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Board of Governors of the Federal Reserve System 

APR 11• 
Annual Report of Holding Companies-FR Y-6 

Report at the close of business as of the end of fiscal year 

This Report is required by law: Section 5(c)(1)(A} of the Bank 
Holding Company Act (12 U.S.C. § 1844(c)(1)(A)); sections 8(a) 
and 13(a) of the International Banking Act (12 U.S.C. §§ 3106(a) 
and 3108(a)); sections 11 (a)(1 ), 25, and 25A of the Federal 
Reserve Act (12 U.S.C. §§ 248(a}(1), 602, and 611a): and sec
tions 113, 165, 312, 618, and 809 of the Dodd-Frank Act (12 U.S.C. 
§§ 5361 , 5365, 5412, 1850a(c)(1), and 5468(b)(1)). Return to the 
appropriate Federal Reserve Bank the original and the number of 
copies specified . 

NOTE: The Annual Report of Holding Companies must be signed by 
one director of the top-tier holding company. This individual should 
also be a senior official of the top-tier holding company. In the event 
that the top-tier holding company does not have an individual who is 
a senior official and is also a director, the chairman of the board must 
sign the report. If the holding company is an ESOP/ESOT formed as 
a corporation or is an LLC, see the General Instructions for the 
authorized individual who must sign the report. 
1, Richard L. Coffman 

Name of the Holding Company Director and Official 

Trustee 
Title of the Holding Company Director and Official 

attest that the Annual Report of Holding Companies (including 
the supporting attachments) for this report date has been pre
pared in conformance with the instructions issued by the Federal 
Reserve System and are true and correct to the best of my 
knowledge and belief. 

With respect to information regarding individuals contained in this 
report, the Reporter certifies that it has the authority to provide this 
information to the Federal Reserve. The Reporter also certifies 
that it has the authority, on behalf of each individual, to consent or 
object to public release of information regarding that individual. 
The Federal Reserve may assume, in the absence of a request for 
confidential treatment submitted in accordance with the Board's 
"Rules Regarding Availability of rmation," 12 C.FR. Part 261, 
that the Reporter · · u con~nt o · release of all 

?_ · · P,. e · · g thati .i 
""2.!1..------

For holding companies !Ni. registered with the SEC
Indicate status of Annual Report to Shareholders: 

[81 is included with the FR Y-6 report 

D will be sent under separate cover 

D is not prepared 

For Federal Reserve Bank Use Only 

RSSD ID 2_ :6Q /) /)-5~ 
C.I. - - ----- --

FRB RICHMOND 

This report form is to be flied by all top-tier bank holding compa
nies, top-tier savings and loan holding companies, and U.S. inter
mediate holding companies organized under U.S. law, and by 
any foreign banking organization that does not meet the require
ments of and is not treated as a qualifying foreign banking orga
nization under Section 211.23 of Regulation K (12 C.F.R. § 
211 .23). (See page one of the general instructions for more detail 
of who must file.) The Federal Reserve may not conduct or spon
sor, and an organization (or a person) is not required to respond 
to, an information collection unless it displays a currently valid 
0MB control number. 

Date of Report (top-tier holding company's fiscal year-end): 

December 31, 2018 
Month/ Day / Year 

N/A 
Reporter's Legal Entity Identifier (LEI) (20-Character LEI Code) 

Reporter's Name, Street, and Mailing Address 

Chesapeake Bancorp Employee Stock Ownership Plan 
with 401 (k) Provisions 
Legal Title of Holding Company 

245 High Street 
(Mailing Address of the Holding Company) Street/ P.O. Box 

Chestertown MD 21620 ----- --
City State Zip Code 

Physical Location (if different from mailing address) 

Person to whom questions about this report should be directed: 
Pat Stanley SVP & CFO ----- --- ----
Name Title 

410-778-1600 
Area Code/ Phone Number/ Extension 

410-778-2181 
Area Code/ FAX Number 

pstan ley@ch esapeaketrust. com 
E-mail Address 

N/A 
Address (URL) for the Holding Company's web page 

:~i~~~~~~n~~~~~:~~~~t '.~~~~st~~- f~.r ~ny_ :,o~i~~- o_f_ .. ~ 
In accordance with the General Instructions for this report 
(check only one), 

1. a letter justifying this request is being provided along 
with the report . .. ... . .. . .. .. . . .. .... . ... . . ... ... .. ... ... ... . .......... D 

, 2. a letter justifying this request has been provided separately .. . D 
NOTE: Information for which confidential treatment is being requested 

must be provided separately and labeled 
as "confidential." 

Public reporting burden for !his informalion col/eclion is eslimaled lo vary from 1.3 lo 101 hours per response, with an average of 5.50 hours per respon se, including time lo galher and 
maintain data in lhe required form and lo review instructions and complele the information collection . Send commenls regarding !his burden eslimale or any olher aspect of !his collection of 
informalion, including suggestions for reducing this burden lo: Secretary, Board of Governors of lhe Federal Reserve Syslem, 201h and C Slreels, NW, Washington, DC 20551, and lo the 
Office of Management and Budge!, Paperwork Reduction Projecl (7100-0297), Washing Ion, DC 20503. 031201 e 
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For Use By Tiered Holding Companies 

FRY-6 
Page 2 of 2 

Top-tiered holding companies must list the names, mailing address, and physical locations of each of their subsidiary holding companies 
below. 

Chesapeake Bancrop 
Legal Title of Subsidiary Holding Company Legal Title of Subsidiary Holding Company 

245 High Street 
(Mailing Address of the Subsidiary Holding Company) Street I P.O. Box (Mailing Address of the Subsidiary Holding Company) Street/ P.O. Box 

Chestertown MD 21620 
City State Zip Code City State Zip Code 

Physical Location (if different from mailing address) Physical Location (if different from mailing address) 

Legal Title of Subsidiary Holding Company Legal Title of Subsidiary Holding Company 

(Mailing Address of the Subsidiary Holding Company) Street/ P.O. Box (Mailing Address of the Subsidiary Holding Company) Street/ P.O. Box 

City State Zip Code City State Zip Code 

Physical Location (if different from mailing address) Physical Location (if different from mailing address) 

Legal Title of Subsidiary Holding Company Legal Title of Subsidiary Holding Company 

(Mailing Address of the Subsidiary Holding Company) Street/ P.O. Box (Mailing Address of the Subsidiary Holding Company) Street/ P.O. Box 

City State Zip Code City State Zip Code 

Physical Location (if different from mailing address) Physical Location (if different from mailing address) 

Legal Title of Subsidiary Holding Company Legal Title of Subsidiary Holding Company 

(Mailing Address of the Subsidiary Holding Company) Street/ P.O. Box (Mailing Address of the Subsidiary Holding Company) Street/ P.O. Box 

City State Zip Code City State Zip Code 

Physical Location (if different from mailing address) Physical Location (if different from mailing address) 

12/2012 





Report Item 

1: 

Form FR Y-6 

Chesapeake Bancorp Employee Stock Ownership Plan with 401(k) Provisions (The Plan) 

Chestertown, Maryland 

Fiscal Year Ending December 31, 2018 

Chesapeake Bancorp Employee Stock Ownership Plan with 401(k) Provisions does not prepare an annual 

report for its shareholders. Cheaspeake Bancorp prepares an annual report for its shareholders and is 

not registered with the SEC. A copy of the annual report is attached. 

2a: Organizational Chart 

Chesapeake Bancorp Employee Stock Ownership Plan 

with 401(k) Provisions (The Plan) 

Chestertown, Maryland 

Formed in Maryland 

no LEI 

Chesapeake Bancorp 

Chestertown, Maryland 

Incorporated in Maryland 

no LEI 

Chesapeake Bank & Trust Company 

Chestertown, Maryland 

Incorporated in Maryland 

no LEI 

2b: Domestic branch listing provided to the Federal Reserve Bank. 
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Reaulls: A ~t of branches for your depository Institution: CH£SAP£AICE BANK & TIIUST COMPANY (ID_RSSO: 304510), 
This depository lnslllUtlon Is held by CHESAPEAKE 8ANCORP (1866418) of CHESTERTOWN, MD. 
The data are U of 12/31/2018, Dal a rerlect.s Information that wu received 111d proceHed lhrough 04/03/2019 

fl ff"Slhllon N Y¥1flrtl¼u lltta 
l , In the Data Action column of each branch row, enler one or more of lhe actions specified below 
2.1frequlred,enlerlhedatelnlheEflectl11eD1tecolumn -OK: II tile branch Information Is correct, enler 'OK' In lhe Dela Action column, 
CI\Mlt If lhe br;inch llllona.lMn Is Incorrect or ~plela, revise the dat1, enter 'Cha111e' In lhe Dela Action rolumo and the dala'Wilftl lhls W,om, i d1111 IW\t bconwi"'t"illd M 1 .. lff1Kc.l,,.0.1• coliilm11. 
clo~11 ;i branch ~te•wN i:.14 or doad, enter"(W' In Ille oats Action collmn o11td lheQI& o,di,sure dale In theEflectfff 0&11 cCIIIM!n. 

Delete: If .a bt.-dl listed was nevet owti~d b',' Lhls depository lnsUlullon, tn1t•'"Oelet11' In Iha 0 1La ,A,e1Jon coklmn. 
Add: If a repa,,u 1~e branch Is mlssliair. ilfrtert a row, add Iha b11nch data, 4~ Nter 'Add' In Iha D■r. Al:1fon column and lh■ opening or acqulslllon dat11 In the Effective O.te column 

11 prlotlng this lhl, y<IU may need lo 1d/1JSt your ~e setup Ln MS r.ceL Try using t.u11tsc.pe ork!nUllon, pagewlln11, and/ortesal !Jzed .»per 

Ml!'n/ukmtrmsb't 
Wh1111 wi, •r• f11t11r.t wild •samJ~y la yoor F/10 col'IK1, seo the dllalled JJoll.\J\lil.1 Ions on this ill• for mare Information 
lll'OU ~'" • • ..,, 111,,, 10,'fvl,lr FM-tfli,tact, put your rnsll1utton mune, city and st.al• In Iha subfl!d. IIIHI of Ille •m.ill. 

"" 10 t.H~lht f/1 Y-1DrwponM, ff'q .. mel\ts, you musl ;ilso submit F/1 Y-10 ru..nuc Oranc:h Sd,lld~lr\. for •Wll blMUI Wilh a Dita Action of Ch•nae, Close, O.li!t11, or Add. 
111• II V,10 reporl may be ,w~in,tt.d In a hardcopy format or ~la the FR Y-10 0-- applcalton - ht\a-i,l//', lotlfl,Hne.J•akeserva.11ov. 

