015 and 2014.

(in thousan:ls)

Commercial Credit Exposure
Credit Risk Profile by Internally
Assigned Grade

Pass
Special Mention
Substandard
Doubtlul

Total

Consumer Credit Exposurc
Credit Risk Profile by Internally
Assigned Grade

Performing
Nonperforming
Total

Coummercial

2015 2014
$ 21.892 $ 26.393
1,398 5.309
3.565 2,380
. 1,002
$ 26,855 $ 35,084

Consumer

2015 2014

$ 5690 $ 7.150

- 3
55090 7159

Commercial Real Estale

2015 2014
$ 39419 § 42972
3384 2.608
1.600 1.484
$44.403 ;47,064

Coustruction

Residential
2014 2015 2014
2.537 82.536  § 69.764
- 441 318
- 1.063 698
$ 2537  $.84.040 $70.780
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Management further monitors the performance and credit qualin of the Joan portfolio by analvzing the age of the
portfolio as determined by the length of time a recorded paymemt is past due. The following table presents the

classes of the loan portfolio summarized by the aging categories of performing loans and nonaccrual loans as of
June 30, 2015 and 2014:

June 30, 2015
(in thousandsj Greater
Than
30-59 60-89 90 Days Total Non-
Days Days and Still Past Accrual Total
Past Due Past Due  Accruing Due Current Loans Loans
Commercial § 302 $ - $ - $ 302 § 25313 0§ 1240 § 26.855
Commercial real estate - - - - 43,092 1311 44,403
Construction - - - - 3.939 - 3.939
Residential 122 - - 122 83.808 110 84.040
Consumer 14 - - 14 5.676 - 5.690
Total § 438 § - h) - $§ 438 5161828 § 2661 _$164927
June 30. 2014
(in thousands) Greater
Than
30-59 60-89 90 Days Total Non-
Days Days and Still Past Accrual Total
Past Due Past Due  Accruing Due Current Loans Loans
Commercial $ 209 $ - $ - $ 200§ 32430 0§ 2445 § 35.084
Commercial real estate - - - 46,442 622 47.064
Construction - - - - 2.537 - 2.537
Residential 330 - - 330 70.373 77 70.780
Consumer 60 5 - 60 7.091 3 7.159
Total $ 3599 $ 3 $ - $ 604 §$158873 § 3.147 $ 162.624
The following table summarizes information relative to troubled debt restructurings by loan portfolio class:
Pre-Modification Paost-Modification
Outstanding Outstanding
Recorded Recorded Recorded
Investment Investment Investment
(in thousands)
June 30. 2015
Commercial $ 3.020 $ 3.020 § 322
Commercial Real Estate 1.208 1.208 986

During the fiscal years ended June 30. 20135 and June 30. 2014, the Company did not restructure any loans. The
Company did not have any commitment 10 lend additional funds on troubled debt restructurings at both June 30,
2015 and 2014. Restructured loans are subject to periedic credit reviews 10 determine the necessity and adequacy of
a specific loan loss allowance based on the collectability of the recorded investment in the restructured ioan.

As of June 30. 2015. there were five loans which represented troubled debt restructures with an outstanding balance
of §1.5 million. Of these wroubled restructure loans. two loans with a total balance of $948.000 were performing in
accordance with the restructured terms of the loan: whereas the remaining three loans were being accounted for on a
non-accrual status: two commercial rea) estate loans with a carrving value totaling $587.000. and a $95.000

23



PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

commercial loan. Three forbearance agreements were negotiated during fiscal year 2009: while the remaining two
were negotiated in fiscal year 2011 and modified during the current fiscal year.

There is forbearance agreements on all loans currently classified as troubled debt restructures. The terms of these
forbearance agreements vary whereby principal pavments have been decreased. interest rates have been reduced.
and’or the loan will be repaid as collateral 1is sold.

As a result of adopting the amendments in Accounting Standards Update No. 2011-02. the Compan) reassessed all
troubled debt restructurings that occurred on or afier the beginning of the current fiscal year of July 1. 2011. for
identification as troubled debt restructurings. The Company identified no loans for which the allowance for loan
losses bad previoushy been measured under a general allowance of credit Josses methodology that are now
considered troubled debt restructurings in accordance with Accounting Siandards Update No. 2011-02.

(4) Real Estate Acquired Through Foreclosure and Other Repossessed Assets

At June 30. 2015 and 2014. the Company had real estate acquired through foreclosure and other repossessed assets
of $776.000 and $1.550.000. respectively. Operating expenses. net of rental income, was $84.000 and $271.000 for
the vears ended June 30. 2015 and June 30. 2014. respectively.

