PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financid Statements St
June 30, 2007, 2006 and 2005 "W imr s

2004 Stock Inicentive Plan .. ' N n e

In October 2004, the shareholders of the Company gpproved the 2004 Stock Incentive Plan. - Uader this plan,'.-
90,000 shares of common stock are available for issuance under a variety of awards. An additiond 40,146 shares
were'made available for issuance to settle past deferred 'compensation ebligations. Thisnew plan replaced the
Director’s retirement plan that became effective in September 1995. At the time- of adopnon, the directors had the'
option to rgallocate ther deferred compensation assets. : .

As of June 30,2007. there are 53i850deferred shares under this plan of which 12,906 are-issued and outstanding; ...:
These deferred shares are alocated in lieu of cash compensation to Directors of the Company. Deferred shares are
requited to;be:distributed.ilpon aBRirector leaving' the Company or upon acharge-in-control.event..All these'shares”,
are included in-shares outstanding for. thie purposes Of computing earnings per:share. Addm ondlY". as of June, 30,
2007 there ae 14,453 non- veﬂed mae;' outstanding under this plan: R, 5
Compensmon expense recognlzed in connection with these plans during the years: ended June 30,2007, 2006 and:
2005 was $67,300, $17,400 and $.80,700, respectively.

A summaryofthestatus oftheGompany S non-vested shares. as'of and:for the year ended J.JneSO 2007 is preemted
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T ' Common, " WeghtedAverageGrant-Date O

e . " Shares' "Far Vdue ..
Non-Vested:as of June:30, 2006 ' ek 8
Awards Granted, November 2006 14,453 13.7F
Vested
Foneiled - . n
Norrv&ted atJune 30 2007 14 453 % = ,s“'v S $13.71¢
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As of June 30 2007 there was $l48 000 of total unrecognl zed compensahon costs rel aed to non- veﬂed marebesed
compensation. The cost is expected to be recognized over a weighted average period of 27 months. -At grant date,
vedting of the shares was "cliff" vedting a the end of either atwo or three year penod .
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Stock Opt| ons _
The,.company's'1996 Stock Options-ant: Incent|ve Plan (pI an) was approved by thc stoekholders al the 1996 annual
meeting. The Plan providesifor the granting of dptionstoacquire commoll1stock 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 theigrant;:
In October 1996 theCompariy granted options to purchase 137,862 shares a $4.60 per share, On May 1, 2000, the
Company granted options to purchase 18,981 shares at $4 86 per share.
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The: Company s 2000 Stock Gptien. and ‘Incentive Plan was;approved’ by -the -stockholders at:the 2000.annud :
meeting. ‘The Plan providesfor the granting of options'to acquire common stockito directors-hnd:key: employees. -
Option pnces are- equal or greater than the estimated fau' marlcet valuc ofthe common stock at the date of the granL
The Plan provides for one. flfthof the options grented to be exerci sable on each of the ﬁrst flveenmver%nes of the

t;:xte of: grant Under this plan in August 200Jthe Company granted Optlons to purchase 99 975 shares at $6 29 per
are A

The fo]]owing table summarizes 'the status of and changes'in the Company's ‘stock option plans ‘during 'thc" 'pé‘s’tﬂhi‘ee
years. a ’ B e R R
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June 30,2007,2006 and 2005 Mo
Weighted Weighted
Average Average Aggregate
Exércise Options Exercise Intrinsic
Options . Price Exercisable Price Vaueg(O00s)
Outstanding, June 30, 2004 197898 .$ 540 140,116 $ 540
Granted - K oy e fi
Exercised ~ . (22 635) - T 4600
Cancdled ...
Outstanding, Jung 30, 2005 175263 540 1397238 - 55—
Gramed 7 B | ,
Exercised ' aid (36,353) 507 A R T e
Cancdled =iy (415) 7% ¢ 6.29 " a2
.Outstandmg‘,.hnc 30, 2006 138495 " .,.,. 2bs 122877 551 Lt
'Granted . L e RS
Exercised (90,623)5 i 5.4L; PR
Cancelled o
.Outstanding,lum:&O 2007 . 47872 ... .3 6.02, 47,872 .$ 6.02 § .801-

