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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) 2008 2007

Tax at statutory rate $732 $650
State income taxes, net of Federal income tax benefit 69 114
Other (26) (37)
Income tax provision $775 $727
Effective tax rate 36.00% 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 atax 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.

Regulatory Matters

The Federal Deposit Insurance Corporation (FDIC) insures deposits of account holders up to $100,000. Patapsco
pays an annua premium to provide for this insurance. Patapsco is also amember 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, al 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 anon-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 islimited by the retained earnings of the Bank in the current calendar year and the prior
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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.

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.

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 |
capital (as defined) to risk-weighted assets (as defined), and of Tier | capital to average assets (as defined).
Management believes, as of June 30, 2008 and 2007, that Patapsco meets all capital adequacy requirements to which
itissubject.

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 well or adequately capitalized
Patapsco must maintain minimum total risk-based, Tier | risk-based, and Tier | leverage ratios as set forth in tables
below. There are no conditions or events since that notification that management believes have changed the
institution's category.

At June 30, 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.

To Be Wdll

Capitaized Under

For Capital Prompt Corrective

Actual Adeguacy Purposes  Action Provisions

Amount Ratio Amount Ratio  Amount Ratio

(Dadllars in thousands)

Totd Capitd (to Risk Weighted Assets) “ $21,585 1045%  $16,532 800%  $20,665 10.00%
Tier 1Capitd (to Risk Weighted Assets) .. 19,752 9.56% 8,266 4.00% 12,399 6.00%
Tier 1 Leverage Ratio . 19,752 7.63% 10.352 4.00% 12,940 5.00%

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.

ToBeWel

Capitaized Under

For Capital Prompt Corrective

Actud Adeguacy Purposes  Action Provisions

Amount Ratio Amount Ratio  Amount Ratio

(Dadllars in thousands)

Totd Capitd (to Risk Weighted Assets) . $20,091 1026%  $15,665 800% $ 19582 10.00%
Tier 1Capitd (to Risk Weighted Assets) . 18,981 '9.69% 7833 4.00% 11,749 6.00%
Tier 1 Leverage Ratio . 18,981 757% 10,030 4.00% 12,537 5.00%
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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 mutua 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"
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. Inthe 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 adistribution
from the liquidation account after payment to al 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 a 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.

Benefit Plans
Employee Sock 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 alocated, the Plan terminated and as of June 30, 2008 dl 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 Sock 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 avariety 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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A summary of the status of the Company's non-vested shares as of June 30,2008 is presented below:

Common Weighted Average Grant-Date
Shares Fair Value
"Non-Vested as of June 30,2007 14,453 $ 1371
Vested $
Forfeited 1,804 $ 1371
Non-vested at June 30, 2008 12,649 $ 13.71

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.

Stock Options

The Company's 1996 Stock Options and Incentive Plan (Plan) was approved by the stockholders at the 1996 annual
meeting. The Plan provides for the granting of options to acquire common stock to directors and key employees.
Option prices are equa 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.

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.

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

Weighted Weighted
Average Average Aggregate
Exercise Options Exercise Intrinsic
Options Price Exercisable Price Vaug(O00s)
Outstanding, June 3D, 2006 138,495 $ 5.62 122,877 $ 551
Granted
Exercised (90,623) 541
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.
, Exercise Price Number Remaining Number
of All Options Outstanding Contractual Ufe Exercisable
6.29 20.832 3.14 years - 20,832
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
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401(K) Retirement Savings Plan

The Company has a401(k) Retirement Savings Plan. Employees may contribute a percentage of their salary subject
to limitations established by the Interna 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.  Additionaly, since the ESOP is fully alocated, the Compensation
Committee of the Board of Directors has approved a discretionary profit sharing component to the 40IK plan. The
accrua for this component of the plan for the years ended June 30, 2008 and 2007 was $108,000 and $113,000,
respectively.

Fair Value of Financial Instruments

Statement of Financial Accounting Standards No. 107, Disclosures about Fair Value of Financial Instruments
(SFAS 107) 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 a particular financial instrument. Because no market exists for
a significant portion of the Company's financial instruments, fair value estimates are based on judgments regarding
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 financia 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 $ 5215 $ 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
L oans 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 1,063 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 Duefrom 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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Securities

The fair value of securitiesis based on quoted market values.

