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1 PATAPSCO BANCORP, INC. AND SUBSIDIARIES .

Notes to Consolidated Financial Statements
June 30, 2008 and 2007

A reconciliation of the income tax provision and the amount computed by multiplying income before income taxes
by the statutory Federal income tax rate of 34% is as follows for the years ended June 30:

(In thousands)

Tax at statutory rate
State income taxes, net of Federal income tax benefit
Other
Income tax provision
Effective tax rate

2008
$732

69
(26)

$775
36.00%

2007
$650

114
(37)

$727
38.00%

The Company has qualified under provisions of the Internal Revenue Code which permit it to deduct from taxable
income a provision for bad debts 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.

Effective July 1,2007, the Company adopted the provision of FASB Interpretation No. 48, "Accounting for Uncertainty
in Income Taxes". The Interpretation provides clarification on accounting for uncertainty in income taxes recognized in
an enterprise's financial statements in accordance with FASB No. 109, "Accounting for Income Taxes." The
Interpretation prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken 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 FIN 48, no significant income tax uncertainties were identified.
Therefore, the Company recognized no adjustment for unrecognized income tax benefits for the year ended June 30, 2008.
Our policy is to recognize interest and penalties on unrecognized tax benefits in income taxes expense in the Consolidated
Statement of Income. The Company did not recognize any interest and penalties for the year ended June 30, 2008. The
tax years subject to examination by the taxing authorities are the years ended June 30, 2007, 2006, 2005, and 2004.

In May 2007, the FASB issued FASB Staff Position (UFSP") FIN 48-1 "Definition of Settlement in FASB Interpretation
No. 48" (FSP FIN 48-1). FSP FIN 48-1 provides guidance on how to determine whether a tax position is effectively
settled for purpose of recognizing previously unrecognized tax benefits. FSP FIN 48-1 is effective retroactively to July 1,
2007 for the Company. The implementation of this standard did not have a material impact on our consolidated financial
position or results of operation.

(9) Regulatory Matters

The Federal Deposit Insurance Corporation (FDIC) insures deposits of account holders up to $100,000. Patapsco
pays an annual premium to provide for this insurance. Patapsco is also a member of the Federal Home Loan Bank
System and is required to maintain an investment in the stock of the Federal Home Loan Bank of Atlanta
(FHLBA) equal to at least 4.50% of the 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 balance sheet as investment
securities required by law. Purchases and sales of stock are made directly with Patapsco at par value.

Pursuant to regulations of the Federal Reserve Board, all FDIC-insured depository institutions must maintain
average daily reserves against their transaction accounts. No reserves are required to be maintained on the first $9.3
million of transaction accounts, reserves equal to 3% must be maintained on the next $34.6 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 to reduce the amount of the institution's interest-earning assets. At June 30, 2008 and 2007,
the Bank met its reserve requirements of $461,000 and $533,000, respectively.

The Company, as the holding company for the Bank, has an annual cash requirement of approximately $850.000 for
the payment of common stock dividends and debt service on the subordinated debentures. The only source of
internal 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
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At June 30, 2008 the Bank exceeded all regulatory minimum capital requirements. The table below presents certain
information relating to the Bank's regulatory compliance at June 3D, 2008.

two 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.

10.00%
6.00%
5.00%

10.00%
6.00%
5.00%

$20,665
12,399
12,940

To Be WeJl
Capitalized Under
Prompt Corrective
Action Provisions

Amount Ratio

To Be Well
Capitalized Under
Prompt Corrective
Action Provisions

Amount Ratio

$ 19,582
11,749
12,537

8.00%
4.00%
4.00%

8.00%
4.00%
4.00%

For Capital
Adequacy Pu!poses
Amount Ratio

(Dollars in thousands)

For Capital
Adequacy PUrposes
Amount Ratio

(Dollars in thousands)

$16,532
8,266

10.352

$15,665
7,833

10,030

10.45%
9.56%
7.63%

10.26%
' 9.69%
7.57%

Actual

Actual

$21,585
19,752
19,752

$20,091
18,981
18,981

As of June 30, 2008, the most recent notification from banking regulators categorized Patapsco as well capitalized
under the regulatory framework for prompt corrective action. To be categorized as wel1 or adequately capitalized
Patapsco 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.

Quantitative measures established by regulation to ensure capital adequacy require Patapsco to maintain minimum
amounts and ratios (as defined in the regulations and as set forth in the table below, as defined) of total and Tier I
capital (as defined) to risk-weighted assets (as defined), and of Tier I capital to average assets (as defined).
Management believes, as of June 30, 2008 and 2007, that Patapsco meets all capital adequacy requirements to which
it is subject.

Patapsco 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.
Under capital adequacy guidelines and the regulatory framework for prompt corrective action, Patapsco must meet
specific capital guidelines that involve quantitative measures of Patapsco's assets, liabilities, and certain off-balance­
sheet items as calculated under regulatory accounting practices. Patapsco's capital amounts and classification are
also subject to qualitative judgments by the regulators about components, risk weightings, and other factors. In
addition, the Bank must maintain minimum capital and other requirements of regulatory authorities when declaring
or paying dividends. The Bank has complied with such capital requirements.

PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
June 30,2008 and 2007

At June 3D, 2007, the Bank exceeded all regulatory minimum capital requirements. The table below presents certain
information relating to the Bank's regulatory compliance at June 3D, 2007.

Total Capital (to Risk Weighted Assets) .
Tier 1Capital (to Risk Weighted Assets) ..
Tier 1 Leverage Ratio .

Total Capital (to Risk Weighted Assets) ..
Tier 1 Capital (to Risk Weighted Assets) ..
Tier 1 Leverage Ratio ..
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

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 fonnation 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 fonn of ownership, a "liquidation account ll

be established by restricting a portion of net worth for the benefit of eligible savings account holders who maintain
their savings accounts with Patapsco 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 distribution
from the liquidation account after payment to all creditors, but before any liquidation 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 totaled approximately $6,088,000. In addition to 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 Patapsco, are not available for the payment of cash dividends or other
distributions to stockholders without payment of taxes at the then-current tax rate by Patapsco, on the amount
removed from the reserves for such distributions. The unrecorded deferred income tax liability on the above amount
was approximately $989,000.

(11) Benefit Plans

Employee Stock Ownership Plan

Patapsco had previously established an Employee Stock Ownership Plan (ESOP) for its employees. All ESOP
shares contained a "Put Option" which required the Company to repurchase the share at the then fair market value
subject to the availability of retained earnings.

The ESOP shares have been fully allocated, the Plan terminated and as of June 30, 2008 all shares subject toput
option have been repurchased.

For the years ended June 30, 2008 and 2007 there was no compensation expense recognized related to the ESOP.

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 became effective in September 1995. At the time of adoption, the directors had the
option to reallocate their deferred compensation assets.

As of June 30, 2008, there are 54,893 deferred shares under this plan of which 12,906 are issued and outstanding.
These deferred shares are allocated in lieu of cash compensation to Directors of the Company. These shares are
included in shares outstanding for the purposes of computing earnings per share. Additionally, as of June 30, 2008
there are 12,649 non-vested shares outstanding under this plan.

Compensation expense recognized in connection with these plans during the years ended June 30, 2008 and 2007
was $60,000 and $67,000, respectively.
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Stock Options

A summary of the status of the Company's non-vested shares as of June 30,2008 is presented below:

The following table summarizes the status of and changes in the Company's stock option plans during the past two
years.

. 20,832

Number
.Exercisable

$ 13.71

$ 13.71
$
$ 13.71

Weighted Average Grant-Date
Fair Value

1,804

14,453

12,649

Common
Shares

3.14 years

Remaining
Contractual Ufe
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20,832

Number
Outstanding

6.29

, Exercise Price
of All Options

As of June 30, 2008, there was $70,000 of total unrecognized compensation costs related to non-vested share-based
compensation. The cost is expected to be recognized over a weighted average period of 13 months. At grant date,
vesting of the shares was "cliff' vesting at the end of either a two or three year period.

PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

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 employees.
Option prices are equal or greater than the estimated fair market value of the common stock at the date of the grant.

Weighted Weighted
Average Average Aggregate
Exercise Options Exercise Intrinsic

Options PriCe Exercisable Price Value(OOOs)
Outstanding, June 3D, 2006 138,495 $ 5.62 122,877 $ 5.51
Granted
Exercised (90,623) 5,41
Cancelled
Outstanding, June 30, 2007 47,872 6.02 47,872 $ 6.02 $ 801
Granted
Exercised (27,040) 5.82
Cancelled
Outstanding, June 30, 2008 20,832 $ 6.29 20,832 $ 6.29 $ 19

The following table summarizes information about stock options outstanding at June 30, 2008.

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.

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 employees.
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.