• FDIC UNINUM, Office Number, and ID_RS5D columns are for rararenu only. 1/eriOcatlon of Lhe~e values Is nol required 

o.~ Ut..U..CM.t ,,■llfflSWwlN-

0( rµ11Sf.:nfC•l •tfr.kibll~ 

"" 

, •• ,~n 
! • .. tuGl1 1o"llLm 

.101 M (AO,lD 

c.oct. (ou111 COutl 
~urr u,t1TfOS1,11,m ~flr l 
Ulff UHnlDtlAU i Hoc 
OJff UNllfflf'IATll lk,11 

Kt-,0',lc• IINIIOflltclO 11sso• C--\1 
OlfSAno\lfUN:rL1■U'UCOMP.IJft' JOO 

f:tAIO:IIIA ltt;Llllllt\f~IPANl' '!Ot\7a 
OtnJ.HA.UIANXJ:1'11..n l COhlPoUIY )CK5.)0 





Form FRV-6 

Chtm1pe11ke Bancorp Employee Stock OWne~hlp Plan with 40l(kl Provlslons {The Plan} 
Chestertown, Maryland 

Flsca\ Vear Endlna: December 31, 2017 

Report Item 3: Securities Holders 

(lll•Jlb)lcl '"d (2)1a)lb)lcl 

!111•1 lllllbl ,1111,1 JH11 lnffbl U2llc:J 
Countryaf !Numbtr and Percentage of 

Hiam~ CiUu:ruhJp or )Each 0...\1" ol Voting Name or heh Class of Voting 
Chv, Sut~/Ctiunt;y lnco1410ntlon iSecutlUn Cltv, State./Cnuntrv 

Count,y of Cltl,mhlp r •mbe, and Pmentage of 

Incorporation S.ecw.illes 

Rliehlrd I., Coffm■n rll.113 · 56'¼ Bene:f'dalty 
N/A N/A N/A 

USA 
Cheutr1own, MD USA (Own.d 

R. Franklin Dulin ! !1t ,087 - 28% Beneflcl11lly 
!USA 

Chestertown, MD USA I !Owru>d 

Robert H. Thompson ! I Chestertown, MO USA \USA 
I 14,S9S - 7% Beneflclally 0-,.,ned ' 

"On all mottcr1 for which o s!woholdct vote 4 J>R)Vidod, Cll<lll Partlolp11111 and 
Bcnoflolary of a dceeascd Pai1lclpont shall, u designated fiduc:iories for purposos of 
EIUSA, have the right 10 oxoreiso tho vo!lng 1111d proxy righll wllh rcapcct to all 11uirc, of 
Compcmy Stock which are allocated to lho account or tho Pnrtlcipant or Benoflclnry, u 
•ppllcable, If tho Ttu.,teo d00$ nol timoly rec.,ivo voting or proxy dlnociloni from a 
Participant or Bcno0oiary wllh respect 10 any Comprucy Slock "110Ctlted to thot 
Participant's or Bcncllciaty's Company Stock Aocow\l, tho Tru51cc ,holl not vote or 
oxcrclse proxy rights wilh respect to s11cb sluuc1 or Company Stock. Tho Trustee ,holl 
hnvo Clio risJ,1 to volo or cxcn,iso prvxy righls with re.,pe,ol to Ill! shares of Cornpnny 
Stock held by it .. part or tho Plan assets which nrc not All.ocatcd to the Pl1111 account of• 
Paniclpanl or Beneficiary." 

G:\Flnance\Federal R~erve\FR Y-6 Annual\2019\FR V-6 as of December .31, 2018 
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Report Item 3: Securities Holders 

(l)(a)(b)(c) and (2)(a)(b)(c) 

(l)(a) (l)(b) 

Country of 

Name Citizenship or 

City, State/Country Incorporation 

Betty Brown Casey 

Trust Betty Brown 
USA 

Casey - Trustee 

Rockville, MD USA 

Chesapeake Bancorp 

Employee Stock 

Ownership Plan with USA 

401(k) Provisions 

Chestertown, MD USA 

Richard L. Coffman 

Chestertown, MD USA 
USA 

Michael Macielag 

West Palm Beach, FL USA 

USA 

Michael M. Messix 
USA 

Chestertown, MD USA 

Robert D. Willard 
USA 

Chestertown, MD USA 

Form FR Y-6 

Chesapeake Bancorp 
Chestertown, Maryland 

Fiscal Year Ending December 31, 2018 

l (l)(c) (2)(a) 

Number and Percentage of 

Each Class of Voting Name 

Securities City, State/Country 

N/A 

26,178 -7~ Common Stock 

64,669 - 17¾ (;ommon Steck 

3,800-1% Common StO<!k 
32,113 - 8% Beneficl111Iy 
Owned 

l19,G46-31%C9mmonStock 

20,680 . S¾ Common Stock 

21,633 - 6% Common StQe~ 

G:\Finance\Federal Reserve\FR Y-6 Annual\2019\FR Y-6 as of December 31, 2018 

(2)(b) (2l(c) 

Country of Citizenship Number and Percentage of 

or Each Class of Voting 

Incorporation Securities 

N/A N/ A 

4 





Report Item 4: Insiders 

(1), (2), (31(,)(b)(c), oad l•llal(b)(c) 

II Ir,) lllKaJ 

lr.u>d .. l Occupatloa lntlo/l'o,l\lon with Holdla Namt,Ctt.'I, 
jJI oth,i thtn wfth S 

Sut,/Counlly IHoldlf\g Company Company 

Akhard L. Coffman 
Rat,lred Tru1.1ee 

CheJICJ10WI\, MD USA 

8.Franklln Dulin 
811!if(od .. ,. 

a ,,uunowr,. MO USA 

M lch11. -,I Macielas 

Wt'H Palm Beach, fl Rttltt-d l t1nt.eo 

I/SA 

M..PatrlclaStanley 

ti-t'dc de Grace, MO H/A ~ntsl/tlW 
USA 

'°'JC~ r . Mllche11 

Uawl! de Grace, MD tl}lr. .\cfn,JnhV•lo, 

US/I 

G'itrml.Wllson 
H/A Adrnlnl~jlalDr 

C~c-U otIIQ'M\ MD USA 

Form FR V-6 

Chesapeake Bancorp Empfoyu Stod ownership Plan with 401(111 Provision s (The Plant 
Chestertown, Maryland 

Fiscal YHr Endin1 December 31, 2018 

lllbl ll!hrc ••• l (,Ql,,lb 

tlHt{Potftlon with r•lf/l'o~tloo W>lh Otho, 

SuMidlar1n (Including 
Companies (Including Ptrctnn1t of Voting Securities in Holding P■ r,r.1!1'1 11,, of Voting securities In 

111mt1 of Other Com~ny Sub,ldhrlti{(ncludln1t names of Subsidiaries) 
name of subsidiary) 

Corop..nletl 

Oit.«Qt (Cheupeak, I 1• o .wnf'CI, 8% Beneficially owned 
Bam:Q(pL Director H/A ""' lCho.apotc! Bank & Trust) 

(Chesapeake Bancorp) 

ff/A IN/A 211' S"' Beneficially Owned (Chesapeake 8tl"lt4fp) 

a,t.trl"l'll1n(Chesapeake 

laf1(0fp), Chllltffil.l) N/A °" 311C- (Ches11peake8ancorp) 

(CkellPU t Bank & Trust) 

Sct1IC)t VP. CFO, Treasurer, 

t!Secretary(Chesapeake 

D•n~p).; Senior VP, CFO, II/A •• ~ Beneflclally owned (Chesapeake 0AIX04 p) 

TrtnUf'ltt, & Secretary 

(C~ptllt: Bank & Trust) 

I •lie! 

Percentage of Voting Securities/Interest In 

Othc, Companies If 25% or more (lncludlng 

NIHlC\ of (omp~nll, .nd percentage held) 

N/A 

II/A 

N/A 

N/A 

(Otl\l0lhr r fC'hti1pe,1 Cl 1(1)1 "''"'"°'"10wntd (Ch, .... ,1o 11,v,o,p)IN/A b.l') & Tttnl) 
N/A OIi 

P,e•~•nC CEO, & Dlmloc j01, .. ,.,. (Sultm Educalloa 

CC,,11:11)1!~« Bancorp); found.1tJon Inc.). Director ,. OM owned, 17' 8enelidaUy owned 
NIA 

Pt il! ddi:M, CEO, & Director l(Unf!fd wov of Kent (Cht'upc,te Bancorp) 

tOJc.1-tpe•lt Ba nk & Trust) 

1
~1vl 

G:\Finance\Federal Reserve\FR Y·6 Annual\2019\FR Y-6 as of December 31, 2018 





Reporlltem4; Insiders 

(1), (21. (3JlaJlbJlcJ. ,nd (4JlaJlbJlcJ 

I 1121 !f31i.l 

1'11ooo•IOccupatlon ! 
HuM. City, IP oth4r than with ltllit/PoiJlfOn ¥6tPl HOiding 

sm,JCouri1,v H~ Camp:trrt CO:""'~nv 

o,,u,..._o,,..oop I 
~ployttStOCJr 

Own•rs~p Pl1n with r/• H/A 
iii01j~I Provisions 

Chd,t,v~. MD USA 

~lchard t. Coffman I 
Chestertown, MD USA t R•tlt~ 0:4-11-e lot 

lamo,E GIiiespi, I 
Chestertown MD USA Business Owner !blrector 

WIIUamR. Klrk,Jr. !Rftlrcd 
Chestertown, MD USA ! Director 

Mirna L, Lopez Boyds, ~a11dll 
O)u:ictat 

MOUSA M1ne.e:cmen1 
MlchaelMaclelag I 

West Palm Beach, FL !Retired Chairman 

""' 

MlchaelM, M•sslx 
Retired Director 

Chestertown, MD USA 

M.PatrlciaStanley 
Senior VP, CFO, Treasurer, 

Hawe de Grace, MD N/A 
USA &Secretary 

Em,ut w StrOllg Rock 
Busi ness Owner Director 

Hall, MD USA 

R, Raymond Tarrach 
Retired ,□frecto, 

Chestertown, MD USA 

job.,tH. Thompson IN/A 
Worton, MD USA IN/A 

I 

Roberto WIiiard 

Chestertown, MD USA 
Bullneu Owner Director 

l13llbl 

Titl,JP,o,Jdon with 

Subw61:,1Ct.(lf"~ 
f\,li114"tJ,lju!nldia,yJ 

N/A 

U(,.cw (Chesapeake Bank 

& Trust) 

Director (Chesapeake Sank 

&Trust) 

Dlrector(ChesapeakeBank 

&Trust) 