Real estate acquired through foreclosure is presented net of allowance for losses. An analysis of the allowance for
losses on real estate acquired through foreclosure is as follows:
Years Ended June 30,

i thonsands) 2015 2014

Balance at beginning of vear S 35 b 359
Provision for losses 26 130
Charge-offs (61) (454)

Balance a1 end of vear S - $ 35

Expenses applicable 10 real estate acquired through foreclosure include the following:

Years Ended June 30,
{in thousands) 2018 2014
Provision for losses S 26 $ 130
Gain on sale of real estate acquired through foreclosure (37 7N
Operating expenses. net of rental income 84 27
Total S 53 S 374
(5) Property and Equipment
Property and equipment are summarized as follows at June 30:
Estimated
(In thousands, 2015 2014 Useful lives
Land $ 152 $ 152 -
Building and improvements 4.508 4.508 30 - 40 vears
Leasehold improvements 238 23 3 - 10 vears
Furniture, fixtures and equipment 3.511 3.480 3 - 10 vears
Total. at cost , 8.409 8.378
Less accumulated depreciation 5.316 5.328
Property and equipment. net $ 2.893 $ 3.050

Rent expense was $214.000 and $218.000 in the vears ended June 30, 2015 and 2014, respectively.
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At June 30. 2015. the minimal rental commitments under non-cancellable operating leases relating 1o branch
facilities are as follows:

Year ending June 30.

2016 § 206.000
2017 206.000
2018 206.000
2019 195.000
2020 194.000
Thereafter 720.000

$1.727.000

Deposits

The aggregate amount of jumbo certificates of deposit. each with a minimum denomination of $100.000 was
approximately $14.306.000 and $18.234.000 at June 30. 2015 and 2014. respectively.

At June 30. 2015, the scheduled maturities of certificates of deposit are as follows:

(In thousands)

Year ending June 30.

2016 $ 26.003
2017 10,226
2018 3.607
2019 2.180
2020 7.645
Thereafter 45

§ 49,706

Deposit balances of executive officers and directors as well as their controlling interests were approximately
$619.000 and $1.6 million at June 30. 2015 and 2014. respectively.

Junior Subordinated Debentures

On October 31. 2005, Patapsco Statutory Trust 1. a Connecticut statutory business trust and an unconsolidated
wholly-owned subsidiary of the Company, issued $5 million of capital trust pass-through securities to investors. The
interest rate was fixed for the first seven years at 6.465%. Thereafter. the interest rate adjusts on a quarterly basis at
the rate of the three month LIBOR plus 1.48%. Patapsco Statutory Trust ] purchased $5.155.000 of junior
subordinated deferrable interest debentures from the Company. The debentures are the sole asset of the Trust. The
terms of the junior subordinated debentures are the same as the terms of the capital securities. The Company has
also fully and unconditionally guaranteed the obligations of the Trust under the capital securities. The capital
securities are redeemable by the Company on or after October 31. 2010, at par. The capital securities must be
redeemed upon final maturity of the subordinated debentures on December 31, 2035.

On May 6. 2010, the Company’s Board of Directors determined to suspend interest payments on the trust preferred
securities. The Company’s Board of Directors took this action in consultation with the Federal Reserve Bank of
Richmond as required by recent regulatory policy guidance. At June 30. 2015, cumulative unpaid interest totaled
$1.237.000. This amount has been accrued in the consolidated financial statements. The Indenture Agreement states
the Company shall have the right. from time to time and without causing an event of default. to defer payments of
interest on the debt securities by extending the interest distribution period on the debt securities at any time and from
time to time during the term of the debt securities, for up to rwenty consecutive quarterly periods. During the
second quarter of 2015. the Company amended the agreements with the trustee in order to extend the deferral period
an additional two quarters. thus allowing the Company to defer up to twenty-two consecutive quarters. Since the

2

th



(8)

9

PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

Company started 1o defer interest payments in June 2010. the Company may continue 1o defer interest payments
through the September 2015 payment. which is due on December 14. 2013. without causing an event of default.

Borrowings

At June 30. 2015 and 2014. the Bank had an agreement under a blanket-floating lien with the Federal Home Loan
Bank of Atlanta providing the Bank a line of credit of $55.2 million and $57.5 million. respectively. Borrowings
totaled $14.0 million at June 30. 2013 and 2014. respectively. The Bank is required 10 maimain as collateral for its
FHLB borrowings qualified mortgage Joans in an amount greater than 100% of the outstanding advances. This
amount totaled $117.9 million at June 30. 2015. At June 30. 2015 the Bank had an unsecured Federal Funds
accommodation with the Pacific Coast Bankers” Bank of $3.8 million. and may also borrow from the Federal
Reserve Bank Discount Window. At June 30. 20135. the Bank has pledged securities in the amount of $2.3 million
10 collateralize Federal Reserve Bank lines of credit. of which there were no balances outstanding on either of these
lines of credit. At June 30. 2015 and 2014. all borrowings are at fixed rates.