Non-vested at June 30, 2008

' Non-Vested as of June 30,2007
Vested
Forfeited



PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

401(K) Retirement Savings Plan

The Company has a 40 I(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 employees 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 $88,000 and $91,000 for the years ended
June 30, 2008 and 2007, respectively. Additionally, since the ESOP is fully allocated, the Compensation
Committee of the Board of Directors has approved a discretionary profit sharing component to the 40lK plan. The
accrual for this component of the plan for the years ended June 30, 2008 and 2007 was $108,000 and $113,000,
respectively.

(12) Fair Value of Financial Instruments

Statement of Financial Accounting Standards No. 107, Disclosures about Fair Value of Financial Instruments
(SFAS 1079 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, 2008 and 2007.

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 it 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
future 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
judgment and therefore cannot be determined with precision. Changes in assumptions could significantly affect
estimates.

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

2008 2007
Carrying Carrying

(In thousands) amount Fair value amount Fair value
Assets:

Cash arid interest-bearing deposits $ 6,720 $ 6,720 $ 5,215 $ 5,215
Federal funds sold 2,473 2,473 2,255 2,255
Investment securities available for sale 9,601 9,601 13,147 13,147
Loans receivable, net 227,514 231,277 220,239 217,376
Investment securities required by law 2,649 2,649 2,599 2,599
Accrued interest receivable 1,198 1,198 1,D63 1,063

Liabilities:
Deposits 197,886 198,623 189,712 183,343
Long-term debt 42,300 42,750 43,800 43,032
Accrued interest payable 666 666 472 472

Off balance sheet instruments:
Commitments to extend credit

Cash and Due from Banks, Interest Bearings Deposits with Banks and Federal Funds Sold

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.
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

Securities

The fair value of securities is based on quoted market values.

Loans Receivable

Loans receivable were segmented into portfolios with similar financial characteristics. Loans were also segmented
by type such as residential and nonresidential, construction and land, second mortgage loans, commercial. 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 current loan origination rates.

Accrued Interest Receivable

The carrying amount of accrued interest receivable approximates its fair value.

Securities required by Law

The carrying amount of securities required by law approximates its fair value.

Deposits

Under SFAS 107, 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 carrying 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 the rate currently offered for deposits of similar remaining maturities.

Long-Term Debt

The fair value of long-term debt was based on the discounted value of contractual cash flows, using rates currently
available.

Accrued Interest Payable

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

Off-Balance Sheet Financwllnstruments and Standby Letters ofCredit

The Company is a party to financial instruments with off-balance sheet risk in the normal course of business,
including mortgage loan commitments, 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.
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

(13) 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)

:1

I
j
!,
:1
'.!

I
1
,I

L

Statements of Financial Condition
Cash
Loans
Equity in net assets of the bank
Other assets
Total Assets

Accrued expenses and other liabilities
.Subordinated Debentures
Stockholders' equity
Total Liabilities & Stockholders Equity

(Tn rhousands)
Statements of Income

Total Interest Income
Total Interest Expense
Non-interest Income
Non-interest Expense

Income(loss) before equity in net income
of subsidiary and income taxes

Net income of subsidiary
Income before income tax provision

Income tax provision (benefit)
Net income

47

2008 2Q07
$ 327 $ 1,671

1,375
22,815 22,369

209 251
$24,726 $24,291

$ 335 $ 375
5,000 5,000

19,391 18,916
$24,726 $24,291

2008 2007
$ 67 $ 5

324 323
2,000 2

14 11

1,729 (327)
292 1,399

2,021 1,072
644 (113)

$1,377 $1,185
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

(in thousands)

Statements of Cash Flows

Operating activities:
Net income
Adjustments to reconcile net income to net cash

provided by 'operating activities:
Equity in net income of subsidiary
Termination fee earned, not collected
Increase in other assets
Increase in accrued expenses and other liabilities

Net cash used in operating activities
Investing activities:

Purchase of equity securities

Proceeds from sale of equity security
Additional investment in subsidiary stock
Dividend received from subsidiary

Net cash provided by/(used in) investing activities
Financing activities:

Payment to purchase common stock
Cash received in exercise of stock options
Cash dividend paid

Net cash used in financing activities

Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

2008

$1,377

(292)
(2,000)

(34)
45

. (904)

625
625

(659)
114

(520)
(1 ,065)

(1,344)
1,671

$ 327

2007

$ 1,185

(1,399)

(51)
172
(93)

(20)

92
(300)

(228)

(690)
338

(490)
(842)

0,163)
2,834

$ 1,671

Non-cash Transaction: A portion of a loan in the amount of $625,000 was contributed to a SUbsidiary.
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220,239 "
2~599

' 4,474
3,303
4,226
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. ' ,~j , ", ', 1 ' . ': .: : " . , • ';",", '. ' . .
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935
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~fi!" . .,' - :1 ! " •.l.. ~ · .. ' '. .
':.' ·.:·t.:o { •

"18 :~' ~.!-; ( :" ·.; .r.:';·;' ';1'1~': ! ;.... ,}!:. ,;! " "'1:' .

6,937 /'; '1;':;' ·')" '6§51V"C .~,,~ ';,' ~ :

' (18) (78) ""'"
423. " ""'3-95 ' ; :.;' ,'" ,: :;, '

10,994 10,317
(313) ':!" "{43Sl" "

17,98117,f67' .. .. " '" .(
, 18,916 : 18,288 ..

$25.5.,45~. ~ '$228,070''''.' ,~ . I '''.'

~ I ·.. • f . ".

S 11,753 S )3,186." " , ,
177.9?9 ", ' -: : ~, - i53,647' : . , .. .
189;7fi'- " ' , :i·" t66~833 ' ' - ':,: . ' ,.';' ,

5,000 , i ··" . ' :· ~,5 ,QO<i '; . ' ,.
38,800 ' '35;050
3,030 ,~~~'9,: ", .;;" " ,,' :

236,542209,782-- .. ,

""S'

:', :'.'..,yommilments and ,~ontingencies

f.'

. ,l

~ :~ : Temporary equity ~,E.Sbp shares subjeC t'~ put option
!":.<: l ~.... .

;:~.~ '. Stockholders' equiiy. ..
~ :; Common stock ~Q.Ol par value; authorized 4,000,000 shares;
'.'" issued and outstanding 1,864,985 and 1,813,925 sh.ares at
;~" June 30, 2007and 1006 respectively ,

r'o Additional paid-in capital
" , Deferredcom~ation contra · .

, , ,i Obligation under deferred compensation
Retained earnings, substantially restricted

; Accumulated other comprehensive IbSs: net of~es
, ,' ;'Tl1tal 8.loc.,kbgJdl;rs' ffiuity . ~ PeonaneJitc:
/;; :',fotal Slockholders"Equity - including T~ni.porary Equity
',' 1Total Liabilities and Stockholders' Equity _ '

:.(' ;:i& '~~~~m~~yi~g~otes to c6~lidate~ ·financial (statements,
I • :;: .' . ' ~

f.lCOrp;
,come,
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f. is to
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of the
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;j~ for
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~ '. " ". - .1,'

$12,501
'·'''i941 :· ,. .. , .,'
···. ·'H4 · ." ·!X; .. ' .

$10;613
1,046
. 152

i . i. . .
.;:: :. .. : 2005·20.06 •.

.',0" .

. ,; ., i -: . •, ~ : ,". ",.-'.

.200,1.·..,.··.

$15,461
S02

, . . ·~ ; j63 ·

. ; . .. ~ }~. ', ..:.i . :, " .

Interest income: :: . .. .'
Loans receivable
Investment securities :1 .'.',:.

Federal funds sold and other investiiients

J)ATAPsCO BANCORP, INC. AND SUBSIDIARIES
· P?nsolidated Statements ofIncome
·Years Ended June 30, 2007 , 2006 and 2005

Total interest income' . ',,' 16,426 13,556
. " .. ".

H;811

. :
Interest expense: .~.,

Deposits . ..
Short-term debt
Long term debt ilnd jubior subordinated debentures

Total interest exp~ . ..

• I '; .' , ...
5,45S

., ,'" 31 1

2,00S
7,S03 . . .

:3;4'S6 .• ,.,;.
·· .. HO

1,323
4949 ,, ', .

.'. " 936

. . , '~' . 3~754

· Net interest income ' S,923
Provision for loan losses'.;: ;; 430

~ ;6()7 ;. ,:. . ..8;057
65 ": 225

'::",684'871 -'
149

...•• L .i.: ' ·i . ~( I

656 . " .'.' : ., 525
.' ":2 .' ... . . .;;.... :J

64' .'l:':;.· -.c ','

..I'. .

.... . ; .

14
(9)

131

730
.Non~interest income:

-Fees and service charges : '., ', .\ "
. . . ' ." ". ". ' I

,Gain on sale ofsecUrities.-available for sale....
' . Gain on sale of ~f:fic~b~ilding . :~. " : ' ~;'
' . Loss on sale of oilitirrepossessed assets .

, Other .;'., . .'. ,' . .

·hi~tal non-interest irtc'dirie, . ...
., . . .. ..' . •.~': ! .

. .~: ..