IN/A 

FormFRY-6 

Ch•s■pHk• Bancorp 

Ch.-st■ rtown, Maryl■nd 

Fiscel YHr Endln1 D•c11mb■r 31, 2018 

3ll<l 1411,,1 

lilla:-/r'o~I~ with Other Companies 

~nam es o f Other hr«nJIC,. of 1/oUng Securities In Holding 

"°"""""'I Comp■(ly ' 

ff/A '"' 

II/A 1% Owned, 8" Senefldally Owned 

Cf:O,GJllftPC & Son Inc; CEO-

G'll1.wlt Preca,tLLC '" 
N/A "' 
jVkl ,,stJde r,4 (Casey Management .... , N/A 

!Ofr,cto, ICh,sapeak, Bank I / , NA 
; & Trust) 

31% 

I□'"'°' (Ch•"P"k• Bank 

Director & Asst. Treasurer (Chester 

River Yacht & Country Club); 

Treasurer (Father Bradford Council 
5% 

f&Tl\1it) Knights of Columbus); Finance 

I Committee Members (S;med Heart 

Church, Chestertown, MD) 

JsenlorVP, CFO, Treasurer, 

j& :S.C,11111ry (Che,apeake N/A 0% Beneficially Owned 

jlanh.&lrust) 

Director (Oiesas:iuke !111\l. 
President (Rod< Hall Lumber Co) '" &Trust) 

l°'"cto, (Cho,ap,ak, Bank IN/A 
&Trust) 

1% 

\Senlo, VP & Senlo, Lending 
orrrcer 

N/A 1% 

Dir¢etor{Ct,.-A,P,,lbBank President (WIiiard Agrl-Service or 
3% 

Unntl Lynch) 

I IOl,edo, 1s,11,., Education 

Glennl Wilson 
N/A 

)Presl:Silnt, CEO, & Director Foundation Inc), Director (United 0% Owned, 1% Options, 1% Beneflclally 

Chestertown, MD USA 
President, CEO, & Director , ( h k & l Way of Kent County), Director Ownod l C nape.I e8ank Trust 

(University of Maryland-Shor11 I 
[ Riii,lonal Health Board) 

G:\Flnance\Federal ReseNe\FR Y-6 Anr,ual\2019\FR Y-6 as of December 31, 2018 

... , 4Hd 

Percentage of Voting Securities/Interest in 

PWUN..1116 o f VOti!'ll .5cicuiitln m Other Companies if 25% or more (Including 

Sul»ldlatlfl'l ft~udln&Nmd ,or SuWdf.at!HI names of companies and percentage held) 

N/A N/A 

N/A IN/A 

~pl• & S~ l'IC, Sl'a.-Glllftpl4o 

NIA Pr«nl LLC; SS%0etmarva Caslln1s &~pPfy 
u.c 

IN/A IN/A 

N/A IN/A 

IN/• IN/A 

N/A L. 

IN/A N/A 

I IOl>J'IO,."""''" lumbtt Inc}, 100% 
N/A (ftrw11-t W Strong Inc,), 50% (Edes Farm LLC), 

·-1sH,1 .. 1u:1 

N/A IN/A 

N/A N/ A 

1-(Wllla,d As•i•S•Nlce of lynch(, 37 5% 
(Willard Agrl•Servlce Inc), 40% (WIiiard Agrl-

N/ A 
:Service of Fr~erlck Inc,), 50% {WIiiard Agr1-

ISmlco or Mt. Ai,y Inc }, 50'¼ (Willa,d Asd· 
Service or Gleenwood LLC), 33 3'¾. (Synatek 

LLC),45%(EnterprlseLLC) 

IN/A IN/A 
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ROWLES 
&tcompany, LLP 

To the Board of Directors and Stockholders of 
Chesapeake Bancorp and Subsidiary 
Chestertown, Maryland 

Report of Independent Auditors 

Certified Public Accountants 

We have audited the accompanying consolidated financial statements of Chesapeake Bancorp (the "Company") 
and its subsidiary, which comprise the consolidated balance sheet as of December 31, 2018 and 2017, and the related 
consolidated statements of income, comprehensive income, changes in stockholders' equity, and cash flows for the year 
then ended, and the related notes to the consolidated financial statements. 

Management's Responsibility for the Consolidated 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 consolidated 
financial statements that are free from material misstatement, whether due to fraud or error. 

Auditors' Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We 

conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated 
financial statements are free from material misstatement. 

An audit involves perfonning procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements. The procedures selected depend on the auditors' judgment, including the assessment 
of the risks of material misstatement of the consolidated 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. 

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 Chesapeake Bancorp and its subsidiary as of December 31, 2018 and 2017, and the results of their 
operations and their cash flows for the year then ended, in accordance with accounting principles generally accepted in 
the United States of America. 

Baltimore, Maryland 
February 21, 2019 

8100 Sandpiper Circle, Suite 308, Baltimore, Maryland 21236 
443-725-5395 Fax 443-725-507 4 

Website: www.Rowles.com 



Chesapeake Bancorp and Subsidiary 

Consolidated Balance Sheets 

December 31, 

Cash and due from banks 
Interest-bearing deposits in financial institutions 
Investment securities available-for-sale 
Restricted stock investments 

Assets 

Loans, less allowance for loan losses of $988,459 and $943,629 
Foreclosed real estate 
Premises and equipment 
Bank-owned life insurance 
Accrued interest receivable 
Other assets 

Total assets 

Deposits 
N oninterest-bearing 
Interest-bearing 

Total deposits 

Liabilities and Stockholders' Equity 

Federal Home Loan Bank advances 
Securities sold under repurchase agreements 
Accrued interest payable 
Other liabilities 

Total liabilities 

Stockholders' equity 
Common stock, $.01 par value; 2,000,000 shares authorized, 
386,190 and 383,190 shares issued and outstanding 
at December 31, 2018 and 2017, respectively 

Additional paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 

Total stockholders' equity 

Total liabilities and stockholders' equity 

2018 

$ 6,627,606 
100,000 

24,397,075 
297,800 

72,162,260 
497,329 
234,198 

3,252,544 
317,434 

75,117 

$107,961,363 

$ 24,075,168 
50,426,323 

74,501,491 
379,241 

20,209,996 
17,700 

2,736,616 
97,845,044 

3,862 
5,649,346 
4,486,882 

(23,771) 
10,116,319 

2017 

$ 4,832,658 
100,000 

29,875,860 
313,300 

69,436,567 
131,468 
253,942 

3,188,728 
295,569 

90,454 

$108,518,546 

$ 22,617,215 
51,518,725 

74,135,940 
402,883 

21,452,836 
16,602 

2,726,027 

98,734,288 

3,832 
5,492,708 
4,402,217 
(114,499) 

9,784,258 

$107,961,363 $108,518,546 

The accompanying notes are an integral part of these consolidated financial statements. 
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Chesapeake Bancorp and Subsidiary 

Years Ended December 31, 

Interest income 
Loans, including fees 

Consolidated Statements of Income 

U.S. treasuries and government agency obligations 
Federal funds sold and interest-bearing deposits 
Other 

Total interest income 

Interest expense 
Deposits 
Securities sold under repurchase agreements 
Other borrowed funds 

Total interest expense 

Net interest income 

Provision for loan losses 
Net interest income after provision for loan losses 

Noninterest income 
Service charges on deposit accounts 

Gain on sale of loans held for sale 

Investment service fee income 

Bank-owned life insurance income 

Gain on sale of foreclosed real estate 

Other fees and commissions 
Total noninterest income 

Noninterest expenses 
Salaries and employee benefits 

Premises and equipment 

Data processing and communications 

Loan processing and collection expense 

Foreclosed real estate expense 

FDIC insurance expense 

Audit and professional fees 

Other operating 
Total noninterest expenses 

Net income 

Weighted average common shares outstanding 

Basic earnings per share 

Diluted earnings per share 

2018 

$3,539,987 
365,801 

35,028 
21,552 

3,962,368 

221,024 
260,462 

47,063 
528,549 

3,433,819 

75,000 
3,358,819 

82,040 
27,389 
31,450 
89,787 

2,919 
124,556 
358,141 

1,616,082 
153,777 
238,013 

67,028 
57,444 
37,519 
91,335 

262,470 
2,523,668 

$1,193,292 

383,497 
$ 3.11 
$ 3.11 

The accompanying notes are an integral part of these consolidated financial statements. 
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2017 

$3,343,949 
280,412 

33,266 
15 075 

3,672,702 

201,938 
158,023 
35,304 

395,265 

3,277,437 

45,000 
3,232,437 

81,833 

32,802 

30,426 

106,270 

587,651 
138,873 
977 855 

1,590,102 

186,336 

226,901 

70,488 

21,527 

36,986 

102,905 
215 878 

2,451,123 

$1 759, 169 

381,963 

$ 4.61 

$ 4.61 



Chesapeake Bancorp and Subsidiary 

Consolidated Statements of Comprehensive Income 

Years Ended December 31 , 2018 2017 

Net income $1,193,292 $1,759,169 

Other comprehensive income (loss) 
Unrealized gain (loss) on securities available-for-sale 90,728 (38,048) 

Total comprehensive income $1,284,020 $1,721 ,121 

The accompanying notes are an integral part of these consolidated financial statements. 
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Chesapeake Bancorp and Subsidiary 

Consolidated Statements of Changes in Stockholders' Equity 

Years Ended December 31, 2017 and 2016 

Accumulated 

Additional other Total 

Common paid-in Retained comprehensive stockholders' 

stock capital earnings loss equity 

Balance, December 31, 2016 $3,817 $5,435,678 $3,743,035 $ (76,451) $ 9,106,079 

Net income 1,759,169 1,759,169 

Cash dividends, $2.88 per share (1,099,987) (1,099,987) 

Stock-based compensation 3,670 3,670 

Stock issued 15 53,360 53,375 

Net unrealized loss on securities 

available-for-sale --- (38 048) (38,048) 

Balance, December 31, 2017 3,832 5,492,708 4,402,217 (114,499) 9,784,258 

Net income 1,193,292 1,193,292 
Cash dividends, $2.88 per share (1,108,627) (1,108,627) 
Stock-based compensation 18,668 18,668 
Stock issued 30 137,970 138,000 
Net unrealized gain on securities 

available-for-sale 90,728 90,728 

Balance, December 31, 2018 $3 862 $5,649,346 $4,486,882 $ (23,771) $10,116,319 

The accompanying notes are an integral part of these consolidated financial statements. 
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Chesapeake Bancorp and Subsidiary 

Consolidated Statements of Cash Flows 

Years Ended December 31 

Cash flows from operating activities 
Net income 

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

Stock-based compensation 
Provision for loan losses 
Depreciation and amo11ization of premises, equipment, and software 
Amortization of discounts, net of accretion 
Loss (gain) on sale of foreclosed real estate 
Gain on sale of loans held for sale 
Origination of loans held for sale 
Proceeds from sales of loans held for sale 
Decrease (increase) in 