Loans Receivable

Loans receivable were segmented into portfolios with similar financia characteristics. Loans were aso 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 Financwl I nstruments and Siandby Letters of Credit

The Company is a party to financial instruments with off-balance sheet risk in the norma 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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(13) Condensed Financial Information (Parent Company Only)

Summarized financid information for the Company is as follows as of and for the years ended June 30:

(In thousands)

Statements of Financial Condition 2008 2007

Cash $ 327 $ 1671

Loans 1,375

Equity in net assets of the bank 22,815 22,369

Other assts 209 251

Totd Assets $24,726 $24,291

Accrued expenses and other liabilities $ 3B $ 375

. Subordinated Debentures 5,000 5,000

Stockholders equity 19,391 18,916

Totd Liabilities & Stockholders Eguit;/ $24.726 $24,291

(Tn rhousands)

Statements of Income 2008 2007
Tota Interest Income $ o7 $ 5
Tota Interest Expense 324 323
Non-interest Income 2,000 2
Non-interest Expense 14 1

Income(loss) before equity in net income

of subsidiary and income taxes 1,729 (327)

Net income of subsidiary 292 1,399
Income before income tax provison 2,021 1,072

Income tax provision (benefit) 644 (113)
Net income $1,377 $1,185

47



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

(in thousands)

Statements of Cash Flows 2008 2007
Operating activities:
Net income $1,377 $1185
Adjustments to reconcile net income to net cash
provided by ‘operating activities:
Equity in net income of subsidiary (292) (1,399)
Termination fee earned, not collected (2,000)
Increase in other assets (34) (51)
Incresse in accrued expenses and other lishilities 45 172
Net cash used in operating activities . (904) (93)
Investing activities:
Purchase of equity securities (20)
Proceeds from sde of equity security 2
Additiona investment in subsidiary stock (300)
Dividend received from subsidiary 625
Net cash provided by/(used in) investing activities 625 228
Financing activities:
Payment to purchase common stock (659) (690)
Cash received in exercise of stock options 114 338
Cash dividend paid (520 (490)
Net cash used in financing activities (1.,065) (842)
Decrease in cash and cash equivaents (1,344) 0,163)
Cash and cash eguivalents, beginning of year 1671 2,834
Cash and cash equivalents, end of year $ 327 $ 1671

Non-cash Transaction: A portion of aloan in the amount of $625,000 was contributed to a SUbsdiary.
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Dundalk Maryland
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statements, assessing the accounting principles used and’ sxgmﬁcant ‘estimates. made by management, as well &
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L

: ‘pr”esent fairly, in sall, alenal
2007 gnd 2006 ané the

hé'penod ended JJne
20 J

3

pcranons a_nd ;henr cash ﬂows fo ch of the t
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Temporary equny ESOP shares Sub_]cct ;o put option

* Stockholders' equlty

,°‘, " Conimon stock $0.01 par value; authonzed 4,000,000 shares,

" issued and outstanding 1,864,985 and 1,813,925 shares at

i June 30, 2007and 2006 respectively |

“ Additiondl paic-in capitdl

‘ - Deferred. compensatlon contra-

«,  Obligation under deferred compensation

Retained earnings, substantialy restricted
Accumulated other comprehensive loss, net of taxes

. Total Stockholders’ Qu:tz - Permanent: :

3
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e 1T0td Liabilities and Stockhol ders Equity _
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$ 4308 $ 4339
~.907. 968
3 255 2.381 ;
7470 . 8188
605
13,147 16,667
220,239 190,589 .
2;599 2416 .
' 4,474 2,175
3303 334
4,226 4076
g 255458 =$ 228,070 ...
S 11,753 S 13, 186
177,959 ., . . 153647 . ..
189,712 'i3166833' -
5000 5,000
38,800 35,050
3,030 2,899
236,542 - 209,782 -
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES ceedtE “ Bl
- Consoplidated Statements of Income sy
- Years Ended June 30, 2007 , 2006 and 2005
- (in thousands except for per share Aat@).... .. g o s 4o .2007. ... -2006 .. o 2005

nterest Income:

Loans receivable $15,461 $12501 $10,613
Investment securities L 02 o411t o 1,046
Federal funds sold and other investateits t. 7163 M4 e 182
Tota interest income' s 16,426 13556 1,811
Interest expense: ‘ ) . e
Deposits - o 5458 348 7 2818
Short-term debat ey 37 . 140 prree
Long term debt and] unior subordinated debentures 200s 1,323 S 936
Totel interest expense - . 7,503 " - 4,949 ° 737154
- Net interest income ° sS8  8607;. 8057
Provision for loan Josses-: . 430 65 : - 225
8542 e e 7,&32
Non-interest income: ' N K
Fees and service charges: PR 730 65 o S 525
(Gain on sale of securities.available for sde—~ L
. Gain on sdle of office building .j}' " 14 . 64 e
(I_)tor% on sdle of otfjer repossessed asSey,s. 9) SR L
’ v : 131 149 T 159
’Total non-interest i mcome ‘ T " 684
-Nor-interest expenses. IETINY i aen A
' !Compensation and employee benefits 4,382 4,490 h 3,773
.- Professiond fees . .*, . ) B 241 287
' Equipment expenses T 331 - 26 284
" ".Net occupancy costs 565 3352 . o, 306
« ;. Amnortization of core deposit intangible - 51 8l 51
i " ‘Telephone, postage and delivery 250 27 276
.+ Other . 863 00 . 1012
Total non-interest expenses 7,447 1,202, .