"

3,773
· 287

284
306
17S
244

51
276

r 1,012
'. 6,4117,202.: , ' ,'

" -'

,~ .~ i" "1 .~: ·u \.
4,490

.":.241 "; '_' ,
326"
5~2 .... , . ~. . ,

.,. ' . ,,86 ,., .•., .... ' ;i .
. :.' . '285 . :

51
271
900 . ,

4,382

's~1 " ~ ' .'.
565

. 1l0
304". 51 .... ::
250
863

7,+17 .

1'; .

t.' ; :~ . -

.,' : 1

T9talnon.interesfex.,enses

'., . , ;.Non-interest expenses:
.' " .' Compensation and employee ·benefits

· .. ··Professional fees ,,,', .
. . ' Equipment expenses '

.' .".Net occupancy costs
. Advertising .

..·. Data l'rocessing .
.·.· . Arnortization ot:core deposit intangible
,"; Telephone, posta&e ~ddelivery ' .
..... ;·' Qther .. ' .

. .... (

.:" '. ;"

.....

t.' ' . . ... '. :.

. G.SO $ 0.81

0.72 $ 0.70 1
0.25 $ 0.23 ·!

-~

1,38&,. ".: '''; , . , . :, ', ·1:;346
::..123; , ';" .... ;! 177
'1;265 :"." .... .:$ ,· .. ·.:C-169

$

$
$

,2,211 , , . .,., 2,105
... . .. . .' ~2l ; , ;r,;;,.. ':~ 159

:,', ' . ~ 'Ill : " ,,$.~ ,'.'

l .. •.

. .,: ,J;lSS :

... . 1.•912
···72'J. .

$ .. 0:62

$ 0.61
$ 0.27

:s·'" , 1)'S~

'.-).,'.:' .

f', "

··'t , ',

" , ,"

' . ..:,', : ,'

' ,,::. Basic earnings per share
"Diluted earnings per share

.. ' Clish oividends declared per common share

. . . Preferred dividellds.declared' ': . ' . . '
Net income available·ta·common stockha'ldel'S" " ",.,.";'..

... .···:Inbome j,efo~~'inco~e\~es :':' :.
:; incOlnetaxprovisi~1) :\;. '<;.',: ~.,

_t ' , •



Temp.
Equity Accumulated

Additional Additional ESOP . Obligation Other
Paid-In Paid-In Shares Under Comprehensive Total

Preferred Capital ' Common Capital Subject Deferred Retained Income (Loss), Stockholders'
Stock Preferred Stock Common to Put Compensation Earnings Net of Taxes Equity

$ I $ 2,454 $ 14 $ 4,098 $1,404 $ 172 $ 8,592 $ (355) $ 16,380

1,346 - 1,346

'

