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PART I - FINANCIAL INFORMATION
ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

GLEN BURNIE BANCORP AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Dollars in Thousands)
September  December
30, 31,
2013 2012
ASSETS (unaudited) (audited)
Cash and due from banks $8,568 $9,332
Interest-bearing deposits in other financial institutions 42 6,627
Federal funds sold 65 2,669
Cash and cash equivalents 8,675 18,628
Investment securities available for sale, at fair value 88,282 100,490
Federal Home Loan Bank stock, at cost 1,502 1,448
Maryland Financial Bank stock 30 30
Loans, less allowance for credit losses
(September 30: $2,975; December 31: $3,308) 261,492 249,632
Premises and equipment, at cost, less accumulated depreciation 3,739 3,873
Other real estate owned 1,013 478
Cash value of life insurance 8,856 8,681
Other assets 5,819 4,178
Total assets $379,408 $387,438
LIABILITIES AND STOCKHOLDERS’ EQUITY

Liabilities:
Deposits $323,025 $332,289
Short-term borrowings 3,100 -
Long-term borrowings 20,000 20,000
Other liabilities 1,914 1,561
Total liabilities 348,039 353,850
Commitments and contingencies
Stockholders’ equity:
Common stock, par value $1, authorized 15,000,000 shares; issued and outstanding:
September 30: 2,743,835 shares; December 31: 2,736,978 shares 2,744 2,737
Surplus 9,677 9,605
Retained earnings 19,925 18,783
Accumulated other comprehensive (loss) gain, net of taxes 977 ) 2,463

Total stockholders’ equity 31,369 33,588
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Total liabilities and stockholders’ equity $379,408

See accompanying notes to condensed consolidated financial statements.

$387,438
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GLEN BURNIE BANCORP AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Dollars in Thousands, Except Per Share Amounts)

(Unaudited)
Three Months Ended
September 30,
2013 2012
Interest income on:
Loans, including fees $ 3,251 $ 3,313
U.S. Treasury and U.S. Government
agency securities 241 240
State and municipal securities 429 428
Other 19 24
Total interest income 3,940 4,005
Interest expense on:
Deposits 511 647
Short-term borrowings 3 1
Long-term borrowings 161 162
Total interest expense 675 810
Net interest income 3,265 3,195
Provision for credit losses - 150
Net interest income after provision for
credit losses 3,265 3,045
Other income:
Service charges on deposit accounts 163 141
Other fees and commissions 251 225
Other non-interest income (11 ) 5
Income on life insurance 59 63
Gains on investment securities 150 62
Total other income 612 496
Other expenses:
Salaries and employee benefits 1,720 1,660
Occupancy 192 193
Impairment of securities and stocks 15 -
Other expenses 911 855
Total other expenses 2,838 2,708
Income before income taxes 1,039 833

Income tax expense 244 163

Nine Months Ended
September 30,
2013 2012
$ 9,302 $ 9932
643 705
1,273 1,283
60 69
11,278 11,989
1,609 2,005
3 2
479 481
2,091 2,488
9,187 9,501
- 150
9,187 9,351
433 416
612 603
(1 14
175 185
274 118
1,493 1,336
5,048 5,118
589 590
15 -
2,594 2,401
8,246 8,109
2,434 2,578
470 522
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Net income $ 795 $ 670 $ 1,964

Basic and diluted earnings per share of
common stock $ 029 $ 024 $ 072

Weighted average shares of common stock
outstanding 2,743,679 2,729,928 2,741,388

Dividends declared per share of common
stock $ 0.10 $ 0.10 $ 030

See accompanying notes to condensed consolidated financial statements.