) . 6411

"","'_.Iht::'omé i')efore'incp-_n;eiéxe_s 2 ' hed. e 1912 2211 ...

“+ Income tax provision RN, T2 823 s e e <18
1185 1,388, " g
. . Preferred dividends declared R 123 &
Net income available to commen stockholders: - -+ - =, %, LI& ¥ 1,265 $ 3
- Basic eamnings per share $ .. 062 $ 080 $ oy
" Diluted earnings per share $ 0.61 $ 0.72 $ 070 ; ¢

." Cash oividends declared per common shae $ 0.27 $ 0.25 $ 0.23 i
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Stockholders' Equity
Y ears Ended June 30, 2007, 2006 and 2005 -
(dollars in thousands except for per share data)
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
Balanceat July 1, 2004 $ | $2,454 $ 14 $ 4,098 $1,404 $ 172 $ 8,592 $ (355) $ 16,380
Comprehensiveincome:
Net income 1,346 - 1,346
Change in unredlized gains (losses)-on
Securities available-for-sale, net of taxes of S! 16 184 184
Comprehensiveincome 1,530
Preferred stock dividends ($1.875 per share) (277) a77)
Common stock dividends ($.23 per share) (323) (323)
Optionsexercised and related tax benefit, 22,635 shares . 184
Shares surrendered in exercise of stock options 4,387 shares (92)
Purchase of shares under ESOP put option, 7,755 shares (105)
Transfer from temporary equity
Obligation under deferred compeilsation 190
71 Conversion of Preferred to Common
& Balanceat June 30, 2005 $ 17,587
~ . Comprehensiveincome:
Net income 1,388
Change in unrealized gains (losses) on
. - Securities availablé-for-sale, net of takes of $1667 7.0 . 2 DR 7, (263
eclassification _adjustment for gains included in net
mcome,netoﬂax 6£$0.6. : Wit _ . (1
Comprehensive.incomer:: L 1,124
Preferred stock dividends ($1 A4l pcr - share) . e (123)
Common stock dividends ($0.25pershare) .. .., ... ' L (386)
Compensatwn under stock-based beneﬁt plan s 89 (72) =17
Optxons exerclsed and related tax beneﬁt, 36, 353 shares 189 ) j89 )
- Shares surrendered-in exercise Of stock options, 5,649 shares (59) 17 (59) 1
Purs«:hase of shares under ESOP put option, 1,938 shares (23) . (23) yl
. Transfer from temperary equity ' . " ., . 145 (145) o 7
Qbligation under. deferred compensation o - 27 ...27
Conversion of Preferred to Common (1) (2,280) 4 2277
- o - (continued on next page)




Conversion of Preferred stock to cash .

9674

Baance at June 30, 2006
Baance a June 30, 2006
Comprehensiveincome:
Net income : B g
Changeiin unreallzed gains (losses) on
. .Secyrities avaitablesfor-sale, net’ of taxes Of$76
Comprehenswe income. -z ¢ - e
Common stock dmdends ($0 27 per share) g
Compensatlon under stock-based benefit plan -,
Options wcemsed and re| ated tax, bencﬁt, 90 623 shara

Ry

Purchase of. shars under ESOP put optmn, 29 992 shares
Transfer from temporary-equity
Obl_gatmn under: deferred compensanon

* »H

18
18

$10,317
$10,317

1,185

(508)

$10,994




PATAPSCO BANCORP, INC. AND SUBSIDIARIES

4,345 preferred shares to 17,348 common shares in the years.ended June .

30i 2006 and 2005, r%ively

See accompanying notes to consolidated financid statements.