Accrued interest receivable 
Cash surrender value of bank-owned life insurance 
Deferred gain on foreclosed real estate 
Other assets 

Increase (decrease) in 
Deferred loan fees and costs, net 
Accrued interest payable 
Other liabilities 

Net cash provided by operating activities 

Cash flows from investing activities 
Purchase of investment securities available-for-sale 
Proceeds from maturities and calls of investment securities available-for-sale 
(Purchase) sale of restricted stock investments 
Loans made, net of principal collected 
Proceeds from sale of foreclosed real estate 
Purchase of premises and equipment 

Net cash provided by (used in) investing activities 

Cash flows from financing activities 
Net increase (decrease) in 

Deposits 
Securities sold under repurchase agreements 
Line of credit advances 
Federal Home Loan Bank advances 

Dividends paid on common stock 
Proceeds from issuance of common stock 

Net cash used by financing activities 

Net increase (decrease) in cash and cash equivalents 

Cash and cash equivalents at beginning of year 

Cash and cash equivalents at end of year 

Supplemental cash flows information 
Change in unrealized loss on investment securities available-for-sale 
Transfers from loans to foreclosed real estate 
Interest paid 

2018 2017 

$ 1,193,292 $ 1,759,169 

18,668 3,670 
75,000 45,000 
37,797 45,320 

(64,065) (16,643) 
(2,919) (587,651) 

(27,389) (32,802) 
(2,042,195) (2,880,714) 
2,069,584 2,913,516 

(21,865) 13,235 
(63,816) (63,328) 

185,587 
15,337 26,862 

4,882 12 793 
1,098 ( 1 698) 

10,589 (229,219) 
1,203,998 1,193,097 

(24,366,422) (7,988,965) 
30,000,000 13,000,000 

15,500 (73,100) 
(3,171,436) (6,169,656) 

2,919 1,110,094 
{18,053) (13,399) 

2,462,508 (135 026) 

365,551 (1,744,430) 
(1,242,840) (4,702,482) 

(500,000) 
(23,642) (22,048) 

(1,108,627) (1,099,987) 
138,000 53,375 

{1,871,558) [8,015,572) 

1,794,948 (6,957,501) 

4,832,658 11,790,159 

$ 6,6272606 $ 4,832,658 

$ 

$ 

90,728 $ 

365,861 $ 

$ 527,550 $ 

(38,048) 

396,963 
The accompanying notes are an integral part of these consolidated financial statements. 
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Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements 

1. Summary of Significant Accounting Policies 

The accounting and reporting policies reflected in the accompanying consolidated financial statements 
conform to generally accepted accounting principles and to general practices within the banking industry. 

Nature of operations 
Chesapeake Bancorp (the Company) is a Bank Holding Company that provides, through its subsidiary 

Chesapeake Bank and Trust (the Bank), a full range of financial services including banking, lending, and 
investment services to individuals and corporate customers through its main office and branches in Kent 
County, Maryland, and is subject to competition from other financial institutions. Its primary deposit 
products are certificates of deposit and demand, savings, and money market accounts. Its primary lending 
products are business and personal loans and real estate mortgages. Its primary investment services are 
financial planning, asset management, and qualified retirement plans. The Bank is subject to the 
regulations of certain federal and state agencies and undergoes periodic examinations by those regulatory 
authorities. The accounting policies of the Company conform to accounting principles generally accepted 
in the United States of America. 

The Bank's loan portfolio consists primarily of residential and commercial real estate mortgage loans in 
Kent, southern Cecil, and northern Queen Anne's counties on the Eastern Shore of Maryland. Accordingly, 
the collectability of a substantial portion of the Bank's loan portfolio is susceptible to changes in the local 
economy and the real estate markets. 

Principles of consolidation 
The consolidated financial statements include the accounts of Chesapeake Bancorp and its 

wholly-owned subsidiary, Chesapeake Bank and Trust Company. All significant intercompany accounts 
and transactions have been eliminated in consolidation. The Parent Only financial statements of the 
Company account for the subsidiary using the equity method of accounting. 

Use of estimates 
The preparation of consolidated financial statements in conformity with accounting principles generally 

accepted in the United States of America requires management to 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 financial statements and the reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates. Material estimates that are particularly susceptible 
to significant change relate to the determination of the allowance for loan losses and the valuation ofreal 
estate acquired in connection with foreclosures or in satisfaction ofloans. 

While management uses available information to recognize losses on loans, further reductions in the 
carrying amount of loans may be necessary based on changes in local economic conditions. In addition, 
regulatory agencies, as an integral part of their examination process, periodically review the estimated 
losses on loans. Such agencies may require the Bank to recognize additional losses based on their 
judgments about information available to them at the time of their examination. Because of these factors, it 
is reasonably possible that the estimated losses on loans may change materially in the near term. 
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Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

1. Summary of Significant Accounting Policies (Continued) 

Investment securities available-for-sale 
Securities designated as available for sale are stated at estimated fair value. They represent those 

securities that management may decide to sell as part of the Bank's asset/liability strategy or that may be 
sold in response to changing interest rates or liquidity needs. Changes in unrealized gains and losses on 
securities available-for-sale are reported in other comprehensive income. Realized gains (losses) on 
securities available-for-sale are included in noninterest income and, when applicable, are reported as a 
reclassification adjustment in other comprehensive income. Gains and losses on securities sold are 
determined by the specific identification method. Premiums and discounts on investment securities with no 
call dates are amortized over the term of the security using methods that approximate the interest method. 
Premiums on investment securities with call dates are amortized through the earliest call date. 

Declines in the fair value of individual available-for-sale securities below their cost that are other than 
temporary result in write-downs of the individual securities to their fair value. The related write-downs are 
included in earnings as realized losses. In estimating other-than-temporary impairment losses for debt 
securities, management considers whether the Bank has the intent to sell the security, or will more likely 
than not be required to sell the security before its anticipated recovery. 

Restricted stock investments 
The Bank, as a member of the Federal Home Loan Bank System, is required to maintain an investment 

in capital stock of the Federal Home Loan Bank of Atlanta (FHLB) in varying amounts based on balances 
of outstanding home loans and on amounts borrowed from the FHLB. Because no ready market exists for 
this stock and it has no quoted market value, the Bank's investment in this stock is carried at cost. 

The Bank maintains an investment in capital stock of Atlantic Central Bankers Bank. Because no ready 
market exists for this stock and it has no quoted market value, the Bank's investment in this stock is carried 
at cost. 

Restricted stock investments are periodically evaluated for impairment based on ultimate recovery of 
the recorded investment. 

Loans held for sale 
The Bank has a program to sell newly originated long-term fixed rate residential mortgages on the 

secondary market. These loans are usually sold within 10 to 14 days of settlement. The Bank has no 
obligations with regard to these loans once the sale is completed. Loans originated for sale are carried at 
the lower of aggregate cost or market value. Market value is based on commitments from investors. Gains 
and losses on sales are determined using the specific identification method. As of December 31, 2018 and 
2017, there were no loans held for sale outstanding. 

Loans 
Loans are stated at their unpaid principal balance outstanding net of the allowance for loan losses and 

related net deferred fees. Interest income on loans is accrued at the contractual rate based on the principal 
outstanding. Loans are placed in nonaccrual status when they are contractually past due 90 days as to either 
principal or interest, unless the loan is well secured and in the process of collection or earlier when, in the 
opinion of management, the collection of principal and interest is in doubt. A loan remains in nonaccrual 
status until the loan is current as to payment of both principal and interest and future payments are 
reasonably assured. Cash collections on such loans are applied as reductions of the loan principal balance 
and no interest income is recognized on those loans until the principal balance has been collected. Interest 
income on nonaccrual loans is recognized only to the extent of interest payments received. Fees charged 
for originating loans are being amortized on the interest method over the term of the loan. 
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Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

1. Summary of Significant Accounting Policies (Continued) 

Allowance for loan losses 
The allowance for loan losses is maintained at a level that, in management's judgment, is adequate to 

absorb credit losses inherent in the loan portfolio at the balance sheet date. The amount of the allowance is 
based on management's evaluation of the collectability of the loan portfolio, including the nature of the 
portfolio, credit concentrations, trends in historical loss experience, specific impaired loans, and economic 
conditions. The allowance is increased by a provision for loan losses, which is charged to expense, and 
reduced by charge-offs, net of recoveries. 

The allowance consists of specific and general reserve components. For loans that are classified as 
impaired, an allowance is established when the discounted cash flows or collateral value of the impaired 
loan, if the loan is collateral dependent, is lower than the carrying amount of that loan. The general reserve 
component covers pools ofnonclassified loans and is based on historical loss experience adjusted for 
qualitative factors. 

A loan is considered impaired when, based on current information and events, it is probable that the 
Bank will be unable to collect the scheduled payments of principal or interest when due according to the 
contractual terms of the loan agreement. Factors considered by management in determining impairment 
include payment status, collateral value, and the probability of collecting scheduled principal and interest 
payments when due. Loans that experience insignificant payment delays and payment shortfalls generally 
are not classified as impaired. Management determines the significance of payment delays and payment 
shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan 
and the borrower, including the length of the delay, the reasons for the delay, the borrower's prior payment 
record, and the amount of the shortfall in relation to the principal and interest owed. 

Loan losses are charged to the allowance when management believes that collectability is unlikely. 
Loans secured by real estate, either residential or commercial, are evaluated for loss potential at the 60 day 
past due threshold. At 90 days past due, the loan is placed on nonaccrual status and a specific reserve is 
established if the net realizable value is less than the principal value of the loan balance. Once the actual 
loss amount has been determined, a charge-off for the amount of the loss is taken. Each loss is evaluated on 
its specific facts regarding the appropriate timing to recognize the loss. Unsecured loans are charged-off at 
the 90 day past due threshold or when an actual loss has been determined. Past due status is based on the 
contractual terms of the loan. Collections ofloans previously charged off are added to the allowance at the 
time of recovery. 

In situations where, for economic or legal reasons related to a borrowers' financial difficulties, the Bank 
grants a concession for other than an insignificant period of time to the borrower that the Bank would not 
otherwise consider, the related loan is classified as a troubled debt restructuring (TDR). These modified 
terms may include rate reductions, principal forgiveness, payment forbearance, and other actions intended 
to minimize the economic loss and to avoid foreclosure or repossession of the collateral. In cases where the 
Bank grants the borrower new terms that provide for a reduction of either interest or principal, the Bank 
measures any impairment on the restructuring as previously noted for impaired loans. 
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Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

1. Summary of Significant Accounting Policies (Continued) 

Long-lived assets 
The carrying value of long-lived assets 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 accounting guidance issued by the Financial Accounting Standards Board (F ASB). As of 
December 31, 2018 and 2017, there were no long-lived assets which management considered to be 
impaired. 