2,056

0.75

2,726,258

0.30
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GLEN BURNIE BANCORP AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(Dollars in Thousands)
(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,

2013 2012 2013 2012
Net income $ 795 $ 670 $ 1,964 $ 2,056
Other comprehensive (loss) income, net of tax
Unrealized (losses) gains on securities:
Unrealized holding (losses) gains arising
during the period (741) 613 (3,275) 852
Reclassification adjustment for gains included
in net income (90) (71) (165) (119)
Comprehensive (loss) income $ (36) $ 1,212 $ (1,476) $ 2,789

See accompanying notes to condensed consolidated financial statements.
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GLEN BURNIE BANCORP AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in Thousands)
(Unaudited)
Nine Months Ended September
30,

2013 2012
Cash flows from operating activities:
Net income $ 1,964 $ 2,056
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization, and accretion 1,238 1,573
Provision for credit losses - 150
Gains on disposals of assets, net (250 ) (118
Income on investment in life insurance (175 ) (185
Impairment losses on investment securities 15 -
Changes in assets and liabilities:
Decrease (increase) in other assets 612 (181
Increase (decrease) in other liabilities 79 (32
Net cash provided by operating activities 3,483 3,263
Cash flows from investing activities:
Maturities of available for sale mortgage-backed securities 13,375 20,815
Proceeds from maturities and sales of other investment securities 13,572 9,172
Purchases of investment securities (21,110 ) (22,479
Purchase of Federal Home Loan Bank stock (54 ) -
Sales of Federal Home Loan Bank stock - 72
Proceeds from sales of other real estate 273 500
Increase in loans, net (12,680 ) (19,298
Purchases of premises and equipment a79 ) (148
Net cash used by investing activities (6,803 ) (11,366
Cash flows from financing activities:
(Decrease) increase in deposits, net (9,264 ) 12,236
Increase (decrease) in short-term borrowings, net 3,100 (255
Dividends paid (548 ) (817
Common stock dividends reinvested 79 111
Net cash (used) provided by financing activities (6,633 ) 11,275
(Decrease) increase in cash and cash equivalents (9,953 ) 3,172

Cash and cash equivalents, beginning of year 18,628 9,954
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Cash and cash equivalents, end of period $ 8,675

See accompanying notes to condensed consolidated financial statements.

$ 13,126
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GLEN BURNIE BANCORP AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE 1 - BASIS OF PRESENTATION

The accompanying condensed balance sheet as of December 31, 2012, which has been derived from audited financial

statements, and the unaudited interim consolidated financial statements were prepared in accordance with instructions

for Form 10-Q and Article 10 of Regulation S-X and, therefore, do not include all information and notes necessary for

a complete presentation of financial position, results of operations, changes in stockholders’ equity, and cash flows in
conformity with accounting principles generally accepted in the United States of America. However, all adjustments

(consisting only of normal recurring accruals) which, in the opinion of management, are necessary for a fair

presentation of the unaudited consolidated financial statements have been included in the results of operations for the

three and nine months ended September 30, 2013 and 2012.

Operating results for the three and nine months ended September 30, 2013 is not necessarily indicative of the results
that may be expected for the year ending December 31, 2013.

NOTE 2 - EARNINGS PER SHARE

Basic earnings per share of common stock are computed by dividing net earnings by the weighted average number of
common shares outstanding during the period. Diluted earnings per share are calculated by including the average
dilutive common stock equivalents outstanding during the periods. Dilutive common equivalent shares consist of
stock options, calculated using the treasury stock method.

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2012 2013 2012
Basic and diluted:
Net income $795,000 $670,000 $1,964,000 $2,056,000
Weighted average common shares outstanding 2,743,679 2,729,928 2,741,388 2,726,258
Basic and dilutive net income per share $0.29 $0.24 $0.72 $0.75

Diluted earnings per share calculations were not required for the three and nine months ended September 30, 2013 and
2012, since there were no options outstanding.

NOTE 3 - RECENT ACCOUNTING PRONOUNCEMENTS

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

11
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stages of review, approval and possible adoption.

ASU 2011-11, “Balance Sheet (Topic 210) — “Disclosures about Offsetting Assets and Liabilities.” ASU 2011-11 amends
Topic 210, “Balance Sheet,” to require an entity to disclose both gross and net information about financial instruments,
such as sales and repurchase agreements and reverse sale and repurchase agreements and securities borrowing/lending
arrangements, and derivative instruments that are eligible for offset in the statement of financial position and/or
subject to a master netting arrangement or similar agreement. ASU 2011-11 is effective for annual and interim periods
beginning on January 1, 2013, and did not have a material effect on the Company’s results of operations or financial
condition.