Consolidated Statements of Cash Flows sk
Years ended June 30, 2007, 2006 and 2005
" (in thousands)
$ 1185 $ 1388 $ 1346
31-6 . 312 271
o\ ' 430 65 - 225
116 59 48
48 9 , 45
51 51 ... 51
42 w28 ®)
.69 9w (59)
~(34) (43) (105)
(14 (64)
9
(165) 24 80
156 sl 329 vt (371)
Net cash provided:by operating actiVities.." " "Jw .+ oy $ 2,072 ¢ $. 2095 1§ 1,526
Cash flows froin investing activities: BT R TR T R e
Proceeds from maturing time depostmvesunems SR P 4o 000 s L e e 203
Purchase of securities available for sale (20 ‘ (31(% L (2,006)
Proceeds fronr salé of Securities available forsale » <. «ir 92, e °
Proceéds from maturing 'securities avaxlablc for sale and prinbipal i R
paymients’on mortgage-backed secdrities available for Seie .o 3612 R XL T 6,653
Loan principal disbursements, net of repayments & (28 498) .(26,838), (9,825)
Purchase of consurer loans - (15717 ' (2,726)
Proceeds‘from sale of repossessed assets BT <}
(Increase) decrease in investments required by law" "= - _. *° - (i83). b3y 83
Cash received in sde of property and equipment 50 1
Purchases of property and equipment 2,651 gy T4
Net cash used in invedting activities "$ (28560) $ (23,493) $ 5043
$ ' 2905 5 2;6(')3; s
@ el
800, o 20000,
TUE2s0) T (S, 183y 0
AR X1 SR
<L R R )
: _(690) L )
"(490) (521 T
6s). ...
Net incredse (decrease) in cash and cash Quwalegts L g o B (718) '_-
M@mvalenm atb egmmng of y Xear ______ ' ) T 8,188 !
Cash and ash equivalents ai end of year . A L8 14707
Supplementa cash flow information:
Interest paid $ 7,35 $ 4,940 $ 3735
Income taxes paid : e e . 837 oo 790 - 656
Non-eash equity transactions: RRRTACI R ;
Converson of 91,297 preferred shares to 363 878ncommon -shares and n. 2,281 109



PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolideted Financid Statements

@

Basis of Presentation andMSummary of Significant Accounting Policies
Description of Business

Patapsco Bancorp, Inc. (the Company) is.the holding company of The Patapsco Bank (Patapsco). Patapsco owns
100% of Prime Business Leasng; Inc. (Prime Leasing) and Petapsco Financid Services, Inc. -(Financial)... The
primary business of Patapsco is to attract deposits from individual*and..corporaté ‘customers and to originate
resdentid and commercial mortgage loans, commercid loans and consumer loans, primanily in the 'Grester
Bdtimore Metropolitan area. Patapsco is subject to competition from other financia ;and mortgage institutions in
attracting aid retaining deposits and in making loans. Patgpsco is subject to-the regulations 'of-certain agencies of
the federd government and undergos periodic examination by those agencia -The primary busness of Prime
Leasing is the origination and servicing of commercia finance leases. The primary business of Financial is the
sale of conSumer investment products. ;

Announced Transaction

“»Bancorp, Inc whereby the Company will be merged wnth and into Bradford Bancorp. The transaction is expected
to be completed inthe fourth calendar quartér of 2007 and is subject to the approval of the mémbers.of Bradford
Bank MHC, the shareholders of Patapsco Bancorp and regulatory authorities. " ;.- - - _

" In connection with the merger, | Brédford Bank’s current mutual holding. company, Bradford Bank MHC which

offering. Under the tenns of the transactxon, sharehal ders of Patapsco Bancorp wﬂl be enutled to receive dither
$23.00 in ceshor 23 shares of Bradford Bancorp common stock (assummg a $10 00 per sharg, mmal public
offering price)-in exchange for each share of Patapsco Bancorp common stock. . Based upon the $23 00 per.share
price, the consideration is approximately 278% of tangible book velue, 229% of book vd ue and 30 tlmes trailing
twelve months earnings, computed as of the day of the announcement g . t
Basis of Preseiltaﬁo“ ‘ sy f e -‘M-) 5 ;‘_vgi;, L

The consolxdated flnamd Satemients |nclude the' accounts'of the' Company and its wholly-owned subsxdlanms

Patapsco, Prime Leasing and Fmancnal All sgnificant |ntercompany accounts and, transactlons have been
éliminated in consolidation, T

In prepanng the consohdated ﬁnancxal statements, management is. required 10 make estxmates and assumptlo
that affect thereported amounts of a&ets and Hablfittes asof the date of the statements of ﬁnancxal condition ans
income and expenses for the periods then ended.  Actua tesults could differ sxgmﬁcantly from those estimates.
Materid estimates that are particularly susceptible to sxgmﬂcan; change in the near-term relae, to the
determination. of the allowance for loan losses. , o

- Management believes that the allowance for loan .losses is' adequate; - ‘While. management uses and considers

-available information in making the required estimates--additional provisions for 1ossw may be necessary based

"'on changes'in: economic conditions; particularly in Batimore and the’ State of Maryland “n addition, vanous

regulatory agencics, as an—mtegral part of their examination process, penodlcaHy Teview Patapsco s allowance for

. .-Joan Josses. Such agencies may require Patapsco to recognize.additions,to the allowaiice baed on their judgments

about infonnation available to them at the time of their examination.
Significant concentrations of credit risk’
Mogt,of theCompany’s activities' are with customers in the Greater Bdtimore Metropolitan Area.. Note 2

discusses the types of securities the Company-invests in. Note 3 discuses the typ&s of lending that the Company
engages in. The Company's largest lending relatxonshxp 187 $2 7 mﬂhon .