The followi ng table summarizes information about stock:options outstanding at June 30 2007

()

Exercise’ Number T Remaining Lot U Nombeér
" Price -Outstaoding : Contractual Life s st v Exercisablett
486 - 8,827 2.88 years ,"' ", +8,827%,
gy e 39645~ comenn o TS Yeats” L 35045
47,872 3.92 years 47872
PRI CHAR L VLR T RS R Ao T e
401(K)RearemeufSangsfldd 1" Far i
R0 I T P RS

The Company has a401(k) Reti rement San ngs Plan Empl oyees may contn bute apercentage of the|r sdary subject
to limitations established by the Internd Revenue Service. The Company..is-obligated  td: contribute 3% .0f each
employee's salary, whether or not the employee contributes their own money. All employees who have completed
six months.of servise with the Companyr and-are: 21: years.old are'eligiblé to.participate. The‘Compahy's contribution
to this plan was $91,000, $73,000 and $67,000 for the years ended June 30, 2007,2006 and 2005, respectively,
Additiondly, since the ESOP is fully dlocated, the Compensation Committee of the Board of Directors, has
approved a discretionary profit sharing component to the 401K plan. The accrua for this component of the plan for
the years ended June 30, 2007, 2006 and 2005 was $113;000, $198,000; and:$31,000, respectively. @ ., ..
(XZ) Faeralue of Financial Instruments
: o SUER e I Rt B AP prbesn sy anpeddos

Statement of Finaneial Accountmg Standatds NOI 107, Disclosures: abaut Fatr Value of Financtal Instruments

(SFAS 107) requires the. Company'to disclose:estimated fair valuesfof' certain on- and. off-balance sheet financid

instruments:: -Fair. value:estimates; ‘methods;: and assumptxons ere set forthi- below for- the Company's ﬂnancxal

instruments as of June 30, 2007 and 2006. i Pl PRt S N A

Fair vaue estimates are made a a specific point in time, based on relevant market information:and information
about financid instruments. These estimates do not reflect any premium or discount that could result from offering
for sdle at one time the Company's entire holdings of a:patticular financial instrument. - Because no'market exists for
asignificant portion of the Company's financid instruments, fair value estimates are based on judgments regarding
future expected loss experience, current economic conditions, risk characteristics of various:fihancial. instriments
and other factors, These estimates are subjective in nature and involve uncertainties and matters of significant
judgment and therefore cannot be determined:with precision. 'Chariges:in+assumptions-could significantly-affect
estimates.
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The carrying amount and eﬁl mated fair value of financid instruments is summarized as folows a
June 30: .

2007, 2006 -
(In thousands) Carrying  Fair “Carryihg  Fair o
amount value amount value

Asstis
Cach and interest-bearing deposits - $5,215 -$5.215 $5,807 $5 807
Federal funds sold - 2,255 2,255 2,381 . 2381 "
Time deposits & other financid institutions = 605 605 , ,
Investment securities available for sale 13147, - 13,147. 16667 16667. ...
Loans recei vabl e, net-:, 220,239  217,376; 190,589 : .186,882 .. ..
Investment securities required by law 2,599 2,599 2,416 2,416 "
Accrued interest receivable 1,063 1,0637.; 929 929 e

'Llabllltles:- N " _ -

DGPOSIS™ v f S rns ™. g o e JSBTZ L 18LOBY 166,83 1599775 . .,

Advance payments by borrowers for

. taxes, insurance and grotind feits . 51,3622 .75 1,405 17408 i

Long-term debt 43,800 43,032 40,050 ,39,044

Accrued jnterest payable 472 AT 334 334
Offbaance shedt instruments: s~ ¥ i,

Comm1tments tO extend Cl'edlt

Cash and Duefro'ni -iiank's, Interest Bearings Deposits with Banksand Fedce-ral Funds Sold