0 0 o\d\~~ :;\D~ > :\~. :~ . ~ : :', ~;'.
• • • ~ -- W . -....1• .- .c:.. 0 N N ..... ~ N N ~

~~~~~~~a =N~~~~~~~~

!:

i
i

'j

1

l

....

190

~

---l...aQ
(177)
(323)

184
(92)
(105)

. ,, 27

$ 17,587

1,388

. ":;f2fj3)"·" .

~
~

(123)
(386)
'· :[1 7

189
, ".~S9)

... ·(23)
•• ·.~I

" " ,",

,,(contin~e~o~ '~p,~~~J.

184

JI
" -'J'........ . . ~ .~..:,",' :-.0 .. g

00 .... . Q 0\" VI'
-....,.~- ..
~ "" 0\ W

(177)
(323)

, ·'1 .
:: ..... ~ ' N
: ~. '0 · 00
~~I~

27

(72)

~'j:"'Oo ']~' ~''8:
t'J VI -I

VI
N
VI

~.

.: J

(145) .

i

'-:

89

189
(59)
(23)
145

2).77

:" ~ ..... .:--
.({.. "'. : i~

.-i; ~:~~_~~·.. 1

00 VI
... 'C

: ~,~ ......- .:. ~- ....

. "

(2,280) 4

- "'. ':'.'

(1)

'... ' . ,.'
':" ' ,

..

(dollars in thousands except for per share data)

PATAPSCO BANCORP, INC. ~AND SuBSIDIARIES
Consolidated Statements ofStockholders' Equity
Years Ended :rune 30, 2007, 2006 and 2005 ·

Balance at July I , 2004
Comprehensive income:
Net income
Change in unrealized gains (losseS}on

Securities available-for-sale, net.oftaxes ofS!16
Comprehensive income
Preferred stock dividends (S!.875Per share)
COlIimon stQC;k dividends ($.23 per share)
Options exercised and related tax benefit, 22,635 shares .
Shares surrendered in exercise of stock options 4,387 shares
Purchase ofshares under ESOP put option, 7,755 shares
Transfer from temporary equity
Obligation under deferred compeilsation

7' Conver.;ion ofPreferred to Commj)n
:~ Balance at June 30, 2005
- . Comprehensive income:

Net income
Change in unrealized gains (losses) on . .

· .:. ~S~riti,es ay8ililble:;f~~-sali;,',ne(t5~iisofs(66.:;•.~. ,;:
'. :::ReclaSsit,icatio~ .adjustment for gains included in !let

· 'iMome; net .c:\BaX:of'SO,6':.::'"::'. " . .. :,: :'. . _.. .
Gotitpn;hensivdnc.ome...·' .'. .
l'referredstock dividends ($ 1.41. pei:share) .

· Common stock dividends ($0.25per·share) . ~ .. , '. ~ ., '
i- CO~Satiun u'nder stock-basecJ ~dit plan ,. ' . ..

, '8Pti~~'~xerci~',~d rc:laied :~ ~~fi~36,3S3 sh~
;" Sh~s\llTC!lder~j,in exercise of stock options, 5,649 shares
· 'PU~!lofshares .under ESOP put option, 1,938 shares
. Tl'!UI$fer.frOm i~peI1l!)' equity ' . '" .• , ,

Obligation-under.deferredcom~on
~nVersion ofPreferred to Common



BaJ!Ulce.aqune,3D,20QI ';;, :i.i ·:' ;""". ,>.>: ii $.; S - $ 18 _ $ 6,937 $ 935 ,! 345_._$1Q,~4$ (313.)

..,';.

.":!" ' - ' -- .~

28 : '

.. ·t;
""'. - '

1,185

$ 18,!H6 .,

----ill.
1307 ,
(~08) .
105 ·
538 : .
(lS2}

(6~f .

.<'

122

~ . '

. '::.;

; :

:. • ..i

1,185

(508)

.':": ~ .' •.;

.:':": ." ' ~ :,~,: · :;..· ·t '.~

~:\

. ~ . ~

.:c
" J~'

..." ~ ~ ,.• ~~~ ~':'I .,.;.•.,.,• • • .

$ 18 $ 6,950 $1,121 $ 317 $10,317 $ (435). ' $ 18,288 " .>
$ 18 $ 6,950 $ r,12·\ $ 317 $10,317 $ (435) $ 18,288

•' :-·.·;·1. ·~-.;.

'. : '

.~:

(65) - - - - . (65)
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$
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{, \.. '
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See acoompai\Yihg:riolCido coilsorldllt&ffinancial 'statements.
," . ., .. ~ , . ! : ".- . . :.: .. : . :; , ; . .. .

Conversion ofPreferred stock to cash '.

~ t

Balance at June 30, 2006
Balance at June 30, 2006
Comprehensive income:
N~ ,inoo.me J:- , . ' , .l. . ' . ,.,,i.,,.•
Ghange.in unre<iiizedgai11$ (losSfS)tin

':·:S~ritiesavailable&lr...sale, nen)ftaxes of$76 - - . - . _.; ;,
COI\1~~i\(eincome;·" , ',' . : '.;, ~. ',,~:': - ', .
C~~mQn stock diviq.ends(SO:27 Per'sh;ue) , . c' :,.1,; 2U.' - - - -'

amzP'e;~~O!l:l\r~e;,~tock-tlase4"~etit: plan ·.i: ':' " - . - - lOS;'
OPtions exercised and related laX benefit, 90,623 shares - - • _ 538 .
sh'~:~~'fiki~~,i~~~iseof~i~kQP~~n~, 13,831; shares - - - ' (152)

Pu~of~h~~~d~ ESOP .~~i o;ti~~i~9,992 shares . - . - - (690)
Transf«.from temporary-equity . - - . 186 (186)
Obligation undcrdefc:rre4'compensation _. ,- • - 28

"'1
tA
C'\



PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements ofCash Flows ' .'\ <:' :~, " •;.: ,:' . )';jE, ;!.<I .';~ 'i:: /'•.",?:,) .)\Ii .1)', . ..:) ,"-"." .'. -.' /': 'i.

Years ended June 30, 2007, 2006 and 2005

]in thousands) 2007

: '. './. : ;.!. .' ~"' O' i . . ..

2006

~, ~ ~ ':':'.l .)(. : _f"

'. .':• . " ~ I
. •. 1 ' .. .. :.,:••

2005
(.~ , .' .'.1" . .<.:.; .~: .:

$ 1,185 $
.... . '

1,388
'.". .' .'

$ 1,346

. . ~. . , .

83

47
(105)
(500)

293
(2,006)

6,653
(9,825)

$ (5,043)
.- (241)

. '.,.,.

;,;·"r

.. ..1':

271
. . 225

:, 48
" ,.. 45

51
, .;:: (5)

,,~ (59)
I ,'.

., ' (105)
': .. ':.

. J

'.:"'J (3,627)
.. .; (127)

2,000
(4,667)

80
.:':: l . (371)

. ..

, '. .t. .~

• ·_ ., ·.· ...t •• . .'.: .

(10)
'.:', ':302 ' :. ':, '.. ; .•:.

.. , ,'.'

, :: . "(739) ' .;' .

154
, '. "'(9'92) "

$. 2,095

24
.'. i:;:./l ' . :327.' ."

. 312.
'. 65 · '

59
9

'. C 5.:\'. .....
, ." ,.... "':. 2&,; .."

: ': :1' ' (59) .' '.'
... ..,: .. ·.(43)

'(2)­
(64)

; ';:' 7;3'56"
.(26,838)
.' . (2,'726)

",:

(14)
9

(165)
1S6

.. .... ,. '.... .

' 31-6
".-' 430

·1l6
048

51
42 .- .

. (68)
"., (34) : ,.

•" <. 600: -' ; :' .~.:'

(20)
'92 ,. '.':

$ 2;07.2 " .

$ ' 22,905 '
(43)

.8,000,
. ';'(4,250)'

.; t"' . . •

·.i .,t ·.

Net cash proviged:by operating actiVities ..' ." ','if. . ' ' .'~" . c'· i ,

·.r \ '.

Cash fl()ws froin irivestingiictivities: :
Proceeds from maturing time deposit investinii'ribr :.' :: i' . ' . , ~ ~ .. ;"' '., 1 •.

Purchase of securities available for sale
Proceeds 'froniSaI~ ofsecurities availabliifotsale : ; : ,c . •::r ".1~ •.,-· '"

Procedd~ frommatiiring"securities'avltihibfc'for sale and prin&ipal " -.' i i':
paymenfso'n mortgage~backed: se6&ities av~ilable'for sale " " , ,, :,. ~ '612

Loan principal disbursements, netofrepaymet'itS -,\. ',i'." .' '. '(28;498)
Purchase of'c6'nsumer loans ,' .. ' ::;.. "-. "':::~:-' :.: ,': /~! (1.''5?~) ·
Proceedidronisale ofniposs'essed'assetS " c. ·i:..,: \. Y·.. . , , . . ' . ' . 15
(Increase) decrease in investments required by law" '..... -: _.:. - '(j8'3) .
Cash received in sale ofproperty and equipment 50

Purchases of property and equipment (2,651)
Net cash used in investing activities '.$ (28,560)

> .
f"" :
" ,'

"'.'.

I ., '

. .. ..
.rt::'
t.;:~i .

. .... ~~., ...

Net incr~s~ (dec~a~e}jQ c~h Qnd·.cash ~uiyaleJ)ls " , ,": (7.l &)' ,
Cash andc~sh equivalentS at begimii?g'\>(Year... . P " ' . 8',188 ' .

:: ".;: " .,.... ~. . .
'" }.. Supplemental cash flow information:

... ..•

~.:. ?
. ~. ......~
...... ..' ~,

:' ~\ .~~
• ":: .: l"-~

.:~ :"'7
: ': ,.... ;

~ :~) ~~

Interest paid
Income taxes paid . . .' i i .•.• ;,' . •

Non-eash equity transactions: "/; ... :0;,..... :'.,1.· - 'Ii . " '·'·ff' .

Conversion of 91,297 preferred shares to 363,878'lcotninon ··shar,esand,.
4,345 preferred shares to 17,348 common shares in the years .ended June .
30, 2006 and 2005, respectively

See accompanying notes to consolidated financial statements.

;'1,'.' ..,', .. :~ '/ ,. ~ ; . ~ :.j~

$ 7,35i $ 4,940 $ 3,735
" '- 837 '- ':;.:.". :- 790: : '.':,: . : 656

. ~::.:" ... .,:

~ \ • I , .• 2,281 .... 109



. : I

Significant concentration~ of credit risk '

'0"

I,

. .., .... .. .

", ':.'('1.:. : " r·:.

· .r··'.'.:.r.: :!'tw..: "' /1;: ';'-:"

. ~ >::11:"