T T AT A B L N AR L1
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Notes to Consolidated Financial Statements IER il T S

-June 30, 2007, 2006 and 2005 Flenon

The Company's residential lending operations- are-focused in ‘the-Staté ‘of Maryland, primiarily’the .Baltimore
Metropolitan area.  While residentia Iending is gengraly consdered to involve 'less risk- than other ‘forms of
lending, payment experience on these loans is depéndent to some extent on economic and market oondltl onsin the
Company's primary lending area .

Cash'and Cash EqUIvaI ents-.

Cash equlvalcnts mclude short-term’investments, with ‘an oﬂgmal matunty of 0 days or Ie$, 'which con51st of
federd funds sold and interest bearing deposits in othet financial institutions. >+ ¢ - =i 1

Securities'

. Debt sécuriies that thie Comipany has the positive-intent and ability t5 hold ‘to matiirity-dre classified a§ held-to-
,maturity arid recorded at-amortized cogt. ~-As the Company does: 1ot engage in:securities trading, the balanice of its
‘debt'and equity securities-are classified as available-for-sale and recorded at fairivalue with unrealized gais and
losses excluded from earnings and'reported as a separate- cdmponent ofstookholders”. eqmty, net of tax éfféets. All
« of the Company’s secumtles are class1ﬁed S ava:lable-for sale at June-30 2007 and 2006 '

N BT e H 31 Tl H

‘ If adecline in’ value of an mdwxdual secunty ClaSSIﬁEd as’ held-to-mﬂtimtyx of ava:la%lc-for-sale s Judged to be
. othet-than temporary, the cost basis of that sedurity isi ireduced t0'its fair value and the dmounit of the- wnte-dOWn |s
. included-in eamings.. -Fair valué is détermired ‘based on:bid “quotatiofis Tfeceived ﬁ*om seciirities dealérs:
=+ estiating othei-than-temporary-impairent lossés; management ‘considers‘thé léngth-of tire afid ‘extent to whxch
. .fair value has béen:less than:cost; the financial condition’ and nearterm: ptospects of thie’ lssudr and‘the intent‘and
ability-of the Company.to hold the securities until the earlier of' “market price’ rcct)Very of maturity. For purposes' of
computing redlized 'gains or losses on the sales of securities, cost is detennined using the speuflc identification
" method. Premmms arid. dnscounts + On 'securities are: amoﬂized ov&r {he ‘térm “of the secuntywsmg Lhe interest
> me!hodf et e % AN AR N RO S LA e
--:"Investments Seeuriﬁes Reqmred by Law i )

I L

Investment secuntxes xequu'ed by law represent Fedeﬂll Reserve Bﬁnk of Rxchmomd and‘Federal Home' Loan Bank
of Atlanta stock, which are considered restricted-as to marketability: - R g i,

Loans Held For Sale i ". Do ot

.,Loans held for sale ae: camed at: the Iower of *aggregaté éost"or faxr Value Féir value i§ determmed based on’
~outstanding- ‘investor commiitments or; in the .absence:of suchicommitniexts, "Based -onicurient chstor yield
: reqw rements. Gains and losses on loan: sales are detcmﬁxied usmg the sﬁecxﬁc identxﬁcatxon method o

N \' : i | ,.".,., Nt i

'-ALoans Receivable: - - .. .0 " TR i fw
. . Tee oo .

‘:Loans recexvable that ‘management: has' the intent-and abxhty to hold for the formeable future ef until'maturity or
-payoff-are!stated at their.outstanding unpaid priricipal balances adjusted for- charge—offs sthe allowance for loan
i :_:zlk;)z;sses, a"ld any deferred: fees or: costs on orlgl nzied Ioahs ’(nterest mcome g accmed on the unpald princigial

The accrud of intereﬁ is generdly disoonti nued when the contraaud .payment of pri ncipd or interest 'ha‘s bé‘céme
90 days past due or management has serious doubts about further collectibility of principa or interest, even
though.the loan. is' currently perfonning..A loan may: remainon-accrisal statu§'if it'is iri'the’ ‘process of collection
- andJs €ither, guaranteed or well secured::When a loan:is placed:on nonaccrual stafus iunpald inferest credited to
income in the current year is reversed and unpaid interest accrued in‘piior yeirs is ‘éhiarged against the allowance
for loan losses. Interest received on nonaccrud loans generdly is either gpplied againgt principa or reported as
interest income, according to management's judgment as to the collectibility of principd. Generdly, loans are
restored to accrud status when the obligation is brought current, has perfonned in accordance with the contractua