The statement of financial condition carrying amounts for cash and dué from bénksj,::iﬁt@féstﬁéariﬂg‘ﬂépo‘si& with
banks and federal funds sold approximate the eimated fau values of such a&ets "
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Timedepositsarother ﬁmmcwl mstztunons St
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=
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The far value of sewrmes is based on. quoted narket values

Loans Receivable SAR T RS L TR P L
Loans receivable were segmented into portfolioswith similar fmancia charactenstlcs Loans were also scgmented
by. type such as..fesidéntial- and notiresidéritial; - conistriiction; ‘and .land; second mortgage loans, : commercxal,aand
consumer. Each-10M category was further: segmented by fiked and adjustable rate interest terins; :i: -

Fhe fair value ofloans.was caleulatediby ‘discounting anticipated cash flows basad on; Wel ghted average contractual
maturity,. weighted average coupon and Current loan origination r ates. SR puh

Accrued Interest Receivable g B

PR ERN Yo

The earrying amount of accrued .interestreceivable goproximates itsfair value.:- .+, L

SecurltlesrequwedbyLaw

The canrymg amount of seGurltlesreqw redby law approximates its fau value:: ¥ RS
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Deposits - L

UnderSFAS 107, the fair value:of .deposits.with no stdted maturity, such as:non-interest bearing deposits, interest
bearing NOW accounts and statement savings accounts, is equd to the carrying amounts. The far vaue of
certificates of deposit was based on the discounted value of contractual cash flows, The discount rete for certificates
of deposit was estimated using the rate currently offered for deposits of similar remaining maturities. '

Long-Term Debt
Thelfa?) Ir value of long-term debt was based on the discounted value of contractual cash rows, using rat& cun-cnu_y
available. - vy e

Rl R Y Teroae Hpw o SN

Accrued Interest Payable
The carrying amowit of acciued interest payable apﬁfcfximates its fair value.

Advance Payments by- Borrowers for Taxes, Insurance and Ground Rents .

The carrying amount of advanoe payments by béfrowers for taxa |nsurance an& ground rents apprOX| maes its fa rzw
vaue.

Off-Balance Sheet Financial Instruments and Standby Letters of Credit

The: Company isa party‘t :'ﬁnancxal instruments..with off-balance sheet risk in the normal'¢ouise of ‘business,..
mcludmg fortgage Toan cbnnmunents undlsbursed linés of credit on commercia business loans.and" standby letters
of credit. These instruments ‘involve, o various defrees, elements of creditand interest -rate risk in' éxcess of the

amo”unt rgcognl ized in thc consolidated statements.of financia c.ondition,. The. fair values of such commltments are
ininlliteri T LT A

The:disclosure of far valie amounts does not inchide the fair vaues of any intangibles. including cdre deposit
intangiblés. Core deposit mtanglbles represent the value attributable to total dcposxts based on an expected duratioxiv
ofcustonlerrelarnonsmps, B g ,

FIT
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(13) Condensed Financial Information (Parent Company Only)

Summanzcd ﬁriancxal mfoxmanon for the Company is as follows -as 'of and for the years ended June 3. .

(In thdusands) « i 1= IR AL N I
IR 5007 7 e . 2006

Cash $1,671 $ 2834

Investment securities 78 E
Equity in net assets of the bank 22,369 . 20,422

Otlierassets © - B I LI I § BRAEMERY REIER) Y ) ST

Total AsHs $ 24,291 $ 23,605

Accriied expenses and other liabilities . , . . . o st s IO S, at e il x e ¢ AT
Subordinated Debentures ’ A o “'500011 o g AT 5000 S gty e g
Stockholders' equity e 8916 18288,
Total Liabilities & Stockholders Equity $ 24701 S BR0S T

B S sl e show Far ot Favre o T ALY WEAS SapmreiT v iRy Bt S <L R ) S IDRM et

e

'--~T9taI!RéV¢m.lQ il feliiian gaen g g sl e A$l'§-‘ ?’»5-2"1’1r".-'.f. iUt "v'riish lol R py pperen §