-7-
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ASU 2012-02 “Intangibles — Goodwill and Other (Topic 350) — Testing Indefinite-Lived Intangible Assets for
Impairment.” ASU 2012-02 give entities the option to first assess qualitative factors to determine whether the existence
of events or circumstances leads to a determination that it is more likely than not that an indefinite-lived intangible
asset is impaired. If, after assessing the totality of events or circumstances, an entity determines it is more likely than
not that an indefinite-lived intangible asset is impaired, then the entity must perform the quantitative impairment test.

If, under the quantitative impairment test, the carrying amount of the intangible asset exceeds its fair value, an entity
should recognize an impairment loss in the amount of that excess. Permitting an entity to assess qualitative factors
when testing indefinite-lived intangible assets for impairment results in guidance that is similar to the goodwill
impairment testing guidance in ASU 2011-08. ASU 2012-02 is effective for the Corporation beginning January 1,
2013 and did not have a material effect on the Company’s results of operations or financial condition.

ASU 2013-02, Comprehensive Income (Topic 220), “Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income.” ASU 2013-02 does not change the current requirements for reporting net income or other
comprehensive income in financial statements. However, the amendments require an entity to provide information
about the amounts reclassified out of accumulated other comprehensive income by component. In addition, an entity
is required to present, either on the face of the statement where net income is presented or in the notes, significant
amounts reclassified out of accumulated other comprehensive income by the respective line items of net income but
only if the amount reclassified is required under U.S. GAAP to be reclassified to net income in its entirety in the same
reporting period. For other amounts that are not required under U.S. GAAP to be reclassified in their entirety to net
income, an entity is required to cross-reference to other disclosures required under U.S. GAAP that provide additional
detail about those amounts. This standard is effective prospectively for public entities for annual and interim reporting
periods beginning after December 15, 2012. Being disclosure-related only, the Company’s adoption of ASU 2013-02
on January 1, 2013 did not have a material effect on the Company’s results of operations or financial condition.

NOTE 4 - FAIR VALUE

ASC 820-10 defines fair value, establishes a framework for measuring fair value and expands disclosure of fair value
measurements.

Fair Value Hierarchy
ASC 820-10 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation techniques

are observable or unobservable. In accordance with ASC 820-10, these inputs are summarized in the three broad
levels listed below:

0 Level 1 — Quoted prices in active markets for identical securities
0 Level 2 — Other significant observable inputs (including quoted prices in active markets for similar securities)
0 Level 3 — Significant unobservable inputs (including the Company’s own assumptions in determining the fair

value of investments)

In determining the appropriate levels, the Company performs a detailed analysis of the assets and liabilities that are
subject to ASC 820-10.

The Company’s bond holdings in the investment securities portfolio are the only asset or liability subject to fair value
measurements on a recurring basis. No assets are valued under Level 1 inputs at September 30, 2013 or December 31,

13
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2012. The Company has assets measured by fair value measurements on a non-recurring basis during 2013. At
September 30, 2013, these assets include 15 loans classified as impaired, which include nonaccrual, past due 90 days
or more and still accruing, or troubled debt restructuring, and a homogeneous pool of indirect loans all considered to
be impaired loans, which are valued under Level 3 inputs and three properties classified as OREO valued under Level
2 inputs.

_8-
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The changes in the assets subject to fair value measurements are summarized below by Level:

(Dollars in Thousands)
Fair
Level 1 Level 2 Level 3 Value
December 31, 2012
Recurring:
Investment securities available for sale
(AFS) $ - $ 100,490 $ - $ 100,490
Non-recurring:
Maryland Financial Bank stock - - 30 30
Impaired loans - - 6,084 6,084
OREO - 478 - 478
- 100,968 6,114 107,082
Activity:
Investment securities AFS
Purchases of investment securities - 21,110 - 21,110
Sales, calls and maturities of
investment securities - (26,947 ) - (26,947
Amortization/accretion of
premium/discount - 919 ) - 919
Increase in market value - (5,437 ) - (5,437
OTTI on investments - (15 ) - (15
Loans
New impaired loans - - 342 342
Payments and other loan reductions - - (283 ) (283
Change in total provision - - 314 314
Loans converted to OREO - - (820 ) (820
OREO
OREO converted from loans - 820 - 820
Sales of OREO - (285 ) - (285
September 30, 2013
Recurring:
Investment securities AFS - 88,282 - 88,282
Non-recurring:
Maryland Financial Bank stock - - 30 30
Impaired loans - - 5,637 5,637
OREO - 1,013 1,013