At June 30. the scheduled maturities of borrowings are as follows:

. 2015 2014
t!n thousands) Weighted Weighted
Balance Average Rate Balance Average Rate
Under 12 months §  5.000 0.54% $ --%%
12 months 10 24 months - -- 5.000 0.54
24 months 10 36 months 6.000 3.25 -
36 months 10 48 months 3.000 2.539 6.000 3.25
48 months to 60 months - - 3.000 2.39
60 months 1o 120 months - - - -
$ 14.000 2.14% $§ 14.000 2.14%

The borrowings from the Federal Home Loan Bank of Atlanta with conversion or call features at June 30. 2015 are

detailed below:

Balance Rate Maturin

$ 3.000.000 2.5%9%

10/09/2018

Income Taxes

The provision for income taxes is comprised of the following for the years ended June 30:

Call\Conversion feature

Callable on 10/12/2010 and every three months thereafter

(In thousands) 2015 2014
Current:
Federal (37) s 77
State i 7 35
Total Current Income Tax Expense (50) 112
Deferred:
Federal 49 666
State 79 176
Deferred tax valuation allowance 253 (1.916)
Total Deferred Income Tax Expense (Benefit) 381 (1.074)
Total Income Tax Expense 351 (8§ 962)
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The net deferred tax asset consists of the following at June 30:

iln thousands; 20158 2014
Allowance for losses on loans and leases $ 978 $1.162
Allowance for loss on sale of real estate owned - 14
Net operating loss carmyforward 913 997
Reserve for uncollectable interest 2 1
Deferred compensation 38 44
Unrealized loss on securities available for sale - 21
Other 20 <7
Total deferred tax assets 1.951 2.296
Unrealized gains on securities available for sale 20 -
Purchase accounting adjustment (33 (36)
Federal Home Loan Bank stock dividends (168) (168)
Depreciation (88) -
Other - -
Total deferred tax liabilities (309) (204)
Net deferred tax asset, before valuation allowance § 1.642 $2.092
Valuarion allowance (913) (997)
Net deferred tax asset, after valuation allowance § 729 $1.093

Deferred tax assets are deferred tax consequences attributable to deductible temporary differences and
carryforwards. After the deferred tax asset has been measured using the applicable enacted tax rate and provisions
of the enacted tax law. it is then necessary to assess the need for a valuation allowance. A valuation allowance is
needed when. based on the weight of the available evidence. it is more likely than not that some portion of the
deferred tax asset will not be realized. As required by generally accepted accounting principles. available evidence
is weighted heavily on cumulative losses with less weight placed on future projected profitability. Realization of the
deferred tax asset is dependent on whether there will be sufficient future taxable income of the appropriate character
in the period during which deductible temporary differences reverse or within the camback and carryforward
periods available under tax law. Based on the available evidence, the Bank recorded a valuation allowance of
$913.000 and $997.000 at June 30. 20135 and 2014, respectively.

A reconciliation of the income tax expense (benefit) and the amount computed by multiplying Joss before income
tax expense (benefit) by the statutory Federal income tax rate of 34% is as follows for the vears ended June 30:

In thousands) 20158 2014

Tax at statutory rate § 347 $ 407
State income tax benefit, net of Federal income tax benefit ) 63
Deferred 1ax asset valuation allowance 2353 (1.916)
Other (274) 482

Income tax expense $ 331 ($ 962)

Effective tax rate 32.4% (80.3)%

The Company has qualified under provisions of the Internal Revenue Code which permit it to deduct from taxable
income a provision for bad debis based on actual bad debt experience. Therefore, the provision for bad debts
deducted from taxable income for Federal income tax purposes was based on the experience method.
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We have net operating loss carmvforwards for state and federal income tax purposes of approximately $2.7 million.
respectively. which are available 10 offset furure 1axable income and which expire in the fiscal vears ending June 30.
2030 through June 30. 2032.

The Company adopied the provisions of ASC Topic 740. “Income Taxes™ which provides clarification on
accounting for uncertainty in income taxes recognized in an enterprise’s financial statements. The ASC prescribes a
recognition threshold and measurement atiribute for the financial stalement recognition and measurement of a tax
position 1aken or expected to be taken in a tax return. and also provides guidance on derecognition. classification.
interest and penalties, accounting in interim periods. disclosure. and transition. As a result of the Company’s
evaluation of the implementation of Topic 740. no significant income tax uncertainties were identified. Therefore.
the Company recognized no adjustment for unrecognized income tax benefits for the years ended June 30. 2013 and
June 30. 2014, Our policy is to recognize interest and penalties on urrecognized tax benefits in income raxes
expense in the Consolidated Statement of Operations. The Company did not recognize any interest and penalties for
the vears ended June 30. 2013 and June 30, 2014, The tax vears subject 1o examination by the taxing authorities are
the vears ended June 30. 2014. 2015 and 2012.

Regulatory Matters

The Federal Deposit Insurance Corporation (FDIC} insures deposits of account holders up to $230.000. The Bank
pays an annual premium to provide for this insurance. The Bank is also a member of the Federal Home Loan Bank
Svstem and is required 10 maintain an invesiment in the stock of the Federal Home Loan Bank of Atlanta
(FHLBA)equal to at least 4.50% ofthe outstanding borrowings from the FHLBA plus the lesser of 0.20% of
total assets or $25 million. The investment in the FHLBA stock is reported in the statement of financial condition as
investment securities required by law. Purchases and sales of stock are made directly with the Bank at par value.