No'n-interest Expense
Loss before equity in netincome’
of subsxdlary and: income tazgesm Conn Mot
¢:of subsidiary:.-=:.: .
Income before income tax provmou

Income tax QrOVIS!O (benefit)
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(In thousands)
Statements of Cash Flows s s @ ::2007. 2006 .2005
Operating activities:
Net iqoome $1,185 $1,388 $ 1,346
Adjustrénts.to reconcilk et income t0 net cash. . S8
provided by operating activities:
Equity in net income of subsidiary (1,399) (1,527)  (1,417)
" 'Increasein other assets . (51) (189)
Increase (decrease) in accrued.ememmd.omer.ud:m_m 81, =(19) .
Net cash used in omatlm activities (93) (247) . 90
Investing activities: ; . ' -
Purchase of investmeént securities (20) ... (roy.. "
Proceeds from sde of ilivetment security 92 oa
Dividend recavedfrQm subsidiary - 4200
Additional investment in subsidiary '.' " (300) g e
) ' Ll (228) - (10). 193
: e g
] L 5
; 338 1 AT
(690) (23) - (rosy -
ES)-T  -
(490) (521) 500
Net cash provided by (used in) financing activities (842) 2,679 (725)
(1,163) 2,422 . (622)..::
. . 2,834 412 4. 1,034..
Cashi and cash equivalents; end of vear 5. - $ 1671 $2.834 $ 412 -
-‘::,& . (S L
e
fite 2
- i ) )
B ¢ i t 7!
g e
v i i
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(14) Quarterly Financial Data

A summiary of sélected consolidated qiarterly financial data for the three years erided Juné 30, 2607;2006-anid 2605

is reported in the following table: .
First Second Third Fourth

thousands,_except el share data) Quarter Quarter . Quarter, - Quarter .

Interest income $
Interest Expense. | :
Net interest incomie - A

Provision for loan losses

Net Interest income after provision fdr

loan losses

Noninterest income

Noninterest expense
‘lncome before income takes
Prowson for income taxes

Net mcome

Basic net income per share o
Diluted net mcome,per share

o .. 2006
Initerest:income $
Interest Expenses. . : '
Net intérest mcpm S e e o
Provision for loan losses

Net Interest income after provision for

Joan losses 2,001 2,167 2,183 2,192
~ Noninterest income 243 198 201 229
_ Noninterest expense 1,744 1,800 1,908 L750

Income before income taxes 500 564 476 611

Provision for income taxes _ 187 _213 _175 248

Net income 313§ 33 i 3 § _423

Basic net income per share _0.18 $ _021 $ 017 3 0,23

Diluted net income per share _0.16 $ _018 § _016 § 022

2005

Interest income $ 2,965 $ 2,969 $ 2,977 $ 2,900

Interest Expense 937 _9%1 945 931

Net interest income 2,028 2.028 2,032 - 1,969

Provision for loan losses __35 _ 50 100 __40

Net Interest income after provision for

loan losses 1,993 1978 1,932 1,929

Noninterest income 130 179 176 199

Noninterest expense 1,602 1,593 1,720. 1,496

Income before income taxes 521 564 388 632

Provision for income taxes _187 204 141 227

Net income 334 360 247 § _405

Basic net income per share _0.20 _022 0.14 8 _025

Diluted net income per share 017 019 _0.13 § _o021

Qo 4ag
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Beard Miller
Com‘panV LIP

Certified Public Accountants and Corsultants

REpORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Patapsco Bancorp, Inc.
Dundalk, Maryland

We have audited the accompanying consolidated statements of financial condition of Patapsco Bancorp,
Inc. and subsidiaries as of june30, 2006 and 2005, and the related consolidated statements of income,
stockholders' equity, and cash flows for the years then ended. These consolidated financial statements are the

responsibility of the Company's management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on atest
basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financia statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in al material
respects, the financial position of Patapsco Bancorp, Inc. and subsidiaries as of June 30, 2006 and 2005 and the
consolidated results of their operations and their cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