EO
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June 30, 2007, 2006 and 2005 iy

.tenns for a-reasonable period of time and the pltimate collectibility of the total contractual pri nupd and: mterest is
“'.no longer.in doubt Yo 4 L

Loan Fees

Loan origination fees are deferred and amortized to income over the contractual lives of the related loans using the
interest method, Certairi incremental direct |oan origination costs are deferred and recogniied over the contractual
" lives of the-related; loans wsing the interest method as a. reduction of the loan yleld Eefexrcd fees and costs ae

V1

combined where applicable and the net amounuseamomzed. LR w3 = & Rl e
- Allowance for Loan Losses CFer e

The allowance .for loan,losses: (“allowance”) represents.an. amount, that in the judgnient bf:management, will be
adequate to absorb probable losses on.outstanding.loans. and-leases that may hecomeuncollectible, The alowance
-Jepresents an estimate:made based upon. two ;principles ofidccounting: (1) Statement of ;Finaneial. Aceounting
"Statidards -(“SFAS”) No.5: “Accounting for.Contingencies”; -that. requires :losses .t0;-be acénfed - when"their
.. occurrence is probable.and estimable, and(2) .SFAS No;-U4 “Accounting by::Creditors for: hnpairment of a
" ‘Loan”, thlit requijres losses be accrued when it is probable that the lender will not collect al principal and interest
.xav'v’nen: due under. the: original, term..ef ithe Joant. The adéquacy of the alloviance is determined: through’ careful
-‘evaluation. of the. loan portfolio. . This determination:ds inherently subjective: and requires significant estimiates,
including estimatgd losses on.pools of homogeneous loans based:on historical:loss experience and consideration
. pf the current, éconpmic environment that may. be subject tQ change. | Loans andJeases deemed uncollectibleare
, charge,d agams allowance and recoveries of previously charged-off amounts: are-credited. to it: : Thelevel. of
‘the allo . qdjusted through the prowsron for loan losses that is recorded as a.current; penod expense .

3

. The methodology for asspssmg the appropnatcncss of the al]owance mcludesa specxﬁc allowance a-.formula
! allowance:and anonspecmc alowance. The specific dlowance is for risk rated credits on an individual basis.: The
formula allowance reflects historical losses by credit category. The nonspecific allowance captures losses whose
. impaet on the portfolio have occurred but have yet to be recognized in-eitherthe specific allowance or thefonnula
dlowance. Thefactorsused in detcrmining the nonspecific dlowance include trends in delinquencies, trendsiin
~volumes‘and terms.of, loans, the size:of loans:relative to the-aHowance, concentration of credits, ,the quailty of the
: 'nsk identification system and credit administration.and local and national economic trends. ", Ll .

"" A loan is determined to be impaired when, based on current information and events, it is probable that: Patapsco
will be'unable to collect al amounts when due according to the contractual terms of the loan agreement. A loan is

‘Mot consﬂered«.unpanred «during a period-of -insignificant delay in payment.if-Patapsco ekpect§ to collect all
-amoupts;due,-including past-due interest:: Patapsco generally: considers aperiod bfinsignificant delay in payment
t0.include delinquency iup:to. ang mcludmg 90 days. ,Jmpairment.is measured:through a.comparison of the.loan's
carrying amount to the present value of its expected future cash flows discounted at the loan's effective interest
rate, or at the |oan's observable market price or the fair:value;of the collateral-if:the loan is collateral dependent.:

Large groups of smaller-balance homogeneous loans are evaluated collectively for impairmedtl :Accordingly; the

Company does not separately identify individual residential first'and second mortgage loans and consumer
_.installment ,Joans for :impairment disclosures, pnless ‘such Joans-are the subject. of a restructuring agreement.

Impaired loans are therefore generally comprised of .commercial, commeroial -mortgage, real estate development,

and certain restructured residential loans. In addition, impaired loans are generally.loanswhich management has

placed in nonaccrual status since loans are placed in nonaccrud status on the earlier of the dete that managemient g

detennines that the collection of pri nupd and/or interest isin doubt or the date that principa or interest is90 days i
--or.more past-due; - . .