Foreclosed real estate 
Real estate properties acquired through or in lieu of loan foreclosure are initially recorded at the fair 

value less estimated selling cost at the date of foreclosure. Any write-downs based on the asset's fair value 
at the date of acquisition are charged to the allowance for loan losses. After foreclosure, valuations are 
periodically performed by management and property held for sale is carried at fair value less costs to sell. 
Any subsequent write-downs are recorded as a charge to operations. Costs of significant property 
improvements are capitalized, whereas costs relating to holding property are expensed. Any gains or losses 
realized from the sale of foreclosed real estate are included in noninterest income. 

Bank-owned life insurance 
Bank-owned life insurance is carried at the aggregate cash surrender value of life insurance policies 

owned where the Company or its subsidiary are named beneficiaries. Increases in cash surrender value of 
the underlying insurance policies is recorded as noninterest income. 

Income taxes 
Effective January 1, 2000, the Company elected S Corporation status. As an S Corporation, 

consolidated earnings are attributable to the Company's stockholders and are taxed at the stockholder level. 
The Company files consolidated income tax returns with its subsidiary. 

Management considers the likelihood of changes by taxing authorities in its filed income tax returns 
and recognizes a liability for or discloses potential changes that management believes are more likely than 
not to occur upon examination by tax authorities. Management has not identified any uncertain tax 
positions in filed income tax returns that require recognition or disclosure in the accompanying financial 
statements. 

Statements of cash flows 
The Company has included cash on hand, cash due from banks, and federal funds sold as cash and cash 

equivalents for the purposes of reporting cash flows. 

Earnings per common share 
Basic earnings per common share is calculated on the basis of the weighted average number of shares 

outstanding for each year, giving retroactive effect to stock splits and dividends. Calculations of diluted 
earnings per common share include the effect of weighted average dilutive common stock equivalents 
outstanding during the period. Dilutive common equivalent shares consist of stock options calculated using 
the treasury stock method. For the years ended December 31, 2018 and 2017, the stock options outstanding 
were not dilutive. 

Stock-based compensation 
Share-based payments to employees and directors are recognized in the financial statements based on 

their fair values, using prescribed option pricing models. The Company uses the Black-Scholes option 
pricing model to value share-based payments. The Company has recognized compensation expense for 
stock awards of $18,668 and $3,670 for the years ended December 31, 2018 and 2017, respectively. 
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Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

1. Summary of Significant Accounting Policies (Continued) 

Comprehensive income 
Accounting principles generally accepted in the United States of America require that recognized 

revenue, expenses, gains, and losses be included in net income. However, certain changes in assets and 
liabilities, such as unrealized gains and losses on available-for-sale securities, are reported as a separate 
component of the stockholders' equity section of the consolidated balance sheet. Such items, along with net 
income, are components of comprehensive income. 

Off-balance sheet financial instruments 
The Bank is a party to off-balance sheet financial instruments in the normal course of business to meet 

the financial needs of its customers. These financial instruments include commitments to extend credit, 
standby letters of credit, and purchase commitments. The Bank's exposure to loss in the event of 
nonperformance by the other party to these financial instruments is the contractual amount of the 
instruments. The Bank uses the same credit policies in making commitments and conditional obligations as 
it does for on-balance sheet instruments. The Bank generally requires collateral or other security to support 
the financial instruments that have credit risk. The amount of collateral or other security is determined 
based on management's credit evaluation of the counter party. 

Commitments to extend credit generally have fixed expiration dates or other termination clauses and 
may require payment of a fee. Since many of the commitments are expected to expire without being drawn 
upon, the total commitment amount does not necessarily represent future cash requirements. 

Subsequent events 
The Company has evaluated events and transactions subsequent to December 31, 2018 through 

February 21, 2019, the date these financial statements were available to be issued. No significant 
subsequent events were identified that would affect the presentation of the financial statements. 

2. Cash and Cash Equivalents 

The Bank normally carries balances with other banks that exceed the federally insured limit. The 
average balances carried in excess of the limit, including federal funds sold on an unsecured basis, were 
$1,698,663 for the year ended December 31, 2018 and $2,123,793 for the year ended December 31, 2017. 

Deposits held in noninterest-bearing transaction accounts are aggregated with any interest-bearing 
deposits the owner may hold in the same ownership category. The combined total is insured up to $250,000 
by the Federal Deposit Insurance Corporation (FDIC). 

Banks are required to carry noninterest-bearing cash reserves at specified percentages of deposit 
balances. The Bank's normal amount of cash on hand and on deposit with other banks is sufficient to 
satisfy the reserve requirements. 
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Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

3. Investment Securities 

Investment securities are summarized as follows: 

Gross Gross 
Amortized unrealized unrealized Fair 

December 31, 2018 cost gains losses value 

Available for sale 
U.S. government agency $ 8,503,044 $ 939 $ 8,598 $ 8,495,385 
U.S. Treasury 15,917,802 16,112 15,901:690 

$24,420,846 $ 939 $ 24,710 $24,397,075 

December 31, 2017 

Available for sale 
U.S. government agency $ 29 990359 $ 

=== = 
$ 114,499 $ 29,875,860 

The amortized cost and fair value of debt securities by contractual maturities at December 31, 2018, are 
shown below. Actual maturities will differ from contractual maturities because borrowers may call or repay 
obligations with or without call or prepayment penalties. 

Amortized Fair 
cost value 

Maturing 
Within one year $ 18,443,872 $ 18,422,585 

Over one to three years 5,976,974 5,974,490 

$ 24,420,846 $ 24,397,075 

Securities with an amortized cost of $22,235,846 and $21,675,000, and a fair value of $22,218,058 and 
$21,587,958 at December 31, 2018 and 2017, respectively, were pledged as collateral for customer 
repurchase agreement accounts. 

Investment securities with unrealized losses for continuous periods of less than 12 months and 12 
months or longer are as follows: 

Less than 12 months 12 months or more Total 

Fair Unrealized Fair Unrealized Fair Unrealized 

December 31, 2018 value loss value loss value loss 

Available for sale 

U.S. government agency $ $ $4,992,670 $8,598 $ 4,992,670 $ 8,598 

U.S. Treasury 15,901,690 162112 15,901,690 16,112 
$15,901,690 $16,112 $4,992,670 8,598 $20,894,360 $24,710 

December 31, 2017 

Available for sale 

U.S. government agency $ 7,964,720 $ 29,743 $21,911,140 $84,756 $ 29,875,860 $114,499 
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Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

3. Investment Securities (Continued) 

For individual securities, the Bank must determine whether a decline in fair value below the amortized 
cost basis is other-than-temporary. Consideration is given to (1) the length of time and the extent to which 
the fair value has been less than cost, (2) the financial condition and near-term prospects of the issuer, and 
(3) the Bank's intent and ability to retain its investment in the issuer for a period of time sufficient to allow 
for any anticipated recovery in fair value without requirement to sell. 

These securities are guaranteed by the full faith and credit of the U.S. government. These unrealized 
losses are the result of changes in interest rates for similar types of securities. As management has the 
ability to hold debt securities until maturity, no declines are deemed to be other-than-temporary. 

There were no sales of investment securities in either 2018 or 2017. 

4. Loans and Allowances for Loan Losses 

The principal categories of the loan portfolio of the Bank for the years ended December 31, 2018 and 
2017, were as follows: 

2018 2017 

Real estate 
Residential $47,700,894 $39,759,212 
Construction, land, and land development 4,213,605 4,318,669 
Nonfarm, nonresidential 13,003,249 15,788,878 
Farmland 3,479,785 2,571,650 
Loans to farmers 554,059 1,447,140 

Commercial and industrial 3,336,466 5,682,958 

Consumer 904,565 848,711 

73,192,623 70,417,218 

Deferred loan origination fees, net of costs (41,904) (37,022) 

Allowance for loan losses (988,459) (943,629) 

Total loans, net $72,162,260 $69436,567 

During the year ended December 31, 2018, management of the Bank reclassified certain loans between 
categories in the table above to better reflect the nature of the related loans. The classifications as of 
December 3 1, 2017, in the table above were not updated. 

The Bank has an established methodology to determine the adequacy of the allowance for loan losses 
that assesses the risks and losses inherent in the loan portfolio. Each class of loan requires significant 
judgment to determine the estimation method that fits the credit risk characteristics of its portfolio segment. 
The Bank uses an internally developed model for this process which requires use of judgment in 
establishing input metrics. The Bank uses a three year historical loss experience for each of the segments 
discussed above. 

Reflected in the portions of the allowance previously described is an amount for imprecision or 
uncertainty that incorporates the range of probable outcomes inherent in estimates used for the allowance, 
which may change from period to period. This amount is the result of management's judgment of risks 
inherent in the portfolios, economic uncertainties, historical loss experience, and other subjective factors, 
including industry trends, calculated to better reflect the Bank's view of risk in each loan portfolio. No 
single statistic or measurement determines the adequacy of the allowance for loan losses. Changes in the 
allowance for loan losses and the related provision expense can materially affect net income. 
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Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

4. Loans and Allowances for Loan Losses (Continued) 

The following table presents the changes in the allowance for loan losses for the years ended 
December 31, 2018 and 2017: 

Commercial 

and industrial Personal 

Residential real estate secured and 

December 31, 2018 real estate and other unsecured Total 

Allowance for loan losses 

Beginning balance $478,778 $ 294,161 $170,690 $943,629 

Charge-offs (49,651) (49,651) 
Recoveries 14,388 4,972 121 19,481 

Provision for loan losses 38!250 23,250 13,500 75,000 

Ending balance $531,416 $ 272,732 $184,311 $988,459 

December 31, 2017 

Allowance for loan losses 

Beginning balance $ 456,143 $ 280,067 $ 158,015 $ 894,225 

Charge-offs (319) (319) 

Recoveries 4,723 4,723 

Provision for loan losses 22,954 14,094 7,952 45,000 

Ending balance $ 478,778 $ 294,161 $ 170,690 $ 943,629 

The Bank regularly reviews credit quality indicators as part of its loan review process. Credit quality 
indications are evaluated and updated annually. The Bank considers loans as nonclassified, special 
mention, substandard, and doubtful as follows: 

Special 
December 31, 2018 N onclassified Pass/watch mention Substandard Doubtful Total 