.1~<· ...;::. ".'·· ·.;·:·7·::'1j.·tIl.. · &.?~,,~'\I....:·-l:lt.,;:,.·..·~.~·~: ,":'l:.' .,1" :-'~ " ;:. ,:.~I~ ..~.:i~~i~'~-;111. ''i!~~i· l,[•• 'r··~')l" -.;:.; '~.f" ..•'Jj~"';'.\ .

. .i 1,~ ,I;! .,.

Announced Transaction

,",-. • 1 -'

Patapsco Bancorp, Inc. (the Company) is .the holding company of The Patapsco Bank (Patapsco). Patapsco owns
100% of Prime Business Leasing; Inc. (Prime Leasing) and Patapsco Financial Services, Inc. · (Financial) ~..The
primary business of Patapsco is to attract deposits from individuat"and.corporate 'customers and to originate
residential and commercial mortgage loans, commercial loans and COD81,lmer loans, primarily in the 'Greater
Baltimore Metropolitan area. Patapsco is subject to competition from other financial ,and mortgage institutions in
attracting alid retaining deposits and in making loans. Patapsco is subject toc.the regulations 'of-certain agencies of
the federal government and undergoes periodic examination by those agencies. The primary business ofPrime
Leasing is the origination and servicing of commercial finance leases. The priniary \>usiness of FinanCial is the
sale ofconSumer investment products. '. ;

Description of Business

. ".' In connection with the merger,.:.Bradford B8nk's current mutual.hold~g . cpp1panY~:,ij~4r9rd. B~ ~HCf ' which
owns 100% of Bradford Bancorp's outstanding shares,\w:il~\lllgerg~a fulL~ut\la!~to-s~o* conversjon an,d stogk
offering. Un~er the tenns of.th~ .~ction, shareholders QUa~ps~ : B,!IJlCQrp ,will .bc,en,ti,tled to receive either
$23.00 in cashOf ,2.3 shares o{B'r~d(ord Bancorp commonstock · (~~Wnmg . a,,$lO.Oi>'per sharQ",initia! public
offering priqe)ii{exchange for each' share ofPatapsco Bancorp common stock. .Based upon the S23.0Q'per,shlife
price, the consideration is approxiniat~ly 278% of tangible book value, 229% of book value alld,3!>timestrailiiig
twelve months elunings, computed as of the day of the announcement , ',: : :.:. ' ". ":" . ', J " ,

. i : \~ : f.. ) . .
Basis of Prese~:tation :-:!", . . ',.

. :;.' .,' . ~, .' - . "" :.::; .; ~:h: .' ~' ::,>? ...; .i· : . . ~. . . ;

The consolidated financial ' statements include' the' accounts 'of the 'Company and its whplIy~owned . "subsi4illJies,
p'atapsco, Pri~e Leasjng and :F.man.cial. All significant intercompany accounts and.ti:ans\lc,ti(m~ 'have been
eliminatedinconsolid~tion. ':,'" :, . ..... ~"" "" _, ;'~', '.' . ' ,

In preparing'~e.~onsolidated firian~~~l statem~n~,. ~anagemenl is. required 10. m~~? ~liD1~te,~.~nd' ~~s~~ption~
that affect tilereported amounts of assets and hablhttes as o,fthe <lllte,o.f,m.,ysta.teJP~~~ of fin8IlCll\l,c90-\lqlM~,and

income and ex.penses for the periods then ended. Actual results could 'differsignifi¢antly from,th,ose estimates.
Material estimates that are p8rii~ularly susceptible to signific~l, .t?hange ' .~n ' th~ ne:u-ienn relate , to the
determinatio'ir~f the allowance foOoim losses. " "'. ' , . ,"'0

~' ..; :.' '" '

\".',i

('" ;~ ..

: .. ..

'. 1 '

,';..

,c· . Most ,of thc"Company's activities' are with customers in the Greater Baltimore Metropolitan Area.. Note 2
discusses the types of securitieS the CO~PlU1y :invests in. Note 3 discuses the types of lending that the Company
engages in. The Company's largest lending relationship:is'$2.7millioni . '. "..

. ' ..~ .

(1) Basis of Presentation and Summary of Significant Accounting Policies

" '0;. As announced on March 19,2007; Patapsco Bancorp, Inc. ex-ecutc(J;a,defmitive merger agreement with ,Bradford
':~BimcorP, Inc whereby the Companywiil be mergedwifuiuid into Bradford Bancorp.The traJisaction isexpeeiCd

to be compleled iifthe fourth calendar quarter of2007aridii; subject iO"tlie approval of lit(; m.¢in,ber-sofBradford
Bank MHC,the shareholders ofPa,tapsco Bancorp and regulatory auth\,rili~. " ;, .....

:::...:~ ;..

PATAPSCO BANCORP, INC. AND SUBSIDIARIES'
Notes to Consolidated Financial Statements
June 30 2007 2006 and 2005

:~.• I~ · ·"';~: .t.\ ;. · .. 'l.. '; ~ .: ;.•~. ;! ~;, ·· · _ . · · :;·;I·;: ':';. ' .. -:0 ""= .. ':" ~ " ·I.~~! , .; ; <\ .'. -. , .. , . ~ •• ': :-;';,,, ,: . ' "'f.'. . "

.• .' t .. . •

i: . . " " Management believes that the allowance for loan .losses is ' adequate; · :~le. .m~nagem..ent us,es ~d consi!iers
. . :. ·-available irUOlllfation in making th~ required estimates,-·additional pro~sioils for 19sses inay be necessary t>ase-d

, ' 'on changes' ht:e.conomic condi~ions:~ particularly in Baltimore and the 'State.:(jr'Maryland.:,)ri additioh, ,variou~
r~gulatory agep,cies, as an;integi:al part ofthei~ examination process, periodicalIy-reiJ:i~w p.a.~pscc?'s.~iloW8nce for

", '::;,~', '"'' , lo,~)os~.es ,. S9chage~¢~P.ll!y>,:~We;r.~ ,4.lp~to r~ogp,,~ : l!4!pti.pnsJp. tg,e ll,141w~ep~ ,pnth~rrj~dgments
abo,ut infonnation available to them at the time of their examination.

.. ';.....·,· · .....'\"11

I, '..~
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PATAPSCO BANCORP, iNC. AND SUBsIDIARf:ES:· "~: ': ;:'" ..,. :':'
Notes to Consolidated Financial Statements .: ,. -' .',;.,.' .,....i ::- '., :~ !'. ,

. June 30, 2007, 2006 and 2005 " :. '~f'; " ':

. 'i; ' 1. '.' ';~

- '.' , } ': I .. ..

., .

The Company's residential lending operationS' are'fOcused· in 'the,;State 'of 'Milryliind, priIriariljiithe .Baltimore
Metropolitan area. While residential lending is generally considered to involve 'less risk· than otlier:fonnS of
lending, payment experience on these loans is dependent to some extent on economic and market conditions in the
CompJUlY's primary lending area. . ,:: '

,'-1
Cash'andCa$1f Equivalents ·.. ": : .:'" .'

,; : ..;: .;

Cash .equivalei1ts inciude short-tenn 'inV-estmeilts, With 'an origmal maturity"of 90 days' or less, 'which conSist of
federal funds sold and interest bearing deposits in other financiiinnstituti6ns. )"· ; ", :.:, ," ' .1 "

" rr .. ·
Securities ' '. ' ::~

_.
: ',

: .' . .

..; .~

. , .;

", , .'

. Debt securities that" the Company has thepositive'intentandabllitY t~h'()ld ito mafurity'lire classi1ieda~ held-to-
,maturity:arid recordedatwnortized cost. ., As the Company'dbes!ribt erigag-e in::securitieskadiilg,thebalaIiceof its

, .'debt'and equItY secUrities'lire 'ClaSsified as ' a"ailable-for ~saleiutd l'ecorded al':fi1ir;value:with unrealized gains and
' j . losses excluded' from earnings aiid:tepofted &Sa scparate,cdmponent-of.'Stdokholdersi.equity; net oftax·etTh'cts. All
: oftheCompany?s secuilfties'are claSsified as available ~for sah:' at :JUrte ~30i '2ao7iu1d 2006;. .. . ",

;'. ~ ;.' ",t·:.. ' ~: ': .; ": .";'!':...:::~ ' .. .. ' i.' ~':" " ' ; " i -· . " ~ · · ; ; ." ~: '..' ( ': :;' ' : ;:. ·.~ : .·).i". ~.~I·'J:;;' :··~·:·.L~ · : · r..·;·..~· , .... .\

!!. If a dec.linedni..value oflm individualsecurity clasSified as'held~to-Jmafurity;Gt ;availilble~f6f~sate' 'is jUdged {obe
.i othet.than. temporary,' thecosthasisofthlstsei!uriW iSireduced to'it§'faiFvalil~ and~ilie:8tnourit Mtlie 'Write~doWri. is
" im:ludedin earnings;. ·Fair ·value isd~terniiitedbased on:,'bidquo~t'ioiis 'feceiv'ed ·troth secUrities dealer\;-;,r In
" estimating other.-tlian ~temp0r8ry ; irilpairIilent los:ies ; ni~~eiIieilFconSiders ';the 'Iength'·offufie'lilid·'cxteilf t6' ~hich
'. .fair value has beeri:less than·cdst; 'the fmaneial coDdttiin}' an"d neilnttniptospectS·of-·llie iissUdf imd 'the mtetlt'a'nd