$ - $ 89,295 $ 5,667 $ 94,962

)



Edgar Filing: GLEN BURNIE BANCORP - Form 10-Q

The estimated fair values of the Company’s financial instruments at September 30, 2013 and December 31, 2012 are
summarized below. The fair values of a significant portion of these financial instruments are estimates derived using
present value techniques and may not be indicative of the net realizable or liquidation values. Also, the calculation of
estimated fair values is based on market conditions at a specific point in time and may not reflect current or future fair
values.

_9.
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September 30, 2013 December 31, 2012

(In Thousands) Carrying Fair Carrying Fair

Amount Value Amount Value
Financial assets:
Cash and due from banks $ 8,568 $ 8,568 $ 9,332 $ 9,332
Interest-bearing deposits 42 42 6,627 6,627
Federal funds sold 65 65 2,669 2,669
Investment securities 88,282 88,282 100,490 100,490
Investments in restricted
stock 1,502 1,502 1,448 1,448
Ground rents 169 169 175 175
Loans, net 261,492 261,493 249,632 251,419
Accrued interest receivable 1,434 1,434 1,450 1,450
Financial liabilities:
Deposits 323,025 294,300 332,289 314,680
Short-term borrowings 3,100 3,100 - -
Long-term borrowings 20,000 21,118 20,000 21,899
Dividends payable 274 274 - -
Accrued interest payable 46 46 28 28
Off-balance sheet
commitments 24,107 24,107 26,236 26,236

Fair values are based on quoted market prices for similar instruments or estimated using discounted cash flows. The
discounts used are estimated using comparable market rates for similar types of instruments adjusted to be
commensurate with the credit risk, overhead costs and optionality of such instruments.

The fair value of cash and due from banks, federal funds sold, investments in restricted stocks and accrued interest
receivable are equal to the carrying amounts. The fair values of investment securities are determined using market
quotations. The fair value of loans receivable is estimated using discounted cash flow analysis.

The fair value of non-interest bearing deposits, interest-bearing checking, savings, and money market deposit
accounts, securities sold under agreements to repurchase, and accrued interest payable are equal to the carrying
amounts. The fair value of fixed-maturity time deposits is estimated using discounted cash flow analysis.

The gross unrealized losses and fair value, aggregated by investment category and length of time that individual
securities have been in a continuous unrealized loss position, at September 30, 2013 are as follows:

Securities available for sale: Less than 12 months 12 months or more Total
(Dollars in Thousands)
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss

Obligations of U.S. Govt
Agencies $- $- $- $- $

- $
State and Municipal 15,620 1,649 259 42 15,879

1,691
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Corporate Trust Preferred - - 234 115 234 115
Mortgage Backed 27,737 1,371 1,687 70 29,424 1,441
$43,357 $3,020 $2,180 $227 $45,537 $3,247

At September 30, 2013, the company owned one pooled trust preferred security issued by Regional Diversified
Funding, Senior Notes with a Moody’s rating of Ca. The market for this security (two different portions) at September
30, 2013 was not active and markets for similar securities were also not active. As a result, the Company had cash
flow testing performed as of September 30, 2013 by an unrelated third party in order to measure the possible extent of
other-than-temporary-impairment (“OTTI”). This testing assumed future defaults on the currently performing financial
institutions of 150 basis points applied annually with a 0% recovery on both current and future defaulting financial
institutions. As a result of this testing, no write-down was required in the first or second quarter of 2013. There was a
write-down of $15,312 done on the larger portion of the security during the third quarter of 2013.