Residential real estate $44,585,028 $2,270,471 $ 519,969 $ 158,509 $166,917 $47,700,894 
Construction, land, and 1,326,263 2,367,191 514,421 5,730 4,213,605 

land development 
Nonfarm, nonresidential 9,181,606 2,165,115 818,919 837,609 13,003,249 
Farmland 3,330,427 149,358 3,479,785 
Loans to farmers 554,059 554,059 
Commercial and 

industrial 2,935,591 400,875 3,336,466 
Consumer 878!940 18,235 7,390 904,565 

Total $62,791,914 $7,371,245 $1,860,699 $1,001,848 $166,917 $73,192,623 
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Notes to Consolidated Financial Statements (Continued) 

4. Loans and Allowances for Loan Losses (Continued) 

December 31, 2017 Nonclassified Pass/watch 

Special 

mention Substandard Doubtful 

Residential real estate $ 36,393,751 

Construction, land, and 3,313,393 

land development 

N onfarm, nonresidential 

Farmland 
Loans to farmers 

Commercial and 

industrial 

Consumer 

Total 

Special mention 

9,222,898 

2,390,099 
1,447,140 

5,228,309 
806,735 

$ 58,802,325 

$ 2,317,187 $ 

994,076 

4,478,795 

181,551 

526,495 $ 

11,200 

1,196,564 

286,909 167,740 
23,306 18,670 

333,998 $ 187,781 

890,621 

$ 8,281,824 $ 1,920,669 $ 1,224,619 $ 187,781 

Total 

$ 39,759,212 

4,318,669 

15,788,878 
2,571,650 

1,447,140 

5,682,958 
848,711 

$ 70,417,218 

A special mention loan has potential weaknesses that deserve management's close attention. If left 
uncorrected, these potential weaknesses may result in deterioration of the repayment prospects for the asset 
or in the Bank's credit position at some future date. Special Mention assets are not adversely classified and 
do not expose the Bank to sufficient risk to warrant adverse classification. 

Borrowers may exhibit poor liquidity and leverage positions resulting from generally negative cash 
flow or negative trends in earnings. Access to alternative financing may be limited to finance companies 
for business borrowers and may be unavailable for commercial real estate borrowers. 

Substandard 
A substandard loan is inadequately protected by the current sound worth and paying capacity of the 

obligor or of the collateral pledged, if any. Substandard loans have a well-defined weakness or weaknesses 
that jeopardize the liquidation of the debt. They are characterized by the distinct possibility that the Bank 
will sustain some loss if the deficiencies are not corrected. 

Borrowers may exhibit recent or unexpected unprofitable operations, an inadequate debt service 
coverage ratio, or marginal liquidity and capitalization. These loans require more intense supervision by 
senior management. 

Doubtful 
A doubtful loan has all the weaknesses inherent as a substandard loan with the added characteristic that 

the weaknesses make collection or liquidation in full, on the basis of currently known facts, conditions, and 
values, highly questionable and improbable. 

Loss 
A loss loan is considered uncollectible and of such little value that its continuance as a bankable asset is 

not warranted. This classification does not mean that the loan has absolutely no recovery or salvage value, 
but rather it is not practical or desirable to defer writing off the asset even though partial recovery may be 
affected in the future. 
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Notes to Consolidated Financial Statements (Continued) 

4. Loans and Allowances for Loan Losses (Continued) 

Loans individually and collectively evaluated for impairment as of December 31, 2018 and 2017, were 
as follows: 

December 31, 2018 

Residential real estate 
Construction, land, and land development 
Nonfarm, nonresidential 
Farmland 
Loans to farmers 
Commercial and industrial 

Consumer 
Total 

December 31 2017 

Residential real estate 
Construction, land, and land development 
Nonfarm, nonresidential 
Farmland 
Loans to farmers 
Commercial and industrial 

Consumer 
Total 

Loans 
individually 

evaluated for 
impairment 

$325,426 
5,730 

208,420 

7,390 
$546,966 

$ 521,779 

1,103,135 

12,905 

$ 1,637 819 

Loans 
collectively 

evaluated for 
impairment Total 

$47,375,468 $47,700,894 
4,207,875 4,213,605 

12,794,829 13,003,249 
3,479,785 3,479,785 

554,059 554,059 
3,336,466 3,336,466 

8972175 904,565 
$72,645,657 $732192,623 

$ 39,237,433 $ 39,759,212 
4,318,669 4,318,669 

14,685,743 15,788,878 
2,571,650 2,571,650 
1,447,140 1,447,140 
5,682,958 5,682,958 

835,806 848,711 

$ 68,779,399 $ 70,417,218 

Impaired loans include loans that have been assessed for impairment, although management may 
determine that the loan does not require a specific reserve. Impaired loans as of December 31, 2018 and 
2017, were as follows: 

Unpaid Recorded Recorded 
contractual investment investment Total Average 

principal with no with recorded Related recorded Interest 
December 31, 2018 balance allowance allowance investment allowance invc tment recogni7..ed 

Residential real estate $373,306 $158,509 $166,917 $325,426 $68,974 $399,555 $ (389) 
Construction, land, and land development 5,926 5,730 5,730 6,062 14,465 
N onfarm, nonresidential 208,420 208,420 208,420 210,398 143 
Consumer 7?390 7,390 7,390 10,044 703 

Total $595,042 380,049 $166,917 $546,966 $68,974 626,059 $ 14,922 

December 31, 2017 

Residential real estate $ 539,994 $ 333,998 $ 187,781 $ 521,779 $ 89,838 $ 521,589 $ 16,545 
Nonfarm, nonresidential 1,316,178 1,103,135 1,103,135 1,118,068 91,780 
Consumer 12,905 12,905 12,905 15,347 1,074 

Total $1,869,077 $1,450,038 $ 187,781 $1,637,819 $ 89,838 $1,655,004 $109,399 

16 



Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

4. Loans and Allowances for Loan Losses (Continued) 

Past due loans as ofDecember 31, 2018 and 2017, were as follows: 

Loans 
Loans Loans 90 or more 

30 - 59 days 60 - 89 days days Total past Current 
December 31, 2018 past due past due past due due loans loans Total loans 

Residential real estate $ 736,618 $ $37,834 $ 774,452 $46,926,442 $47,700,894 
Construction, land, and 

land development 5,730 5,730 4,207,875 4,213,605 
Nonfarm, nonresidential 1,104,132 1,104,132 11,899,117 13,003,249 
Farmland 3,479,785 3,479,785 
Loans to farmers 554,059 554,059 
Commercial and industrial 3,336,466 3,336,466 

Consumer 9042565 904,565 

Total $1,840,750 $ 5,730 $37,834 $1,884,314 $71,308,309 $73,192,623 

December 31, 2017 

Residential real estate $ 201,970 $ 172,372 $ 92,118 $ 466,460 $ 39,292,752 $ 39,759,212 

Construction, land, and 

land development 4,318,669 4,318,669 

Nonfarm, nonresidential 851,210 151,950 253,234 1,256,394 14,532,484 15,788,878 

Farmland 2,571,650 2,571,650 

Loans to farmers 1,447,140 1,447,140 

C01mnercial and industrial 5,682,958 5,682,958 

Consumer 2,128 2,128 846,583 848,711 

Total $ 1 055,308 $ 324,322 $345,352 $ 1,724,982 $ 68,692,236 $ 70,417,218 

Nonaccrual loans as of December 31, 2018 and 2017, were as follows: 

December 31, 2018 2017 

Residential real estate $325,426 $349,407 

Construction, land, and land development 5,730 

Nonfarm, nonresidential 253,233 

Total nonaccrual loans $331,156 $602,640 

Allowance for loan losses related to nonaccrual loans 68,974 $ 89,838 

N onaccrual interest not accrued $ 49,053 $ 53,614 
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Notes to Consolidated Financial Statements (Continued) 

4. Loans and Allowances for Loan Losses (Continued) 

Troubled debt restructures (TDR) are modifications of loans to assist borrowers who are unable to meet 
the original terms of their loans, in an effort to minimize the potential loss on the loan. The following table 
shows the breakdown ofTDRs by type: 

December 31, 2018 

Residential real estate 
Nonfarm, nonresidential 

Consumer 

December 31 2017 

Nonfarm, nonresidential 

Consumer 

Number of 
contracts 

1 
1 
1 

3 

2 
1 

3 

Performing Nonperforming 

$ $ 60,796 
208,420 

7,390 

$ 215,810 $ 60,796 

$ 212 51 4 
12,905 

$ 225419 

$ 131,898 

$ 131,898 

Total 

$ 60,796 
208,420 

7,390 

276,606 

$ 344,41 2 
12,905 

$ 357,317 

Interest income in the amount of$15,168 and $58,060 was recognized on outstanding TDR loans for 
the years ended December 31, 2018 and 2017, respectively. 

During the year ended December 31, 2018, the Bank added one new residential real estate TDR with a 
recorded investment balance of $60,794 and a pre-modification investment balance of $140,417. During 
the year ended December 31, 2017, the Bank did not add any new TD Rs. 

There were no loans secured by one to four family residential properties in the process of foreclosure as 
of December 31, 2018. There were $87,111 of loans secured by one to four family residential properties in 
the process of foreclosure as of December 31 , 2017. 

5. Bank Premises and Equipment 

A summary of Bank premises and equipment, at cost, and accumulated depreciation and amortization is 
as follows: 

Land 

Buildings and leasehold improvements 

Furniture and fixtures 

Equipment 

Accumulated depreciation and amortization 

Net premises and equipment 

2018 

$ 50,000 
1,008,498 

166,317 
319,617 

1,544,432 
{1,310,234) 

$ 234,198 

2017 

$ 50,000 

1,008,498 

166,317 
301,564 

1,526,379 
(1,272,437) 

$ 253,942 

Depreciation and amortization expense was $37,797 and $45,320 for the years ended December 31 , 
2018 and 2017, respectively. 
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6. Lease Commitments 

Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

The Bank leases one branch office from one of its directors. The lease has an initial three-year term 
ending on June 1, 2019, with four separate options to extend the lease term for three years each. This 
arrangement, as with other related-party transactions, was made on substantially the same terms as those 
prevailing for comparable agreements with outsiders. Lease expense under this arrangement totaled 
$18,000 for the years ended December 31, 2018 and 2017. 

The Bank also leases space at Heron Point under a three year lease with monthly payments of $100. 
The total amount of lease expense under this arrangement was $1,200 for the years ended December 31, 
2018 and 2017, respectively. This lease was renewed through November 30, 2019. 