ability.of. the COmpanY·to hold the 'securities until ·the earlier ofinarket pntc'k-ecovery·otmafunty. For putllbses'of
computing realized 'gains or losses on the sales of securities, cost is detennined using the specific identification

' method. .Premiums lI11d.discounts,on :seeur:ities' 'are:amortiZed"ovir lhe~t&m 'bf'the seCUrity: using"tile' interest
'..'. methOd{ .· ;·. ,. '. :f· .': ..... \ ·.t " ,~, .' ~. ; . j')X . . ~ :~l " .,..;, '/J::: .y~ Y .Yfi"lX:··· . · ; t ' :' : .: j i , i ~ ..l,: .;" :\ ! ' •• :1 ... ..

':"'~" • !. ' ' .,~. ~{~ •• : , .'.' '. ':.'~'." J ..::.\' .. ' . ·t~ f .:! , .: .l;,,: ,I'.':.'>/ ~ ) " ,,: ~. "'~.. '. ' ~ t" ~ ~ ' ~~. ·.·:;~:·l~ ;.'.t ·.: I " •• • '::: ; .'J'! ." " .... : i

'/InveStmentsSeeurlthlsRequjred'.·by.La:w!, i .', 'i'," ;; .' U.:·" :<: ;'i;. . ; . .il . .: ~ !, ' ;···.1 '.' .; ·F

.. .>.~. ';:' :. ~ ~.) . I~ .;., ... ;.~J': ' ."': ..;" ....:..:--: . ~": . :;-- ·: F·:. · ~:' . .... (.},' ... ..- .~~ ,J . ;: . I ··;' ri j ~, I ~~' • i:' ·. t " ;~ "'. ; ' .•

Investment securities :required by law;represent'Fllderal Reserv'c '-Blfiik o(RiCtluiidrid'aiidIFedetul H'onie'Loan 'Blink
of Atlanta stock, whicliarecoitsider-ed restritted"ast() :matk('ltabilitY:; , ::.;':..: ' i " ,;,,:I' '; :: .,' " .. jo'::: i(,·,'':, r )' . . '

.~ i ;·:~' ·· ..'.:>:~ \. ' :':' :.: ·.: .t·:· " J ~'~ :... ..: J.. : 1.'"

:. ,Loans held for sale are· '(lamed anhe 'lower: of~ggregaWeQSt 'bifait Value:" Fall' valuei'$ detertrtirlea bl'isedon'
r . outsta~dingirivestor · commitments 'or;' in tile ,absence),(ff'SUChl:;'colnmifmeii'tS, !based :on: 'curreht :inveslor Yield

, requirements.. Gai~and losses'on IOlln:sales:are'detej:fflWed~~siJ\g!the 'sPecific ideiltificatioirmetIioo;'-':
" .... " .)' : ..;. \ ' , .: l!·. I.;. ,j~ . : :~ . ~ , ;':, .:. : ,; ':;..:. :. \:.. ·.:t :> :-:'· ;· r:-· . ".J ' ... • , '. '" .~. ' ; .. ·· I.~~·.: ::'!p..~

....

.....

i :, .·

" . .

Loans Held For Sale :;) ,',: '.'" ',' ,. : . -, .'

'. ,·.t-. :fl-,. :

-. .. ~ :..... ,; ',· Loans Receivable '" .,' ,J " . .' . ..:
'·:.n'· '. : ....

.. . • .

., " c, : (."

.~ . . . ' ", .; . : ;~ .1;:,. :

: -.. ,;~'~' . '."'~ ' ."'.'\

;,Loans ~~~ejYable that 'marillgementhas' theintent"aiJd- .ability:"to.hold 'for' the ·fore!ieeilblefufute 0t'untihnaturiiyor
· payoff·iu-e~:stated· attheir; outstanding.unpaid p'rincipal ·balaoces;.:adjusted fortharge"<iffs;,;/the' aUbwahce for loan
dOS~S; 1 and:any deferred ::fee~ ': .lWcosts·'On originated loans, ·'mterest income is"acerued on ·the 'unpaid pnncipal
'. ;balance. ' ' " '.': ' : ,. , : " '. ... .. ..·~·"'· ... 'i " '. :" ,, ' .,.. .. . , ... . :.-, .,' • :.. . . '

. ; " '. ' :;..,.. ~:' , ; ' . :..."~r :': . • . ' .. : ~ . ..,.:,' '~~ . 1 " . ;':

.'. ~:

.. :' .

:' " .i : .
;" " .~ . ...,""r~;-

The accrual of interest is generally discontinued when the contractual.payment ofprincipal or iiiteresthlis become
90 days past due or management has serious doubts about further collectibility of principal or interest, even
though.theloan.is'currently perfonning. -A,loan maY;'i'emain'i)II.accrt1al status'if if·is iri'the;l'tocess 'of coll~tion

.'. andJs ·either,guaranteed or well secureiL:'lWhen a loan.isplaced:' bn·nonactfual s'tatU$; 'UripaidiiHer~st credited to
income in the current year is reversed and unpaid interest accrued ID'pnor yeatSi~ \tbargedagtiiiJlit the allowance
for loan losses. Interest received on nonaccrual loans generally is either applied against principal or reported as
interest income, according to management's judgment as to the collectibility of principal. Generally, loans are
restored to accrual status when the obligation is brought current, has perfonned in accordance with the contractual

F-S9
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.tenns forar~aso~,llble pt\J;io~ :oftime lUI!! ;the.p'ltjmat~ colh:ctibility of the .totalcontraotual principal and:interest is
. '. nolol).ger. in·dou\>t... ' :; ... .. 'J' . . ,. '..'

Loan Fees
. • j '" .....

. r . o ,- . ; ', ,.

Loan origination fees are deferred and amortized to income over the contntctual 'lives oftht; r(lla~d lo~using.the

interest method, Certairi incremental direct loan origination costs are deferred and recogniied over the contractual
': liVes of ,the..,relate<l;Ig~& ,usingili.e.inter<»!.~ melhpd as ,a,s;eductiol). ,of the·loan yield; Deferred fees and costs are

combined where applicable and the net"llI.Doun.t~.lUliortized .,·, .. ' ,. '-': .". ,.;, .';: ., ' ;:;,) , :,.'; .'

. Allowance for Loan Losses

.....

' '':' ' .

'... .:"

,"

.. :l:he allowance .for 10lPl..losScs·("aUc:iwance")repr¢Sentun,amount, that in the j.udgnient·bf:management, will be
:f adequate to~bso,rbp,9b~ble losses .ol).~9.\I\Stan .cling.loans ! al).d · ltases that may hecomeuncollectible, The .allowance
Jep.~~lfnts .llIl ,esp'ma~ilma.de b.~edup.oJ~.two (prjnciples · ofiacc.ounting; ·(l) .Statemenf oLFinaneial,·Accounting

. "StaO.d.ards :J"SFA.S"~ ;:t-l,o.5., ·~Ac.C9.u!1ting. fo,\'·, c.Qntingenci ~s·\j :;that'. n:qujreS •losses ,to, ·be accrued ' when"·their
. :" occurrence is probable:,an4 ~tima!-1le ;.. and jO) .SFAS:·No;·U4 ·IAccouming ·by,:Cred4tors for::!inpainnent of a
': 'Loan", thlit requ'jres losSes be accrued when it is probable that the It;nder will not collect all prinCipal and interest
" wl1e~ d",~ ufl(1er .the j orlginal ,~erm ·. oi'r~hll' :loan: ' /J'he 'adequacy of< the :lI11ow..ance is determined> ..through:.careful
"':.'!-iv,al\iatiol) ,of,the, Ioa,nppJ1fgljo;1" ·This det~l;minatio n::;is. mheFentJy ,Subjtctive',and requires 'signiiioantestimates,

. includingesti~atY.d lo!,s~spn, p(}pb of. hplI\pgeucQus loans·bas~ :on ,historicl.iUoss e~peri~nce and consideration
, ,,(the ciJrrent, econpInicenvir()nm~nt that ~y' .be w.bject tQ 'change.·i Loans ·andJeases deemed:uncollectibleare
~ : ~h~ged. a.: gJl~~ ' t4k all~~ance ang reGove~~ .()f pnlviously.Charg. ~~off amourits .are, cr.edite~.to it:.:The-"Ievel:of

. '. ~,., ~~ .a1IL~~;'J~~e~~~~u~~~.~~:~.r:Y.1:~~~,for IO~;.,~o~e~ ~a\lS ;:~IO(d~.~,~,~u~~~::r~od.~xp~nsei . ',': ..'

·. .The ·riiethor,tology , ;f<?r. ~sp'S5i!lg ..$~ apptopriatenl:ss;of the. allowance:inclu.des-·:a·specific tallowance, lJ .formula
.' alloW8nce ~and ' a nonspecific allowance. The spt;cific allowance is for risk rated credits on an ind'ividual basis.,The
fonn~a' alloWancel'dlects historicallosSeii by credit category. The nonspecific allowance captures losses whose

:. .' ilDpact on the portfolio have occurred but have yet to be recognized in'eithertthe specific ·a1lowance :or the fonnula
allowance. The factors used in dett;rmining the nonspecific allowance include trends in delinquencies, trends in

,..yolumes :a.nd :~eI1Jll! ·;Qf,l9iJIlS.thl! ,s.i~!l,of.loa~,relative to Iht;allowance, .concentration of credits; ;the quality .of,the
" risk; identification system and credit administration..and ,local and national economic trends.': ,. . :. : '. .

'. ..".. _~ ;' . ". o.i t;..... .r- ~ . :. ~ - . ' ..

, P,a!Bpsco" .rec.ogniz,ed: mtere~ :income fpr imp.aired .loans . consistent with ·· jts;, .iJIelhOd foroomiccruaL.toans.
Specinc~IlYI int~JYs( pa~~n.ts r~ceh:ed . arerecogn\~, as. :interest income .or,; if the ·ultimate ·collectibHity,,:of