Pursuant 1o regulations of the Federal Reserve Boeard all FDIC-insured depository institutions must maintain
average daily reserves against their transaction accounis. No reserves are required 1o be maintained on the first
$14.5 million of wransaction accounts. reserves equal 10 3% must be maintained on the next $89.1 million of
transaction accounts. and a reserve of 10% must be maintained against all remaining transaction accounts. These
reserve requirements are subject to adjustments by the Federal Reserve Board. Because required reserves must be
maintained in the form of vault cash or in a non-interest bearing account at a Federal Reserve Bank, the effect of the
reserve requirement is 1o reduce the amount of the institution's interest-earning assets. At June 30. 2015 and 2014.
the Bank met its reserve requirements of $392.000 and $435.000. respectively.

The Company. as the holding company for the Bank. has an annual cash requirement of approximately $657.000 for
the paymem of preferred stock dividends and debt service on the subordinated debentures. The only source of
inmternal funds for the holding company is dividends from the Bank. The amount of dividends that can be paid to the
Company from the Bank is limited by the retained earnings of the Bank in the current calendar year and the prior
three calendar years. However. dividends paid by the Bank to the Company would be prohibited if the effect thereof
would cause the Bank's capital to be reduced below applicable minimum capital requirements.

On May 6. 2010. the Company’s Board of Directors determined to suspend regular quarterly cash dividends on the
$6.0 million in Series A Preferred Stock and $300.000 in Series B Preferred Stock. On the same date. the
Company’s Board of Direciors determined to suspend interest payments on the junior subordinated debentures. The
Company’s Board of Directors took these actions in consultation with the Federal Reserve Bank of Richmond as
required by recent regulatory policy guidance. The Company currently has sufficient capital and liquidity to pay the
scheduled dividends on the preferred stock and interest on the junior subordinated debentures: however. the
Company believes these decisions will better support the capital position of the Bank. a wholly owned subsidiary of
the Company. As of June 30, 2015, a total of $2.386.000 in dividends on the Series A and B Preferred Stock and
$1.237.000 in interest on the junior subordinated debentures had been deferred.

The Company is subject to various regulatory capital requirements administered by the federal banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary
actions by regulators that. if undertaken. could have a direct material effect on the Company's financial statements.
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Under capital adequacy guidelines and the regulatory framework for prompt corrective action. the Company must
meet specific capital guidelines that involve quantitative measures of the Company's assets. liabilities. and certain
off-balance-sheet items as calculated under regulatory accounting practices. The Company's capital amounts and
classification are also subject to qualitative judgments by the regulators about components. risk weightings. and
other factors. In addition. the Company must maintain minimum capital and other requirements of regulatory
authorities when declaring or paying dividends. The Company has complied with such capital requirements.

Quantitative measures established by regulation 10 enswre capital adequacy require the Company to maintain
minimum amounts and ratios (as defined in the regulations and as set forth in the 1able below. as defined) of total
and Tier 1 capital (as defined) 1o risk-weighted assets (as defined). and of Tier 1 capital to average assets (as
defined). Management believes. as of June 30. 2015 and 2014. that the Company meets all capital adequacy
requirements to which it is subject.

As of June 30. 2015, the most recent notification from banking regulators categorized the Company as well
capitalized under the regulatory framework for prompt corrective action. To be categorized as well or adequateh
capitalized the Company must maintain minimum total risk-based. Tier I risk-based. and Tier I leverage ratios as set
forth in tables below. There are no conditions or events since that notification that management believes have
changed the institution's category.

At June 30. 2015, the Bank exceeded all regulatory minimum capital requirements. The holding company ratios do
not differ significantly from the Bank’s ratios. The table below presents certain information relating to the Bank’s
regulatory compliance at June 30. 2015,

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacv Purposes _Action Provisions
Amount Ratio Amount Ratio Amount Ratio
(Dollars in thousands)
Towal Capital (10 Risk Weighted Assets)........ $23.837 18.40% $10.363 8.00%  $12.954 10.00%
Tier 1 Capital (10 Risk Weighted Assets)... ... 22.206 17.14% 5181 4.00% 7.772 6.00%
Tier } Leverage Ratio.............ooev v, 22.206 10.14% 8.760 4.00% 10.950 5.00%

At June 30. 2014, the Bank exceeded all regulatory minimum capital requirements. The table below presents certain
information relating 1o the Bank’s regnlatory compliance at June 30. 2014.

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adeguacy Purposes _Action Provisions
Amount Ratio Amount Ratio  Amount Ratio
(Dollars in thousands)
Total Capital (te Risk Weighied Assets)......... §22.026 16.46% $10.702 8.00%  $13.378 10.00%
Tier 1 Capital (10 Risk Weighted Assets)........ 20.338 15.20% 3.351 4.00% 8.027 6.00%
Tier 1 Leverage Ratio..........cocovier i iinn. 20.338 8.89% 9.151 4.00% 11.438 5.00%

Stockholders' Equity and Related Matters

In 1995, the Bank converted from a federally chartered mutual savings association to a capital stock savings bank.
Simultaneously. the Bank consummated the formation of a holding company, Patapsco Bancorp. Inc.. of which the
Bank is a wholly-owned subsidiary. In connection with the conversion. the Company publicly issued 362.553
shares of its common stock.