Future minimum lease payments under noncancellable leases as of December 31, 2018, are as follows : 

7. Interest-Bearing Deposits 

Year ended 

December 31, 

2019 

Minimum rentals 

$10,200 

Maj or classifications of interest-bearing deposits are as follows : 

Savings 

Money market 

NOW 

Certificates of deposit 

Maturities of time deposits, are as follows : 

Within one year 
One year to within two years 

Two years to within three years 

Three years to within four years 

Four years to within five years 

Five years and longer 

Total 

19 

2018 

$11,170,459 

20,115,980 

3,254,006 
15,885,878 

$50,426,323 

2018 

$ 5,037,174 
5,536,306 
1,586,385 
1,665,227 
1,408,282 

652,504 

$15,885,878 

2017 

$11,259,481 

19,273,832 

4,618,773 

16,366,639 

$51,518,725 



Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

7. Interest-Bearing Deposits (Continued) 

8. 

Interest expense on deposits for the years ended December 31, 2018 and 2017, is as follows: 

2018 2017 

Savings $ 16,450 $ 13,062 

Money market 61,362 51,924 

NOW 2,238 2,579 

Certificates of deposit 140,974 134,373 

$ 2211024 $ 201,938 

As of December 31, 2018 and 2017, certificate of deposits of $250,000 or more totaled $5,180,652 and 
$4,636,519, respectively. 

Benefit Plans 

Employee stock ownership plan (ESOP) 
The Bank has an Employee Stock Ownership Plan with section 40l(k) provisions which covers all 

employees 21 years of age or older and who have completed 1,000 hours of employment during the plan 
year. The 401 (k) provisions of the plan allow participants to make contributions up to the maximum 
allowed by IRS regulation, with the Bank matching a percentage of employee contributions with certain 
limitations. These contributions are immediately vested to the employee. 

The Bank may also make discretionary contributions as authorized by the Board of Directors, which 
vest at the rate of 20% per year, beginning with the second year of credited service with the Bank. 
Contributions by the Bank totaled approximately $73,991 and $72,124 for the years ended December 31, 
2018 and 2017, respectively. 

At December 31, 2018, the ESOP holds 64,669 shares, or approximately 16. 75%, of the Company's 
outstanding common stock. At December 31, 2018, all 64,669 shares held in the ESOP were fully allocated 
to participants. Eligible shares of common stock are ratably released to participants' accounts each year 
based upon cash available and the reduction ofESOP indebtedness during the year. 

Deferred compensation and supplemental income plans 
The Bank has a voluntary deferred compensation plan that permits directors to defer portions of their 

fees and an executive supplemental income plan that provides participants with certain pre and 
post-retirement benefits. The Bank has purchased life insurance contracts on its participants. The Bank is 
the owner and sole beneficiary of all life insurance policies. Amounts expensed under the plans aggregated 
$86,270 and $99,342 for the years ended December 31, 2018 and 2017, respectively. Cash surrender value 
and accrued benefit obligation, reported as bank-owned life insurance and included in other liabilities, 
respectively, as of December 31, 2018 and 2017, are as follows: 

Cash surrender value 

Accrued benefit obligations 

20 

2018 2017 

$3,252,544 $3,188,728 

2,037,883 $2,054 514 
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Notes to Consolidated Financial Statements (Continued) 

8. Benefit Plans (Continued) 

Phantom stock plan 
During 2000, the Board of Directors entered into agreements with the Company that provides for 

awarding of stock units for Board services performed. The values of these units are recorded as they are 
earned. No stock certificates are issued. The values of the accounts are adjusted by increases or decreases 
in the market value of the Company's stock, adjusted for dividend payments. 

At retirement or change of control, cumulative benefits earned are paid monthly over a ten-year period, 
with interest at prevailing rates. Expense accrued under this plan totaled $44,000 and $45,000, for the years 
ended December 31, 2018 and 2017, respectively. 

9. Credit Commitments 

The following credit commitments are outstanding as of December 31: 

Unused lines of credit 
Construction loans 
Mortgage loans 
Home equity lines of credit 
Business and consumer lines of credit 

Loan commitments 
Mortgage loans 

Standby letters of credit 

2018 2017 

$ 660,563 $ 1,294,164 
1,100,297 2,195,373 
7,751,568 6,322,590 

10,313,129 8,943,834 

$19,825,557 $18,755,961 

$ 1,680,000 $ 542,000 

$ 357 115 $ 317,464 

Loan commitments and lines of credit are agreements to lend to a customer as long as there is no 
violation of any condition to the contract. Loan commitments generally have fixed interest at current 
market rates, fixed expiration dates, and may require payment of a fee. Three of the five mortgage loan 
commitments at December 31, 2018, totaling $1,465,000, had fixed interest rates. Two of the mortgage 
loan commitments at December 31, 2018, totaling $215,000, had variable interest rates. The two mortgage 
commitments at December 31, 2017, had fixed rates. 

Lines of credit generally have variable interest rates. Such lines do not represent future cash 
requirements because it is unlikely that all customers will draw upon their lines in full at any time. Letters 
of credit are commitments issued to guarantee the performance of a customer to a third party. 

Loan commitments, lines of credit, and letters of credit are made on the same terms, including 
collateral, as outstanding loans. The Bank's exposure to credit loss in the event of nonperformance by the 
borrower is represented by the contract amount of the commitment. Management is not aware of any 
accounting loss the Bank will incur by funding these commitments. 

The credit risk involved in these financial instruments is essentially the same as that involved in 
extending loan facilities to customers. The Bank recognized $120,000 in the statement of financial 
condition at December 31, 2018 and 2017, as a liability for credit loss related to these commitments. 
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10. Stock Options 

Following is a summary of the activity of stock options during the years ended December 31: 

2018 2017 
Weighted Weighted 

Number average Number average 
of shares exercise pnce of shares exercise price 

Outstanding at beginning of year 4,000 $42.50 4,000 $ 42.50 
Granted 4,000 42.50 
Exercised 
Expired/cancelled/forfeited 

Outstanding at end of year 8,000 $42.50 4000 $ 42.50 

Options exercisable at end of year 4,000 $42.50 2,000 $ 42.50 

A summary of information about stock options outstanding is as follows as of December 31, 2018: 

Remaining 
Exercise average life Outstanding Exercisable 

price (in years) shares shares 

$ 42.50 3.0 4,000 4 000 
42.50 6.1 41000 

$ 42.50 4.6 8,000 4,000 

Intrinsic value on December 31, 2018 $28,000 $14,000 

During the year ended December 31, 2018, the Company granted 4,000 stock options to one of its 
executive officers, with a weighted average fair value of $7.85 per option. The aggregate intrinsic value is 
calculated by evaluating the difference between the estimated fair value of the stock and the exercise price 
of the option and multiplying by the number of options outstanding. There are no stock options with 
exercise prices greater than the estimated fair value of the stock. The assumed market prices for the 
Company's outstanding stock were based on the most recent trade prices as of December 31, 2018 and 
2017, which were $46 and $44, respectively. Stock-based compensation expense has been recorded by the 
Company related to these grants in the amount of $18,668 and $3,670, for the years ended December 31, 
2018 and 2017, respectively. As of December 31, 2018, there is approximately $16,418 of stock based 
compensation expense that is expected to be recognized over the next four years. 

The weighted average fair value of options granted during 2018 were estimated using the Black-Scholes 
option-pricing model with the following assumptions: 

Risk free interest rate 

Expected volatility 

Expected life in years 

22 

2018 

2.55% 
7.98% 
7.0 
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11. Borrowed Funds and Lines of Credit 

Federal Home Loan Bank advances 
The Bank has approved credit facilities with the Federal Home Loan Bank of Atlanta (FHLB), for 

short-term liquidity of $21,299,362 as of December 31, 2018. Because the Bank has pledged as collateral a 
portfolio of Home Equity Lines of Credit (HELOC) and first mortgages on residential properties, the total 
available advances is limited by this portfolio. The Bank also has an Affordable Housing Program 
Agreement with the FHLB and a customer of the Bank. This agreement allows the Bank to borrow up to 
$640,000 to fund loans to a customer to complete a housing project. The total outstanding balance with the 
FHLB was $379,241 and $402,883 as of December 31, 2018 and 2017, respectively. The outstanding 
balance matures on February 11, 2019, and bears interest at 5%. This borrowing reduces the available 
advances to $20,920,121 at December 31, 2018. 

Securities sold under repurchase agreements 
The Bank sells securities under repurchase agreements to provide cash management services to 

commercial account customers. Securities sold under agreements to repurchase are comprised of customer 
deposit agreements with maturities ranging from one day to two years. These obligations are not federally 
insured, but are collateralized by a security interest in various investment securities. These borrowings are 
summarized as follows: 

Average amount outstanding 

Maximum month-end amount outstanding 

Average rate paid during the year 

Other lines of credit 

2018 2017 

$14,910,325 $17,367,848 

22,490,806 25,254,411 

1.75% 0.91% 

The Company has a $600,000 revolving line of credit with another financial institution. Interest is 
payable based on the prime rate plus 0.5% with a 4.0% floor. This loan is unsecured. The line of credit has 
a maturity date of June 1, 2019. 

The Bank has an available line of credit of $2,000,000 in unsecured, overnight federal funds from 
another financial institution. 

12. Related-Party Transactions 

In the normal course of banking business, loans are made to senior officers and directors of the Bank. 
The terms of these transactions are substantially the same as the terms provided to other borrowers entering 
into similar loan transactions. In the opinion of management, these loans are consistent with sound banking 
practices, are within regulatory lending limitations, and do not involve more than normal credit risk. 

A summary of these loans is as follows: 

2018 2017 

Balance at beginning of year $ 2,002,120 $ 3,198,092 

New loans and advances 558,063 879,028 

Change in officers and directors 240,109 
Repayments (976 192) (2 075,000) 

Balance at end of year $ 1,824,100 $ 2,002,120 

Deposit balances of senior officers and directors and their affiliated interest totaled $6,973,858 and 
$3,153,200 at December 31, 2018 and 2017, respectively. 
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12. Related-Party Transactions (Continued) 

The Bank paid $3,280 and $3,560 to a director for appraisal review services in 2018 and 2017, 
respectively. The Bank paid $18,000 rent to a director for a branch in 2018 and 2017. The Bank paid 
$6,347 and $7,645 to a director for foreclosed real estate management services in 2018 and 2017, 
respectively. 

13. Capital Standards and Dividend Restrictions 

The Company and Bank are subject to various regulatory capital requirements administered by federal 
and state banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory, 
and possible additional, discretionary actions by regulators that, if undertaken, could have a direct material 
effect on the Company's financial statements. Under capital adequacy guidelines and the regulatory 
framework for prompt corrective action, the Company and Bank must meet specific capital guidelines that 
involve quantitative measures of the Company's and Bank's assets, liabilities, and certain off-balance sheet 
items as calculated under regulatory accounting principles. The Company's and Bank's capital amounts and 
classification are also subject to qualitative judgments by the regulators about components, risk weightings, 
and other factors. 