".principal isin :do~bt,are , appli!ld tp principal.. .. .. .. ." ", ' ,

., ; ? I' , : :q " .. {

· ..···;.;· •• t

,'.,',

." , " ).: . : ~ .. . .' ;

,". l "',:":': , f .,' , '.'. \ .., ,

',' : ," ; , !~ .; ..'.~ '. : '

Large'groups ofsmaller-balance homogeneous loans are evaluated collectively for impairmeJitl :Accordingly;..the
. Company .does 'hot separately identify individual residential first 'and second mortgage loans imd consumer

.:: installII!ent,.loarts for :impairment disclosures, Jmlessswh 'loans'-are .thesubject.ef a. restructuring :agreement.
~mpaiTed loans. :are. therefore.- generally cpqlp..osedof.commercial, co~erpial "mortgage ;·,real estate development,
andct;rtain [~tJuctured , residentialloans, In.addition, impaired .loans are generally.loanswhich !rianagement has
placed in nonaccrual status since loans are placed in nonaccrual status on the earlier of the date that management
detennines that the collection of principal and/or interest is in doubt or the date that principal or interest is 90 days

··or.mor~ past-due,- . .. " '......

.' ... ..

' .' " . A lcap is determined to be impaired when, based on current information and events, it is probable that:P:atapsco
:Will be'~nable to collect all amounts when due according to the contractual terms of the loan agreement. A loan is

'i,! riot cons,de~jJ)lp~iJ:~4 ' ,during apt;r;io<lofinsignifiq!t~t ~elay in ,paymentif:PatapscO expectS to collect all
.iiqlol1.lJ~:9u.e"',ncl~dii)g pjlSt-due.inte,est; r~taps.co genc.rallY,considers a period.bfinsignificant delay in .payment
to.include d.~l.in~uencY i\lp:,.tt>; ,anqinchJding.90 days. ,:lmpairment..is me.asure'd,tlu;ough is .comparison of the.loan's
carry.jng ~mount to .the present value of its expected future cash flows discounted at the loan's effective interest
mt¢, or ildhe loan's observable market price or the fair:yalu.c,pfthe collate.raHfthe loan is collateral dependent. :

" '; " .
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June 30,2007,2006 and 2005 ~~> : "iL ' : 'v,:':. \ ,';,'" '.~

Property and Equipment
.:.,. , ~

Lan<~ .is ,carried,at C9S~, Pro~rlY, an4. e~uipment are ,§tated ~t cost.1~ ;u;c\lmuilit~d depr~iation . cQD1Pute4 by,use
',of t~e 'straight;lipe':method '~vei" th~ .~stUnated ~l?fullive 's of the . r~!a~~. :assets: " Addi69.riS,Bl!d b~~erm~ntS ;'are
.:' ¢api~iiZejJ ilnd cC!sts, of r~paif!1 ~d;ma@telillnc~;ar¥ expell$ed when' '~cUri:ed" T~related ~siS llJld'accWnulated
.' 'd~pteci~tioil'are' e.J.iminated frQ~ the accounl$when an asset isso,ld Qrretir~~ and ~e; resu~l!Jntgainodoss is

credited'or'charge(Ho iiicome; . " , . . .. .. " . .
, .. ' ~ .; . .,.' .. .. : ':. '; . '\ j.. ... . • ' , ' 1 I'. .,", I \: ,::, '

; )f'~~ec;'ose~" Reli,i !E,st;~e~~~j<l~he':;i~~~s~~A~~: ' . '," ;:: " " . :.;,:' '.,' ,.<: i,~."::':, ,
,. .. . i , ;: .; ;:- : . ~: :< I .. •:. : ... ;.;.; " :' . ,. ~ ir' :' "j .' '::. . ' ~. :;· ;.f , '. 1_ . .:, ' , I ..,;~ ~ ' '{ I ,";· :.)-:i· l ::; ' .- : ;' . ::.~~: :

., FOfr~l~se~ ,~L,ej;i~t¢ , ~4, od1~r:,r~~~~ 8sSe!S ,m;e, ini~ilJI~" recoidF4 f,t , tl't~ estimat~'fair , Y~llle, net of
. ,'e~~~~!1~~'I.w:g cps~, 'li9?,,:S~~~9~~lldy.}t th,9,!Qwer 9,fc~g c~st ~n~ falf.~~u~ .l~s,~~~~te~ ,c.osts t~ sell.
',i' ,pos!S,~~~l\~m~i ~~ .,~?J~~~g s~~h;iP~pe~~r.e c~~g,ed agalf!flt ~~~ew. thec~e~t p~~qd;', l'Yhde co.sts r.~lal1ng to

'w~r?Y'Jl~ \~u.cli;I~H!t~tl\~l,If ,e ~~p;~~li~(tun.tila~'abllh~~~'~Qn. IS ~a~h,~?:!.~t, ~PD!f,jP.~2.()O,7, :~ C,l?~pany bad
:, }~.!J. ~f~~e,clq~ , rl;a~~~we ,~dO" 9.q,er , r~s~~~~~ ,;,~~e~ ,p($,5.00Q, ., r~C?':e'ff:.~ no .fo.recl~ ..,~ ~s!!'te or,o~r

repossessed assets at June 3 ,2v06. :'.r.' , """"." :, c'; " : "" r' .. ' "

" :;! 'Defette4;l;i~~om~ Taxes '
. ; '~'~, .: .. /\" I.. .' .'.;. ti.I'i:f~ , ,; li·.I ', .'r; ·.,: ·: ;::~ .. : - .. 1: :" ."~:':, ..~ .• ::/ . ~, " . :I-ii.. ::·....·'·l·".:..·· ".':.: .~ ~ ,<: j~.. (-,.,' ::i ;. ,'., ';. " : :.. :~ .', : .

, , Defetted'in:eollie"taxes ,ar& re,l;ogiiiU4;i\yith' ,certa,.iP, ~Xc¥tion~;,fortemp'(ll"lif.y(diirere~~:'bi~~tithC · fiiiiincial
·.irepottingbliSisan¢irtconte'tax basis of~tSai1dliilbilities'based 00'enaeleif.'ltax'tides expected fo IX: in'effect .
'~wheri 'such amoul1lSiare: tbillizCd,or. settled; ;' Deferred ;ta'X assets :~ reeo,gmiCd·oriiy 'td th'e!eltteiit that it is more
'4ikely tliim noribat such 'amountS W11t--'be :~eaiIzed ' BiUlCd 'on co'fiSidetation·l5fava'i1alilee'v'idence;·'iil'Cllidiilg 'tax

;" plitrutin'g'sttategies:ilfld :oth'er factdr&": 'foo '·eff!:.ct's'opchange's.! il\' tii~' ;'laws ' 6r..ilites : ~h deferred ,faX:aSseiS'land
liabilitiesare'tec(j~ized~ti'the : peFiOdlthat'lnchjaestheenactnreiit idate;,t \' , ,-, .' , ., ' ,;" ,k .. ! , ' ,

'. '. .. , . -::.:: .:l,· ,:-- ! _I~~·(: ·· ':".;.. ;- ' :.~: ·i .. X:, .~'J .'. ' . ;'. il~: ~ ~"" ":L LI~" ....' ,.'.: :~ :~~ :' .~. , .; '. . ! '

.Earnings per Sbare of Common Stock
I ~;·~~ .:~ l~!::~. : ,~~ '.:..~: .

. Basic earnings p,er share amounts llrc.: based on ·}he weighted average shares .of cOnUnon sto.ck outstanding.
Diluted earnings per share assume the conversion, eltercise or issuance of all potenti"l commo.n l!tock instruments
such as options, W\UTants and ,conv~~ble :i sec~ties.9nl~s the effect is t~, ~~d~ge" aJ()~s 9(increase earnings per
share..No adjustments were m.ade to net im;ome (numerator). for aUperiods presented. ' . .'

(in thousands, exCq,1 per share i!il~)

Net income

PrefClTed StOck Dividends

Net Income Available 10 Conunon Stock

SI.185

SI,I85

S1 ,t85

SI,I85

.,':

~~.~8.~ , ,;;. "Sp8S

';(): 12.~~. :,',

SI,265 SI,388

:.. ~·r.;: ~..', ' .

. June 30, 2005

Basic Diluted

$1,346 SI,346

177

SI ,I69 S\,346

Weighted average common shares outstand~ "
! ..

1,906 \,,906 . ·,'"J;51~.. ,
,
".

1,573 1,441 1,441

Diluted securities:

Convertible prefClTed stock

Stock options

Adjusted weighted average sbares' .

Per share amount

,; .1 ,I .~, J..

1,906

SO,62

. . '
• .".;-'-',!,:-- . ':';. i·. F• : '. ; . 265

.48 .." ",: "..~" . '."." ...' 8t

1,954 1,573 1,919 1,441

374

108

1,923

'SO,70

.. ,.. '. ,. .. f t" ':1 ?(' . ' .-:':t4.t ..~.:·. .. ':. :~, •.~". .... . :' ~ . : ~ · .. ::: · t.~:, .:-~·I ~ · I~~(. .. .. .~ ·...:i·:; ~; ..ii' ~~ :'i ... l~· ::i;.:··~

..;: '. '.:-~ 1 "_ :;.:;:. :.: l~:" ; . ; · :: ;~~~ ': _:.: ', .: . I ;.J:..'.}..' ~';:?-' :'~'ft j;: · : ,:,~ ~_-,.• ·.l~~· · :: :' " :~·~~ :I. : \·./.~·<: : i ~i\ .

. ~ .... :,! ',"..r, . .. .
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Stock-Based Compensation

'···IJiDeceIIiBer 2004, theF:ASH isstledSFAs N~..1231·(tevi~e'd), .i,'Shilte~Ira$e(rP'~yJrieilt;' (iisFAS 123ffi.)"). ' S~AS
~' 'l}3'(R)' repl~c~s , ~tAs 'No: .123, .~~~tco~niiti;ffor s.topk~J,l~~~ ·ic~~p~~~~jon~: ..,<:,~~4.8' 1 ·2j.~;): ";ari{~up~~des
. APB·J opirlibiiNo, 25, "'Accounilii for Stock Issued to Em '10 ees""('iAPB"'25"), SFAS ' 123&)£ ' .. ires

coinpenSat~oncbJ~ulhdliied 10 ~li~j.~cliSed 'p~ym~t~cti6~t~ ;~· · ~c6gn~~tf ·iti ·tJtb ·fi~~Cial.s~itt~JP~~ver
the period that an employee provides services in exchange for the award. The Company' adopted'effective July I,
2006, th~ new ' s~dard using ' the modifi~ . prospe~'i.t~ , me,~,~... ·;Un~pr ..tP,cr,~~diqc:d , p~'?SP~~~~ ~ m~~~
companies are required to record compensation cost for rreW and iJiQ(ldied awardS over the related vestmg penod