Federal regulations required that. upon conversion from mutual to stock form of ownership. a "liquidation account”
be established by restricting a portion of net worth for the benefit of eligible savings account holders who maintain
their savings accounts with the Company after conversion. In the event of complete liquidation (and only in such
event). each savings account holder who continues to maintain his savings account shall be entitled to receive a
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distribution from the liquidation account after pavment 1o all creditors. but before any liguidation distribution with
respect to capital stock. This account will be proportionately reduced for any subsequent reduction in the eligible
holders' savings accounts. At conversion the liquidation account tolaled approximately $6.088.000. In addition 1o
the foregoing. certain bad debt reserves of approximately $2.561.000 deducted from income for federal income tax
purposes and included in retained earnings of the Company. are not available for the payment of cash dividends or
other distributions to stockholders without pavment of 1axes at the then-current tax rate by the Company. on the
amount removed from the reserves for such dismributions. The unrecorded deferred income tax liability on the above
amount was approximately $989.000.

Preferred Stock

On December 19. 2008. as part of the Troubled Asset Relief Program (“TARP™) Capital Purchase Program. the
Company entered into a Letter Agreement. and the related Securities Purchase Agreement - Standard Terms
(collectively, the “Purchase Agreement™). with the United States Department of the Treasury (“Treasury™). pursuant
10 which the Company issued (i) 6.000 shares of Fixed Rate Cumulative Perpetual Preferred Stock. Series A,
liquidation preference of $1.000 per share ("Series A preferred stock™). and (ii) a warrant 10 purchase an additional
$300.000 in preferred stock (“Series B preferred stock™). for an aggregate purchase price of $6.0 million.

The Series A preferred stock qualifies as Tier 1 capital and pays cumulative dividends at a rate of 3% per annum
unti] February 15. 2014. On Februarv 15. 2014. the dividend rate increased to 9% per annum. On and after
Februarny 15, 2012. the Company may. at its option. redeem shares of Series A preferred stock. in whole or in part. at
any time and from time to time. for cash at a per share amount equal to the sum of the liquidation preference per
share plus any accrued and unpaid dividends to but excluding the redemption date. Prior to February 15. 2012. the
Company may redeem shares of Series A preferred stock only if it has received aggregate gross proceeds of not less
than $1.500.000 from one or more qualified equity offerings. and the aggregate redemption price may not exceed the
net proceeds received by the Company from such offerings. The redemption of the Series A preferred stock requires
prior regulatory approval

On December 19. 2008. Treasury exercised all of the warrants on the Series B preferred stock at the exercise price
of $0.01 per share. The Series B preferred stock qualifies as Tier 1 capital and pays cumulative dividends at a rate
of 9% per annum. The Series B preferred stock may not be redeemed until all the Series A preferred stock has been
redeemed.

The Series A preferred stock and Series B preferred stock were issued in a transaction exempt from registration
pursuant to Section 4(2) of the Securities Act of 1933. as amended. Neither the Series A preferred stock nor the
Series B preferred stock will be subject 10 any contractual restrictions on transfer.

Benefit Plans
2004 Stock Incentive Plan

In October 2004. the shareholders of the Company approved the 2004 Stock Incentive Plan. Under this plan. 90.000
shares of common stock are available for issuance under a variety of awards. An additional 40.146 shares were
made available for issuance to settle past deferred compensation obligations. This new plan replaced the Director’s
retirement plan that was effective since September 1995. At the time of adoption. the directors had the option to
reallocate their deferred compensation assets.

In May 2009, the Board of Directors voted to terminate the directors deferred compensation portion of the Plan.
Accordingly. 57.255 deferred shares were distributed to the respective directors in May 2010. and are now included
as issued shares. The remaining portion of the Plan continues to remain in effect. As of June 30. 2015 there are not
any non-vested shares outstanding under this plan.

A summary of the status of the Company’s non-vested shares as of June 30. 20135 is presented below:

)
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Common Weighted Average Grant-Date
Shares Fair Value
Non-Vested as of June 30. 2014 - $ -
Vested - -
Issued R R
Forfeited - .
Non-vested at June 30. 2015 - $ -

(14)

As of June 30. 2015 there was not any unrecognized compensation costs related to non-vesied share-based
compensation. During the vear ended June 30. 2015. no restricted shares were issued 10 members of executive
management. Compensation expense recognized in connection with these plans during the vears ended June 30.
2015 and 2014 was $0 and (§1.000). respectively.

Stock Options

The Company's 1996 Stock Options and Incentive Plan (Plan) was approved by the stockholders at the 1996 annual
meeting. The Plan provides for the granting of options to acquire common stock to directors and key emplovees.
Option prices are equal or greater than the estimated fair market value of the common stock at the date of the grant.
In October 1996. the Company granted options to purchase 137.862 shares at $4.60 per share. There are no
remaining options to be issued under this plan.