Beand Mitler- Croparsgy 227

Baltimore, Maryland
September 1, 2006
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e —
—{dal/ars in thousands except for per share gata) 2006 2005
Asxts
Cash on hand and due from banks $ 4,839 $ 5270
Interest bearing depodits in other financid indtitutions 968 970
Federd funds sold 2,381 1,408
Cash and Cash Equivdents 8,188 7,648
Time deposits at other fmancid indtitutions 605 619
Securities available for sdle 16,667 24,800
Loans receivable, net of dlowance for loan losses of $1,000 and $945,
respectively 190,589 161,04
Investment securities required by law, a cost 2,416 1,677
Property and equipment, net 2,175 1585
Goodwill and -other intangible assets 3354 3,406
Accrued interest and other assets 4,076 3,875
Totd Assets $ 228,070 $ 204,704
Liahilities and Stockholders' Equity
Deposits:
Non-interest bearing deposits $ 13,186 $ 12072
Interest bearing deposits 153,647 152,248
Total Deposits 166,833 164,320
Junior Subordinated debentures 5,000
Long-Tenn Debt 35,050 20,233
Accrued expenses and other ligbilities 2,899 2,564
Totd liabilities 209,782 187,117
Temporary equity - ESOP shares subject to put option 1121 1,266
Stockholders' equity
Preferred stock-Series A Non-cumulative Convertible Perpetua
$0.01 par vaue; authorized 1,000,000 shares with a liquidation
preference of $25 per share; 0 and 93,745 shares outstanding
at June 30, 2006 and June 30, 2005, respectively |
Additional paid-in-egpital 2,345
Common stock $0.01 par value; authorized 4,000,000 shares;
issued and outstanding 1,813,925 shares a June 30, 2006 and
. 1,414,456 shares a June 30, 2005 18 14
Additional paid-in capitd 6,950 4,332
Deferred compensation contra . (78) (78)
Ohbligation under deferred compensation 395 440
Retained earnings, SUbgtantially restricted 10,317 9,438
Accumulated other comprehensive loss. net oftaxes (435) (171
Total Stockholders Equity - Permanent 17,167 16.321
Totd Stockholders Equity - including Temporary Equity 18288 17,587
Tota Liabilities and Stockholders Equity $228,070 $204,704

See accompanying notes to consolidated financia statements.
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PATAPSCO BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements ofIncome
Y ears Ended June 30, 2006 and 2005

(in thousands except for per share data) 2006 2005
Interest income;
Loans receivable $12,501 $10,613
Investment securities 91 1,046
Federd funds sold and other invesments 14 152
Totd interest income 13,556 11,9))
Interest expense:
Deposits 3,486 2,818
Interest on Short-term debt 140
—Intered on | ong term debt and junior subordinated debentures 1,323 936
Totd interest expense 4,949 3754
Net interest income 8,607 8,057
Provison for loan losses 65 275
Net interest income after provision for loan losses 8,542 7,832
Nor-interest income:
Fees and service charges 656 525
Gain on sale of securities available for de 2
Gain on sdle of office building 64
Other 149 159
Tota non-interest income 871 684
Non-interest expenses:
Compensation and employee benefits 4,490 3,773
Professiona fees 241 287
Equipment expenses 326 284
Net occupancy costs 552 306
Advertising 86 178
Data processing 285 244
Amortization of core deposit intangible 51 51
Telephone, postage and ddlivery 271 276
Other 900 1,012
Total norrinterest expenses 7,202 6,4)]
Income before income taxes 2,211 2,105
Income tax provison 823 759
Net income 1,388 1,346
Preferred dividends declared 123 177
Net income available to common stockholders $ 1,265 $ 1,169
Basic earnings per share $ 0.80 $ 081
Diluted earnings per share $ 0.72 $ 0.70
Cach dividends declared per common share $ 0.25 $ 0.23

See accompanying notes to consolidated financid statements.
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