ofsuch awards prospectively, and to record compensationcostpr,ospectively on the non-vested portion, at the date

'.'~ ot'adoption; I of pre~iously isshe~ antroutstaitdiit~awatds 'bV~t' th"e i~m~iDiBgvbsti~tp~ri6d 'C?{'s\ach 'ii~d{No
.' changlf6°ptlor pe'ri'ods'presehted j~ ~8.riilltted'ilndetthe modifi~ prosptlcti\le melbo<t" Tl;ifGO'tbpariy'-,red>gnked
': a :pre'talt ~xpens~:·Q.f'apjiroidniately $'5,600 'iii " ili~ year~ndeif'iune '3Q,2Q07 ''Cor ''tiit'ei~ 'tblatedto' tile'final
:.scheduled~~tin~')Ma)i .outstanding,st~c¥ opti~p.:a~s.-:1~.ere ..~~re "no2 ~tdd~oP~o.hsgta~,l:.~')rr~he :year ·erided
. ·'Jilile·30;C2007!"Arlyltdcfitional'unpact o(adoptin'g tfJenew 'treCoiititirig ::smn(J~#.'~Rbe det~¥~rled)b}'}~e ~b~

payments granted in future periods. . ',. , ..).1 ,, '... . . "'; - ..' . '.

Prior to revisio~, S~t~ment 123 allowed compilllles to accountfor stock-based compens/l.tion,c.lt/ll;i,und.<lr the';new
provisions of Statement 1~3 or under 'the provisions o(A9c~Unting Principles Board .OpiD;op No. 25(APB 25),

...M~0'!JIltWgJQf. ,, ~t9~k Issued't o ~m~lQy~s.. :b\ltr~quired]1rl? .(Qrijlll ,di.spl~W:QjJl ~e, fo.otiJot~ . t~hme , fmancial
statepl~n~ ~; if.!11l1 ·P.l~.al!.uremen~ ;p~~;v.i.~ion~ , otStatellJ~~J ~.~;!m.~ c.~elJ., ~doptell. ~!h~)~iPp8ny lj.QCQ'lP~ .fQr its

.. , ; ~tPClc-!,a~ Go~P;~~~.lItion, i1J;·ag~or~ance: 'Y!,th ,MB :2~, 'Uu'Quglt ]une )~Q'·12006. :Ac.¥Q!"4inglYi .DO stf,Xik: option
.. .b~C4."e.JDi?I~y~~.,compell~aijoD , cos~Js ..re6.~$.~ in ~IlCt ,jnCQ~l,1JQr tl,tf; . y,e~ e~e.~ ,June qQ .~OO~ .\UlQ2005;.lI$ ·all
•,.9ptiqAS ~t~~ ,uq~er these..plans ~\I,d lJIl~~er,c;;ise.,p.~ce eguaJJJot4e ,~ke(,y~\!~of I.ffl:.Jm4e,rly!.qg coIJlJllQn :st~ck

on the date of grant. The following ta~'c:.).'. i1Justrat~ ~e,e~QCt,on,Dt;t ; iqc;o~e ~and ; ellJllillg$ · ·per . sh~flHf the
company had applie~ the fair ~alue recognitioJ;1 .p~~visionsofStatement 123. .

(in .thousands eltcept for.per share data) Year EndedJune~Or

'., . i. '

"::

,', ' .. ~ ,', :: I

.• .. i., '

< !:~ " " $ ' :1:3'8f -" S':''\346 .'
... , ... .. . :. ~ ~, :.• ,; . . '-I .~ ~-, !:t·,: " '. ' :.' ,

. :::.

:. .;.~d liic'(;in~ as t~rt'cd" •.
.: " ::~ ,/( \~ . '.'

Amounts recogniZed as Cltpel1se in fmancial
.. stati:JilClllts, net of related taJ( effects . 22 30

, 0 " • • ! . : '.:

. (S7) .

1,319 "

.(28)

$ ....1,382 .. $

. . ' .~ .'~~~;: TO~~l.#.~~o;'~~n~~ ei41i1¥~': / . ..
". compensation eXpense determined under ....

.:. ... ,, 'fair .value method for all awards;·riet-of .·
1·.,:'· ..ieJated to -effects . ' . .

Profonna Nd Income
,.: .

:.: '

$ 0.80 $ O,~~",\, ;:: '. ~ ..
$ 0,80 $ 0:79

-,..

.$ 0,72 $ 0.70 '.~ . .::.

$ 0.72 S 0.69

.. ..

Diluled • as reported

Diluted - pro fonna

Earnings per shllfe

Basic - as reported

Basic - pro Canna

. ., ;' ....

'·.l:

, :·'Comprehensive·.ln.come, ; .; ,',

.. Acco~ntirig' priiiciples' generally"require .th'at· rec'ognized revenue,. expenses, gains .and losses be included in net
income. Although ,.\:ertain changes in assets and liabilities, such as unrealized gainS and losses on available' for
sale.securities, are reported as a separate component of the equity section of the statement of financial condition,
such items, along with net income are components of comprehensive income.
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June 30, 2007, 2006 and 2005

.... ,;::,:~.:. .,',

J."
'.'.'

GoOdwill and Intangible Assets' .' .

Goodwill is not amortized, but rathe~ it is tested for i~pa~ent on 'an 'annualba~i~ at the'reporting witt 'Ievel;
. whi,ch is either at the samp Ilfvel.or one level below an pperating segment.. Other acquire<iintangible. assets with
..finite lives, such as purchase~' Qustomer accounts, lP"e required to:beamorti1;ed -overtheir est.una.ted lives. - Tile
Company amortizes .~pch lISs~ts \lsirtg !hP·. straig~t~li~eme~od over, ..estimated,·useful)iv~s()f~ <i ye~. The
Company periodically ass.esses whether events pr changes. in circumstances indicate that the c~rryi,!g aDlOllnts of
·goodwill andot1ler intangible assets may be impaired. ." .'" .

..•.

Amortizable intangible. assets were composed of the following:
.. } ':" ,":.:

",,'

.-::.
.f .. ': ~ .....;, .

. June30,2006 , ... ,';
~•. ' j .'

., , ·~i· ;Ot6ss Cilrryli1g Accumulated Gtoss Carrying ,",Accumulated' .
" (Dolldrs inThol4Sai'Uis)···i " Amount . AmQrtizatioIl," Amount .' Amortization'

"~orti~~le ~~ngible ~~s~ts;.' '!' j;.. ' i,

acquisition ofdeposit accounts $516 $168 $516 $116
\,f!:,.,_~... ·;i,· " -..~'/' '1',;.~~;' ,_. ;,'(', ,,;;.;'" '":',: ,~!,:'i ;;; • ::r,~ .',',:' ., iP " ", ,' ...j ;

. ::' '.' ~ ", ' ,:.' '" ",., .... ,'-',~' "1'" • "r :;','. "' :, ' ';:" ", " , . ,..' '\. .; .'" "" " .. ", \ .... ';, ., • ' . ,: .. '. " .,,',
Amortization expen&l: was $5 r~ooo for tlit\' year end8d'Julie' 30, 2007, 2006'afid'2005 and is schechded'to 00 $51;600, .
tht~ach,ofthe n,e~t Me ye,ars .. ' " ;~,,,,.,,,,:,:;:.. '. ';.,' ",,:, .';.' ':':',:,,'::" ',;, ," ,

. ', ... ,; .". t'"';,,,

A.dyertisilJ~Costs;
... j' ", ~.- ,.., "'., .. '. • . '.\ 'r '.:: .' ~ , ",'

. !

I,." ':','

;,

,.;.,
"J,

Seglpen.t.~eporting,' , ' . ,,'

The :Comp'imy a2ts· as ail independetit community finiUiciilhlervices" provider, aild offerstradinonal' banking·.arid
relined fuiandalservices to individual, business 'and goveminent custo~t:S>·'.Fhroligh itsbtanch 'and automa.ted'
teller machine'networks, the!Bank,offers a fun 'artIly'ofccominercilil and retail flIlailoial, serviccs,-induding takiilg 'of:
time,'savings and demand'deposits;'themaking of commercial; consumer and ,mortgage loans; and!the'providing·of
other financHd'sel'Vices: ., ,. ..... ..,. :;, '1, .: 'fl' ; I

Reclassification

• " ,1::)", " ', •. " ~'!:' ''. J' ",:,i

,! •

Certain prior year's amounts have beelf~~classified to conform to tl,te current year's'presenta!ion; .... ., .:
;, .' ' . ,. >,' , . 1 .• '; .: .. ,', I ~ i'j' .,' ; .' ,,:,' . '::'. i .' ,.," i',' I' ',:~;'.'

Ofr Balance Sheet Credit Related Finimcial'Iiistrurnents':' :. Ii ';:'., r: .!',
-.: ,:' " .. .,~.

In the'ordinary course of-business, theCompanyhas;'entetediilto coInniitmehts'to extend credit, commereial letterS
ofcredit, and;standby letters dfcredit.·Such financial insthm1ents are recorded when funded. ' ; ,t' , . , ;"

. . '. ,';: ,~,' . " ".;' ;fi " ;l/~ '·'".d·,.~' :,,'.1

New Accounting Pronouncements I .''-,:.

p :.'

In February 2006, the FASB. i~sued SFAS No. 155, "Accounting for Certain Hybrid Financial Instruments." SFAS
No. 155 amends FASB Statement No. 133 and FASB Statement No. 140, and improves the financial reporting of
certain hybrid financial instrumellts by requiting morecol}Sistent accoun,ting that eliminates exemptions and
provides a means to simplify the acC<?unting for these instruments. Specifically, SFAS No. 155 allows fmancial
instruments that have embedded derivatives to be accounted for as a whole (eliminating the need to bifur~ate the
derivative from its host) if the holder elects ~p account for the whole instrument on a fair value basis. SFAS No. l5,5
is effective for all fmancialinstruments acquired or issued after the beginning of an entity's first fiscal year that
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