The Company’s 2000 Stock Option and Incentive Plan was approved by the stockholders at the 2000 annual
meeting. The Plan provides for the granting of options to acquire common stock to directors and key emplovees.
Option prices are equal or greater than the estimated fair market value of the common stock at the date of the grant.
The Plan provides for one-fifth of the options granted to be exercisable on each of the first five anniversaries of the
date of grant. Under this plan. in August 2001 the Company granted options to purchase 99.975 shares at $6.29 per
share. There are 8.971 options eligible to be issued under this plan.

There were no changes in the Company’s stock option plans during the past two years and there are no stock options
outstanding at June 30. 2015 and June 30. 2014.

401(K) Retirement Savings Plan

The Company has a 401(k) Retirement Savings Plan. Employees may contribute a percentage of their salary subject
to limitations established by the Internal Revenue Service. The Company is obligated to contribute 3% of each
employee's salary. whether or not the employee contributes their own money. All emplovees who have completed
six months of service with the Company in which they have worked more than 500 hours. and are at least 21 years
old. are eligible to participate. The Company's contribution to this plan was $59.000 and $67.000 for the years ended
June 30. 2015 and 2014, respectively. Additionally. there is a discretionary profit sharing component to the 401K
plan. There were no discretionary contributions for the plan for the years ended June 30. 2015 and 2014.

Fair Value Measurements

ASC Topic 825, ~Financial Instruments”™ requires the Company to disclose estimated fair values for certain on- and
off-balance sheet financial instruments. Fair value estimates. methods. and assumptions are set forth below for the
Company's financial instruments as of June 30. 2015 and 2014.

Fair value estimates are made at a specific point in time. based on relevant market information and information
about financial instruments. These estimates do not reflect any premium or discount that could result from offering
for sale at one time the Company's entire holdings of a particular financial instrument. Because no market exists for
a significant portion of the Company's financial instruments, fair value estimates are based on judgments regarding
furure expected loss experience, current economic conditions. risk characteristics of various financial instruments
and other factors. These estimates are subjective in nature and involve uncertainties and matters of significant
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judgment and therefore cannot be determined with precision. Changes in assumptions could significantly affect
estimates.

The carrving amount and estimated fair value of financial instruments is summarized as follows at June 30:

2015 2014
Carrying Carrying
{In thousands! Amount Fair value Amount Fair value
Assets:
Cash and cash equivalents $ 19.086 $ 19.086 $ 15.066 § 15.060
Securities available for sale 20.069 20.069 25.274 23274
Securities held 10 maturin 5750 5.698 19.962 19.582
Loans receivable. net 162.440 171.174 159.680 166.185
Securities required by law 1.439 1.439 1.437 1.437
Accrued interest receivable 535 5335 614 614
Liabilities:
Deposits 180.939 171.709 194.046 185.495
Long-term debt and junior
subordinated debentures 14.000 14.402 19.000 19.347
Accrued interest pavable 1.353 1.553 1.276 1.276

Off balance sheet instruments:
Commitments to extend credit - - - .

The following presents the carrving amount. fair value. and placement in the fair value hierarchy of the Company’s
financial instruments not previously disclosed as of lune 30. 2015 This table excludes financial instruments for
which the carryving amount approximates fair value.

(Level 1) (Level 2) (Level 3)
Quoted
Prices in
Active
Markets for ~ Significant Significant
ldentical Other Other
iIn thousands) Carryving Assets or Observable  Unobservable
June 30. 2014 Amount Fair Value Liabilities Inputs Inputs
Financial instruments — Assets
Loans receivable. net $162.449 $171.174 $ - $ - $ 171.174
Financial instruments - Liabilities
Deposits 180.939 171.709 122.023 49.686 -
Long-term debt 14.000 14.402 - 14.402 -

Cash and Cash Equivalents - Due from Banks and Interest Bearings Deposits with Banks
The statement of financial condition carrying amounts for cash and due from banks, interest bearing deposits with
banks and federal funds sold approximate the estimated fair values of such assets.

Securities Available for Sale

The fair value of securities available for sale (carried at fair value) are determined by obtaining quoted market prices
on nationally recognized securities exchanges (Level 1), or matrix pricing (Level 2), which is a mathematical
technique used widely in the industry to value debt securities without relying exclusively on quoted market prices
for the specific securities but rather by relying on the securities’ relationship to other benchmark quoted prices.

V8]
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Loans Receivable

Loans receivable were segmented into portfolios with similar financial characieristics. Loans were also segmented
by type such as residential. commercial. commercial real estate, commercial real estate construction and consumer.
Each loan category was further segmented by fixed and adjustable rate interest terms.

The fair value of loans was calculated by discounting anticipated cash flows based on weighted average contractual
maturity. weighted average coupon and market rares.

Impaired Loans

The Company considers Joans to be impaired when it becomes probable that the Company will be unable 1o collect
all amounts due in accordance with the contractual terms of the Joan agreement.  Al] non-accrual loans and Troubled
Debt Restructurings are considered impaired The measurement of impaired loans is based on the present vajue of
the expected cash flows discounted at the historical effective interest rate. the market price of the Joan. or the fair
value of the underlying collateral. These assets are included as Level 3 fair values. based upon the Jowest level of
input that is significant to the fair value measurements.