The Basel III Capital Rules became effective for the Bank on January 1, 2015 (subject to a phase-in 
period for certain provisions). Quantitative measures established by the Basel III Capital Rules to ensure 
capital adequacy require the maintenance of minimum amounts and ratios (set forth in the table below) of 
Common Equity Tier 1 capital, Tier 1 capital, and Total capital (as defined in the regulations) to 
risk-weighted assets (as defined), and of Tier 1 capital to adjusted quarterly average assets (as defined). 

In connection with the adoption of the Basel III Capital Rules, the Bank elected to opt-out of the 
requirement to include accumulated other comprehensive income in Common Equity Tier 1 capital. 
Common Equity Tier 1 capital for the Bank is reduced by goodwill and other intangible assets, if any. 

Under the revised prompt corrective action requirements, as of January 1, 2015, insured depository 
institutions are required to meet the following in order to qualify as "well capitalized:" (1) a common equity 
Tier 1 risk-based capital ratio of 6.5%; (2) a Tier 1 risk-based capital ratio of 8%; (3) a total risk-based 
capital ratio of 10%; and ( 4) a Tier 1 leverage ratio of 5%. 

The implementation of the capital conservation buffer began on January 1, 2016, at the 0.625% level 
and will be phased in over a four-year period (increasing by that amount on each subsequent January 1, 
until it reaches 2.5% on January 1, 2019). The Basel III Capital Rules also provide for a "countercyclical 
capital buffer" that is applicable to only certain covered institutions and does not have any current 
applicability to the Bank. Management believes that, as of December 31, 2018, the Company and the Bank 
met all capital adequacy requirements under the Basel III Capital Rules on a fully phased-in basis as if such 
requirements were fully in effect. 

The aforementioned capital conservation buffer is designed to absorb losses during periods of economic 
stress. Banking institutions with a ratio of Common Equity Tier 1 capital to risk-weighted assets above the 
minimum but below the conservation buffer (or below the combined capital conservation buffer and 
countercyclical capital buffer, when the latter is applied) will face constraints on dividends, equity 
repurchases, and compensation based on the amount of the shortfall. 

The tables below present actual and required capital ratios as of December 31, 2018 and 2017, for the 
Bank and the Company under the Basel III Capital Rules. The minimum required capital amounts 
presented include the minimum required capital levels as of December 31, 2018 and 2017, based on the 
phase-in provisions of the Basel III Capital Rules. Capital levels required to be considered well capitalized 
are based upon prompt corrective action regulations, as amended to reflect the changes under the Basel III 
Capital Rules. 
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13. Capital Standards and Dividend Restrictions (Continued) 

As of December 31, 2018, the most recent notification from the Federal Reserve Bank and FDIC has 
categorized the Company and Bank as well capitalized under the regulatory framework for prompt 
corrective action. To be categorized as well capitalized the Company and Bank must maintain ratios as set 
forth in the table. There have been no conditions or events since that notification that management believes 
have changed the Company's or Bank's category. 

The Federal Reserve Bank or FDIC, through formal or informal agreement, has the authority to require 
an institution to maintain higher capital ratios than those provided by statute, to be categorized as well 
capitalized under the regulatory framework for prompt corrective action. 

Following is a summary of the actual and required capital ratios required to be maintained by the 
Company and the Bank: 

Minimum To be well 

(in thousands) Actual capital adequacy capitalized 

December 31, 2018 Amount Ratio Amount Ratio Amount Ratio 

Total capital (to risk-weighted assets) 

Company $11,020 15.38% $6,935 9.88% $7,023 10.00% 
Bank 11,064 15.75% 6,935 9.88% 7,023 10.00% 

Tier I (core) capital (to risk-weighted assets) 

Company $10,140 14.44% $5,531 7.88% $5,618 8.00% 
Bank 10,184 14.50% 5,531 7.88% 5,618 8.00% 

Common tier I (CET 1) 

Company $10,140 14.44% $4,477 6.38% $4,565 6.50% 
Bank 10,184 14.50% 4,477 6.38% 4,565 6.50% 

Tier I capital (to average assets) 

Company $10,140 9.40% $4,314 4.00% $5,392 5.00% 
Bank 10,184 9.44% 4,314 4.00% 5,392 5.00% 

December 31 , 2017 

Total capital (to risk-weighted assets) 

Company $ 10,801 14.97% $ 6,673 9.25% $ 7,214 10.00% 

Bank 10,983 15.22% 6,673 9.25% 7,214 10.00% 

Tier I (core) capital (to risk-weighted assets) 

Company $ 9,899 13.72% $ 5,230 7.25% $ 5,772 8.00% 

Bank 10,080 13.97% 5,230 7.25% 5,772 8.00% 

Common tier I (CET 1) 

Company $ 9,899 13.72% $ 4,148 5.75% $ 4,689 6.50% 

Bank 10,080 13.97% 4,148 5.75% 4,689 6.50% 

Tier I capital (to average assets) 

Company $ 9,899 8.87% $ 4,466 4.00% $ 5,582 5.00% 

Bank 10,080 9.03% 4,466 4.00% 5,582 5.00% 
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Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

14. Fair Value Measurements 

Generally accepted accounting principles define fair value, establish a framework for measuring fair 
value, expand disclosures about fair value, and establish a hierarchy for determining fair value 
measurement. The hierarchy includes three levels and is based upon the valuation techniques used to 
measure assets and liabilities. The three levels are as follows: 

Level 1 - Inputs to the valuation method are quoted prices (unadjusted) for identical assets or liabilities in 
active markets; 

Level 2 - Inputs to the valuation method include quoted prices for similar assets and liabilities in active 
markets, and inputs that are observable for the asset or liability, either directly or indirectly, for substantially 
the full term of the financial instrument; and 

Level 3 - Inputs to the valuation method are unobservable and significant to the fair value measurement. 

Fair value measurements on a recurring basis 
Investment securities available for sale - If quoted prices are available in an active market, securities are 

classified within Level 1 of the hierarchy. Level I includes securities that have quoted prices in an active 
market for identical assets. If quoted market prices are not available, then fair values are estimated using 
pricing models, quoted prices of securities with similar characteristics, or discounted cash flows which are 
considered Level 2 inputs. The Company has categorized its investment securities available for sale as 
follows as of December 31, 2018 and 2017: 

Level 1 Level 2 Level 3 

December 31, 2018 Total inputs inputs inputs 

U.S. government agency $ 8,495,385 $ $ 8,495,385 $ 

U.S. Treasury 15,901,690 1529012690 

$24,397,075 $ $24,397,075 $ 

December 31 2017 

U.S. government agency $ 29,875,860 $ $ 29,875,860 $ 

Fair value measurements on a nonrecurring basis 
Impaired loans are generally measured based on the fair value of the loan's collateral. Fair value is 

generally determined based upon independent third-party appraisals of the properties, or discounted cash 
flows based upon the expected proceeds. These assets are included as Level 3 fair values. 
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Notes to Consolidated Financial Statements (Continued) 

14. Fair Value Measurements (Continued) 

Fair value measurements on a nonrecurring basis (Continued) 
Foreclosed real estate is measured at fair value less estimated cost to sell. The fair value of foreclosed 

real estate is based on offers and/or appraisals. Cost to sell the real estate is based on standard market 
factors. The Bank has categorized its foreclosed real estate as Level 3. Transactions in foreclosed real 
estate during the years ended December 31, 2018 and 2017, are as follows: 

2018 

Balance, beginning of year 131,468 
Additions and improvements 365,861 
Proceeds from sale (2,919) 
Gain on sales 2,919 

Balance, end of year 497l329 

Gain (loss) on sales per schedule above $ 2,919 
Deferred gains recognized 

Gain on sale of foreclosed real estate per consolidated statements of income $ 2,919 

The Bank has categorized its impaired loans and foreclosed real estate as follows: 

December 31, 2018 

Impaired loans 

Foreclosed real estate 

December 31, 2017 

Impaired loans 

Foreclosed real estate 
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Total 

$ 477,992 $ 

497,329 

$1,547,981 $ 

131,468 

Level 1 

inputs 

$ 

$ 

Level 2 

inputs 

$ 

$ 

$ 

$ 

2017 

839,498 

(1,110,094) 
402,064 

131,468 

402,064 
185,587 

587,651 

Level3 

inputs 

$ 477,992 
497,329 

$ 1,547,981 

131,468 



Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

15. Parent Company Financial Information 

The condensed balance sheets and statements of income and cash flows for Chesapeake Bancorp, Inc. 
(parent only) are presented below: 

December 31, 

Cash and due from banks 

Investment in subsidiary 

Total assets 

Liabilities 

Phantom stock plan accrual 

Total liabilities 

Stockholders' equity 

Balance Sheets 

Assets 

Liabilities and Stockholders' Equity 

Common stock, par value $.01; authoriz.ed 2,000,000 shares; 
386,190 and 383,190 shares issued and outstanding 
at December 31, 2018 and 2017, respectively 

Additional paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 

Total stockholders' equity 

Total liabilities and stockholders' equity 

Statements oflncome 

December 31, 

Cash dividends from subsidiary 

Interest income 

Expenses 

Income before equity in undistributed net income of subsidiary 
Equity in undistributed net income of subsidiary 

Net income 

28 

2018 2017 

$ 377,760 $ 196,592 
9,965,527 10,160,420 

$10,538,180 $10,162,119 

$ 421,861 $ 377,861 

421,861 377,861 

3,862 
5,649,346 
4,486,882 

(2"3,771) 

3,832 
5,492,708 
4,402,217 
(114,499) 

10,116,319 9,784,258 

$10,538 180 $10,162,119 

2018 2017 

1, 52,000 $ 1,552,000 

595 207 
(44,800) (53,056) 

1,107,795 1,499,151 
85,497 260,018 

$ 1,193,292 $ 1,759,169 



Chesapeake Bancorp and Subsidiary 

Notes to Consolidated Financial Statements (Continued) 

15. Parent Company Financial Information (Continued) 

Statements of Cash Flows 

December 31 , 

Cash flows from operating activities 
Net income 

Equity in undistributed net income of subsidiary 

Stock-based compensation 

Increase in other liabilities 

Net cash provided by operating activities 

Cash flows from financing activities 
Decrease in line of credit 

Proceeds from issuance of common stock 

Dividends paid on common stock 

Net cash used by financing activities 

Net increase (decrease) in cash 

Cash at beginning of year 

Cash at end of year 
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2018 2017 

$1,193,292 $1,759,169 

(85,497) (260,018) 

3,670 

44,000 43,790 

1,1511795 1,546,611 

(500,000) 

138,000 53,375 

(1,108,627) (1,099,987) 

(970,627) ( 1,546,612) 

181,168 (1) 

196,592 196,593 

$ 377,760 $ 196 592 