-10 -
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Declines in the fair value of held to maturity and available for sale securities below their cost that are deemed to be
other than temporary are reflected in earnings as realized losses. In estimating other-than-temporary-impairment
losses, management considers, among other things, (i) the length of time and the extent to which the fair value has
been less than cost, (ii) the financial condition and near-term prospects of the issuer, and (iii) the intent and ability of
the Company to retain it’s investment in the issuer for a period of time sufficient to allow for any anticipated recovery
in fair value.

As of September 30, 2013, management had the ability and intent to hold the securities classified as available for sale
for a period of time sufficient for a recovery of cost. On September 30, 2013, the Bank held 5 investment securities
having continuous unrealized loss positions for more than 12 months. Management has determined that all unrealized
losses are either due to increases in market interest rates over the yields available at the time the underlying securities
were purchased, current call features that are nearing, and the effect the sub-prime market has had on all
mortgage-backed securities. The Bank has no mortgage-backed securities collateralized by sub-prime
mortgages. The fair value is expected to recover as the bonds approach their maturity date or repricing date or if
market yields for such investments decline. Management does not believe any of the securities are impaired due to
reasons of credit quality. Except as noted above, as of September 30, 2013, management believes the impairments
detailed in the table above are temporary and no impairment loss has been realized in the Company’s consolidated
income statement.

A rollforward of the cumulative other-than-temporary credit losses recognized in earnings for all debt securities for
which a portion of an other-than-temporary loss is recognized in accumulated other comprehensive loss is as follows:

At At
September December
30, 31,
2013 2012
(Dollars in Thousands)
Estimated credit losses, beginning of
year $ 3,247 $ 3,247
Credit losses - no previous OTTI
recognized - -
Credit losses - previous OTTI
recognized 15 -
Estimated credit losses, end of period $ 3,262 $ 3,247
- 11 -

19



Edgar Filing: GLEN BURNIE BANCORP - Form 10-Q

ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Forward-Looking Statements

When used in this discussion and elsewhere in this Form 10-Q, the words or phrases “will likely result,” “are expected to,”
“will continue,” “is anticipated,” “estimate,” “project” or similar expressions are intended to identify “forward-lookir
statements” within the meaning of the Private Securities Litigation Reform Act of 1995. The Company cautions readers

not to place undue reliance on any such forward-looking statements, which speak only as of the date made, and
readers are advised that various factors could affect the Company’s financial performance and could cause the
Company’s actual results for future periods to differ materially from those anticipated or projected. While it is
impossible to identify all such factors, such factors include, but are not limited to, those risks identified in the
Company’s periodic reports filed with the Securities and Exchange Commission, including its most recent Annual
Report on Form 10-K.

99 ¢

The Company does not undertake and specifically disclaims any obligation to update any forward-looking statements
to reflect occurrence of anticipated or unanticipated events or circumstances after the date of such statements.

Overview

Glen Burnie Bancorp, a Maryland corporation (the “Company”), through its subsidiary, The Bank of Glen Burnie, a
Maryland banking corporation (the “Bank’), operates a commercial bank with eight offices in Anne Arundel County
Maryland. The Company had consolidated net income of $795,000 ($0.29 basic and diluted earnings per share) for
the third quarter of 2013, compared to the third quarter of 2012 consolidated net income of $670,000 ($0.24 basic and
diluted income per share), an 18.66% increase. Year-to-date net income was $1,964,000 ($0.72 basic and diluted
earnings per share), compared to the 2012 consolidated net income of $2,056,000 ($0.75 basic and diluted income per
share), a 4.47% decrease. The increase in net income for the third quarter was primarily due to gains on securities sold
for $85,000 and a loan being taken off non-accrual and recognizing income of over $182,000. The decrease in net
income for the nine months was primarily due to decreases in income on loans. This decrease was partially offset by
the decrease in interest expense on deposits and the decrease in provision for loan loss. During the nine months ended
September 30, 2013, deposits decreased by $9,264,000 and net loans increased by $11,860,000.

Results Of Operations

Net Interest Income. The Company’s consolidated net interest income prior to provision for credit losses for the three
and nine months ended September 30, 2013 was $3,265,000 and $9,187,000, respectively, compared to $3,195,000
and $9,501,000 for the same period in 2012, an increase of $70,000 (2.19%) for the three months and a decrease of
$314,000 (3.30%) for the nine months.