Real Estate Acguired Through Foreclosure and Other Repossessed 4ssets

Real estate acquired through foreclosure and other repossessed assets are initially recorded at the estimated fair
value, net of estimated selling costs, and subsequently at the lower of carryving cost or fair value less estimated costs
to sell. Fair value is determined utilizing third party appraisals. broker price opinions or other similar methods. Fair
value is updated at least annually and more often if circumstances dictate,

Securities required by Law
The carrving amount of securities required by law approximates its fair value.

Accrued Interest Receivable
The carrving amount of accrued interest receivable approximates its fair value.

Deposits

The fair value of deposits with no stated maturity, such as non-interest bearing deposits. interest bearing NOW
accounts and statement savings accounts, is equal to the carrving amounts. The fair value of certificates of deposit
was based on the discounted value of contractual cash flows. The discount rate for certificates of deposit was
estimated using marke1 rates.

Long-Term Debt and Junior Subordinated Debentures
The fair value of long-term debt was based on the discounted value of contractual cash flows. using market rates.

Accrued Interest Payable
The carrying amount of accrued interest payable approximates its fair value.

Off-Balance Sheet Financial Instruments and Standby Letters of Credit

The Company is a party to financial instruments with off-balance sheet risk in the normal course of business.
including morgage loan commimments, undisbursed lines of credit on commercial business loans and standby letters
of credit. These instruments involve. to various degrees, elements of credit and interest rate risk in excess of the
amount recognized in the consolidated statements of financial condition. The fair values of such commitments are
immaterial.

The disclosure of fair value amounts does not include the fair values of any intangibles. including core deposit
intangibles. Core deposit intangibles represent the value attributable to total deposits based on an expected duration
of customer relationships.

The Company complies with ASC Topic 820. “Fair Value Measurements and Disclosures,” which defines the
concept of fair value. establishes a framework for measuring fair value in GAAP. and expands disclosure about fair
value measurements. ASC Topic 820 applies only to fair value measurements required or permitted under current
accounting pronouncements, but does not require any new fair value measurements. Fair value is defined as the

33



PATAPSCO BANCORP. INC. AND SUBSIDIARIES
Notes 10 Consolidated Financial Statements

price 1o sell an asset or 1o transfer a liabiliny in an orderly transaction between willing market participants as of the
measurement date. The statement also expands disclosures about financial instruments that are measured at fair
value and eliminates the use of large position discounts for financial instruments quoted in active markets. The
disclosure’s emphasis is on the inputs used to measure Tair value and the effect of the measurement on earnings for
the period.

ASC Topic 820 clarifies how an entity would determine fair value in an inactive market and defines fair value as the
price that would be received to sell the asset or transfer the liability in an orderly transaction (that is. not a forced
hquidation or distressed sale) between market participants at the measurement date under current market conditions.
ASC Topic 820 provides additional guidance in determining when the volume and Jevel of activity for the asset or
liability has significantly decreased. It also includes guidance on identifying circumstances when a transaction may
not be considered orderly. ASC Topic 820 provides a list of factors that a reporting entitv should evaluate to
determine whether there has been a significant decrease in the volume and level of activity for the asset or lLiability
in relation to normal market activity for the asset or hability. When the reporting entity concludes there has been a
significant decrease in the volume and level of activity for the asset or hability. further analysis of the information
from that market is needed and significant adjustmenis 10 the related prices may be necessary to estimate fair value.
This guidance clarifies that when there has been a significant decrease in the volume and level of activity for the
asset or liability. some transactions may not be orderly. In those situations. the entity must evaluate the weight of
the evidence to determine whether the transaction is orderly. The guidance provides a list of circumstances that may
indicate that a transaction is not orderly. A transaction price that is not associated with an orderly transaction is
given little. if any. weight when estimating fair value.

The Company has an established and documented process for determining fair values. Fair value is based on quoted
market prices. when available. If listed prices or quotes are not available. fair value is based on fair value models
that use market participant or independently sourced marhet data. which include discount rate. interest rate yield
curves. prepayment speeds. bond ratings. credit risk. loss severities. default rates. and expected cash flow
assumptions. In addition. valuation adjustments may be made in the determination of fair value. These fair value
adjustments may include amounts to reflect counterparty credit quality. creditworthiness. liquidity. and other
unobservable inputs that are applied consistently over time. These adjustments are estimated and therefore. subject
10 managements’ judgment. and at times. may be necessary 10 mitigate the possibility of error or revision in the
estimate of the fair value provided by the model. The Company has various controls in place to ensure that the
valuations are appropriate, including review and approval of the valuation models. benchmarking., comparison to
similar products. and reviews of actual cash senlements. The methods described above may produce fair value
calculations that may not be indicative of the net realizable value or reflective of future fair values. While the
Company believes its valuation methods are consistent with other financial institutions. the use of differem methods
or assumptions to determine fair values could result in different estimates of fair value.