Patapsco recogmzed mterest income fpr impaired Ioans consistent with-its:method for .nonaccrual loans.
Speclﬁcany, interest. payments received are recogmzed as .interest income or if the -ultimate- coIIectlelty,, of

prmc1pal is-in doubt, are.applied tp principal, .. - - . . it

1 .',: o
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES I
Notes to Consolidated Financid Statements wrmmmae
June 30,2007,2006 and 2005

Property and Equipment

Land is carried, a cast. Property, and equipment are stated at cost less accumulated deprecranon computed by use
', Of the straight-liné ‘methiod over the esumated useful lives of the rolated assets.’ Addxtrons and betterments ae

, clapuahzed and costs, of repairs and maintenance are expensed when mcurred The related costs and ‘accumulated
deprecmnon are' elmunated ﬁom the accounts when an asset is sold or retired end the resultant gam or. loss is
credited or charged 10 mcome ) o et

. ]
1 o

 Foreclosed Real Estate and Other Repassessed Assels + . -

' Forcclosed ;eal estatc and other repossessed assets are mrtrally recorded pt thc esumated farr yalue, net of
ted sel]mg costs, agd subsequentiy at the 1qwer of carrymg cost or, fair \{alue less estrmatcd cOosts to |,
. Costs relating; fo. ho d_mg such property are chargpd against income in the ou.rrent penqd,,yyhrle costs relatmg to
rmprovmg uoh 1 estate are caprtallzed until a salable condmon s teached At June }0, 2007, the Company’ b
no foreclosed pstate and ot'her rcpossessed qssets of $5 000 Thcrc vyeré ng foreclosed real estate or other
* repossessed assts & June 30, 2006 R S

u ‘Deferred Incdnie Taxes

oy L

Befetred income’ taos aré recogm ied; giwebn the firiancial
“ireporting basis and-inicotnetax basis of asstts atid ’habllmes based 00' euacteﬁ‘tax Tates e pected fo be inéffect

~iwherni 'such amounts are' réalized-or-settled;” Deferred tax asséts aré récognizéd: only to thé'extént that it is more
“likely than not thdt such amoimts will be: rcalrze& based -on consideration: of aVarlaBle evidence)’ mcludmg ‘tax
planmrfg strategrcs arid other factors~ The eftb" ts of changes m tax’ laWS’ of rates on deferred ta‘x assdts ‘and

S1% !l

Earnlngs per Share of Common Stock

.Basic earnings per share amounts are based on the weighted average shares of common stock outstanding.
Diluted earnings per share assume the conversion, exercise or issuance of al potential common stock instruments
such as options, warrants and.convertible secuities, ynless the effect is to, reduce aloss or increase earnings per
share.. No adjustments were made to net income (numerator) for aU penods premnted .

June 30,2000

(in thousands, except per share data) R T et oGt TS une30, 2005
Basic Dﬂuted =" B +:"Diluted Basic Diluted
Net income Si% S i 81,388 §1,346 SI,346
PrefCITed Stock Dividends e 177
Net Income Available 10 Common Stock Sl,185 S1.185 S1,388 9,169 S\,346
Weighted average common shares outstanding 1,906 \906 . 1573 1573 1441 1441
. v n

Diluted securities:

Convertibleprefesred stock e o ;. 265 374

Stock options 48 ) e Wi 8t 108
Adjusted weighted average sbares' . 1,906 1954 1573 1919 1923

'SO,70

Per share amount 062 $0.61 $0.80 780727 BT
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Stock-Based Compensati on

i December 2004, the FASB issiied SFAS No 123 (revrSed), "‘Shat'e-Based Payment” (“SFAS 123(R)") SFAS
; 123(R) replacés SF}\S ‘No: . 123, “Accoummg “for Stock-BaSed K ion”, '(“SFAS 123”), ‘and supersedes
. Arg’ Oputron ‘No. 25, ““Aécounfing for Stock ISSued © E’mploy (“APB 25") SFAS” 123R) requirés
compensation costs Telated to shiré-based payment ‘franisactions to bé’ recogméed in the ﬁnanctal statéments over
the period that an employee provides services in exchange for the award. The Conipany” adopted effettive Rily 1,
2006, the new ‘standard using' thé modified prospective method. “Under the modified prospective , method,
companiés are reuired to record compensation cost fof W and iodified awards Over thie fetated veting period
of such awards proepealvely, and to record compensationcost pr ospe:nvely onthe non- -vested portion, at the date
= of adoptlon,rof prevrously issted and’ outstanding awards over tie rémammg vbstmg pcnod of such ,a' v
; i0f périods presehted is permitted inder the mo rﬁéd prospectrvé method.” The otiip pany’ recognii
“a pretax expense of ‘approximiately $5, 600 in-the year énded Jine '30 2007 for the expense t‘elated to the find
~scheduled vestmg of all outstandmg stock opuon avfards There were no stock options granted"m the yéar ended

" June 3052007 Ariy addifional impatt of adopting the neW’ at:bountmg stahdar w:ll be &ctcrm | cd by shﬁre-bﬁsed
payments granted in future periods. LA