ASC Topic 820 established a three-leve] valuation hierarchy for disclosure of fair value measurements. The
valuation hierarchy is based on the inputs used to value the particular asset or liability at the measurement date. The
three Jevels are defined as follows:

e Llevel 1 — inputs 1o the valuation methodology are quoted prices (unadjusted) for identical assets or
liabilities in active markets.

e Level 2 — inputs to the valuation methodology include quoted prices for similar assets and liabilities in
active markets. quoted prices of identical or similar assets or liabilities in markets that are not active. and
inputs that are observable for the asset or liability. either directly or indirectly. for substantially the full term
of the financial instrument.

e Level 3 — inputs to the valuation methodology are unobservable and significant to the fair value
measurement.

Each financial instrument’s level assignment within the valuation hierarchy is based upon the lowest level of input
that is significant to the fair value measurement for that particular category.

There were no wansfers of assets berween fair value Level 1 and Level 2 for the vear ended June 30. 2015.
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For financial assets measured at fair value on a recurring and nonrecwring basts. the fair value measurements by
level within the fair value hierarchy used are as follows:
At June 30, 2015
(In thousands) Total Level 1 Level 2 Level 3
Measured at fair value on a recurring basis:
Securities available for sale

U.S. Government agencies $ 1.006 5 - $§  1.006 § -

Mortgage-backed securities. residential 2185 - 2.185 -

Collateralized morigage obligations. agencies 16.878 - 16.878 -
Total securities available for sale $ 20,069 $ - $._20069 § -

Measured at fair value on a nonrecurring basis:

Impaired Loans b 910 $ - b - § 910

Real estaie acquired through foreclosure and other

repossessed assets b - h) - b - 8 -

At June 30, 2014

{In thousands) Total Level 1 Level 2 Level 3

Measured at fair value on a recurring basis:

Securities available for sale

Corporate bonds £ 1.001 $ - § 1000 § -

U.S. Government agencies 986 - 986 -

Mortgage-backed securities. residential 2.726 - 2.729 -

Collateralized mortgage obligations, agencies 20.558 - 20.558 -
Total securities available for sale § 25274 3 - § 25274 § -

Measured at fair value on a nonrecurring basis:

Impaired Loans $ 1.702 b - b - 8 1.702

Real estate acquired through foreclosure and other

repossessed assets $ 7 h) - $ - § 7

The following table presents additional guantitative information about assets measured at fair value on a
nonrecurring basis and for which Level 3 inputs have been used to determine fair value:

(in thousands) Fair Value

June 30. 2015 Estimate Valuation Technique Unobservable Input Range

Impaired loans § 910 Appraisal of collateral (1)  Appraisal adjustments (2) 0-20%

Repossessed real Y -

estate and other

assets

(H Fair value 15 generally determined through independent appraisals of the underlying collateral that generally include various Jevel 3
inputs which are not identifiable.

(2 Appraisals may be adjusted by management for qualinative faciors such as economic conditions and estimated hquidation expenses.

The range of liquidation expenses and other appraisal adjustmems are presenied as a percent of the appraisal.

(V%)
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(15) Condensed Financial Information (Parent Company Only)
Summarized financial information for the Company is as follows as of and for the years ended June 30

(In thousands)

Statements of Financial Condition 2015 2014
Cash b 208 $ 222
Equity in net assets of the bank 22237 21.386
Other assets 235 206

Total Assets § 22.680 $ 21.814
Accrued expenses and other liabilities $ 1.39] § 1.279
Subordinated Debentures 5.000 5.000
Stockholders' equin 16.289 15.535

Total Liabilities & Stockholders™ Equity $ 22.680 $21.814

(In thousands)

Statements of Operations 2015 2014
Total Interest Income $ - )
Total Interest Expense 113 113
Non-interest Income - -
Non-interest Expense 55 )i
Loss before equity in net income
of subsidiary and income tax provision (168) (114)
Net income of subsidiary 787 2223
Net Income before income 1ax provision 619 2.109
Income tax provision (71) (51
Net income $ 690 § 2.160

(In thousands)

Statements of Cash Flows 2015 2014
Operating activities:
Net income $ 690 $ 2.160

Adjustments 1o reconcile net income to net cash
provided by (used in) operating activities:

Equity in net income of subsidiary (787) (2.223)
(Increase) decrease in other assets (29) (48)
Increase in accrued expenses and other liabilities 112 110

Net cash used in operating activities (14) (1)

Net decrease in cash and cash equivalents (14) (1)
Cash and cash equivalents. beginning of vear 222 223
Cash and cash equivalents. end of vear $ 208 $ 222

(16) Subsequent Events

On March 2. 2015. we entered into an Agreement and Plan of Merger with Howard Bancorp. Inc.. a Maryland
corporation (“Howard™). The merger agreement provides that. upon the terms and subject to the conditions set forth
therein. Patapsco will merge with and into Howard. with Howard continuing as the surviving entity. Immediately
following the consummation of the merger. The Patapsco Bank. a Marvland-state chartered commercial bank and
wholly-owned subsidiary of Patapsco Bancorp. will merge with and into Howard Bank. with the Howard Bank
continuing as the surviving entity. Consummation of the merger is subject to customary closing conditions. Required
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stockholder and regulaiory approvals have been obtained. and we currently expect to close this merger on August
28. 2015
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