Prier to revrsxon, Statement 123 dlowed companics to account for stock-based compensation cither.under thenew
provisions of Statement 123 or under ‘the provisions of Accounting Principles Board . Opmlop No. 25(APB 25),
.Acgounting, for. Stock |ssuedt o Emp}oyees, but required pro forma. disclesure.in the: footnotes to.the. finencial
statements as. £ the measurement ; provisions, of Slatement 123:had been. adopted. The)Cpmpany aqcoqpted for its
._.;stock-based qompensatron in. accordance. with. APB 25, through: June 30,:2006. Accordmgly, no stock option
. balsed employee compensation cost.is reflected in net.income for the years ended June 30 2006 and 2005, as dll
-, .options granted-under theseplanst had an.exercise.price equal to the: market yalye of the uqderlymg comman;stock
on the date of grant. The followmg table, iljustrates the, effect ,on net: income -and: earnings -per -share: if the
company had applied the fair value recognition provisions of Statement 123.
(in thousands except for.per share deta) _\L@M_
P e BT BRSO TR 12006 R _M B

Do s

S Netidome Srdporied T g, 136
Amounts recogniZed &s expense in fmancial
statcmcnts net of reI eted tax eﬂ'ects 2 0
‘ Deduct Tolal stock opuon based er'i)blo‘yec ‘
compensatr on expense determined under
air velue method for all awands nomf
R felated tax effects (28 5N -
Profonna Net Income $..1382 ~-$ 1319"
10
Earnings per share
Basic - as reported $ 080 $ 081 i it
Basic - pro forma $ 080 $ 0.7
Diluled » as reported $ 072 $ 070
Diluted - pro fonna $ 072 S 069

»',?l
: -"Comprehensvel N.come,;

“Acconnting principles generally require that’ recogmzed revenue, expenses, gains and losses be incl uded in net
income. Although certain changes in assets and I|at)|I|t|ee such as unredized gains and losses on available for
sale securities, ae reported a a separate component of the equity section of the statement of financia condition,
such items, dong with net income are components of comprehensive income.
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Goodwill and Intangible Assets
Goodwill is not amortized, but rather it is tested for impairment on'an annual basis a the reporting unit level;
.whi,ch is either at the samg level.or one level below an pperating segment.. Other acquired intangible. assets with
. finite lives, such as purchascd customer accounts are reguired to: be -amortized -over their estunated lives. The
Company amortizes such assets using the straxght-hne .method over,. estlmated useful Tives - of 10 years. The

Company periodicaly assesses whether events or changes. in circumstances indi cate that the carrymg amounts Of
-goodwill and ether intangible asssts may be impaired. . o

Amortizable intangible. assets were composed of the following:

June30,2007 -+ . . June30,2006 .. "

PORS I

"i"'f(;rés's Carrying Accq;{iuléiéd ) Gross Carrymg . Accumutated

':(DoIIars m Thousandis) Aitioufit | Afhount ' Amortization
‘Amortizable mtanglblc assets, TET e
acqwstlon of depost accounts 551 $168” ) $51 6 $116

AT

Amortization expenisé was $SI 000 for the
for each of the next ﬁVe years . =t

Adisining €05,
Th'é'.(‘:fompany égc.p'e'r_xséo advcrnsmgcosts as ,_chgjgré mcurred O

Segment Reporting

The:Company acts as an lndependent community financial:servicés providés, atid offerstradinona’ banking ‘and
related fuiandalservices to individual, business'and governinent custoniers: -Throtgh its branch:and awtomsted’
teller machine tietworks; the!Bank, offers a full- artay of:cominércial and retail financial sétvices, including takitig of:
time, savings arid demand'deposits; themaking of commemal consuimer and mortgage loans, and the' provxdmg of"
other financial servxces 0 ) : SHE L

TR et " ¥ ot

Reclassification

‘Certa n prior year's amounts have been reclassxﬁed to conform to the currem year s presentatlon

i S

Off Balance Sheet Credlt Related Fmancial’Instruments RS LR T .= e A

In the 6rdinary course of business, the: Company has'entered into commithients to extend cred:t commercial letters
of credit, and- standby letters of crcdlt Such flnanod mstruments aré rccorded when funded. '
New Accounting Pronouncementb

In February 2006, the FASB issued SFAS No. 155, "Accounting for Certain Hybrid Financid Instruments.” SFAS
No. 155 amends FASB Statement No. 133 and FASB Statement No. 140, and improves the financid reporting of
certain hybrid financid instrumdlts by -requiring more consistent accounting that diminates exemptions and
provides a means to smplify the accounting for these indruments.  Specifically, SFAS No. 155 dlows fmancid
ingruments that have embedded derivatives to be accounted for as a whole (diminating the need to bifurcate the
derivative from its host) if the holder elects to account for the whole instrument on afair vaue bass. SFAS No. 155
is effective for dl fmancialinstruments acquired or issued after the beginning of an entity's first fiscd year that

F63