Interest income for the third quarter decreased from $4,005,000 in 2012 to $3,940,000 in 2013, a 1.62%
decrease. Interest income for the nine months decreased from $11,989,000 in 2012 to $11,278,000 in 2013, a 5.93%
decrease. While the Bank’s net loans increased during these periods, interest income decreased for the three and nine
month periods due to a decline in the interest rates on loans.

Interest expense for the third quarter decreased from $810,000 in 2012 to $675,000 in 2013, a 16.67%
decrease. Interest expense for the nine months decreased from $2,488,000 in 2012 to $2,091,000 in 2013, a 15.96%
decrease. The decrease was due to both the decline in total deposits and the lower interest rates paid on deposit

20
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balances.

Net interest margins on a tax equivalent basis for the three and nine months ended September 30, 2013 was 3.93% and
3.69%, compared to 3.84% and 3.91% for the three and nine months ended September 30, 2012. The increase of the
net interest margin for the third quarter was primarily due to the gains on securities sold for $85,000 and a loan being
taken off non-accrual and recognizing income of over $182,000. The decrease for the year-to-date net interest margin
was due to the continuing decline in the interest rates on loans and U.S. Government Agency securities partially offset
by the reduction in interest expense and the additional income recognized on securities and loans in the third quarter.

Provision for Credit Losses. The Company made a provision for credit losses of $0 during the three and nine month
period ending September 30, 2013 and $150,000 during the three and nine month period ending September 30,
2012. As of September 30, 2013, the allowance for credit losses equaled 55.14% of non-accrual and past due loans
compared to 58.84% at December 31, 2012 and 111.10% at September 30, 2012. During the three and nine month
periods ended September 30, 2013, the Company recorded net charge-offs of $154,000 and $333,000, compared to net
(recoveries) charge-offs of ($12,000) and $137,000 during the corresponding period of the prior year. On an
annualized basis, net charge-offs for the 2013 period represent 0.17% of the average loan portfolio.

-12 -
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Other Income. Other income increased from $496,000 for the three month period ended September 30, 2012, to
$612,000 for the corresponding 2013 period, an $116,000 (23.39%) increase. For the nine month period, other
income increased from $1,336,000 from September 30, 2012, to $1,493,000 for the corresponding 2013 period, a
$157,000 (11.75%) increase. The increase for the three and nine month period was due to an increase in gains on
investment securities.

Other Expenses. Other expenses increased from $2,708,000 for the three month period ended September 30, 2012, to
$2,838,000 for the corresponding 2013 period, a $130,000 (4.80%) increase. Other expenses increased from
$8,109,000 for the nine month period ended September 30, 2012, to $8,246,000 for the corresponding 2013 period, a
$137,000 (1.69%) increase. The increase for the three and nine month period was primarily due to the increase in
other expenses which was offset by a decrease in salary and employee benefits for the three month period.

Income Taxes. During the three and nine months ended September 30, 2013, the Company recorded income tax
expense of $244,000 and $470,000, compared to income tax expense of $163,000 and $522,000 for the same
respective period in 2012. The Company’s effective tax rate for the three and nine month period in 2013 was 23.48%
and 19.31%, respectively, compared to 19.57% and 20.25% for the prior year period. The increase in the effective tax
rate for the three month period was due to the increase in income. The decrease in the effective tax rate for the nine
month period was due to an increase in the proportion of tax exempt income included in net interest income.

Comprehensive Income. In accordance with regulatory requirements, the Company reports comprehensive income in

its financial statements. Comprehensive income consists of the Company’s net income, adjusted for unrealized gains
and losses on the Bank’s investment portfolio of investment securities. For the third quarter of 2013, comprehensive
loss, net of tax, totaled ($36,000), compared to the September 30, 2012 comprehensive income of $1,212,000.

Year-to-date, comprehensive loss, net of tax, totaled ($1,476,000), compared to the September 30, 2012

comprehensive income of $2,789,000. The decrease was due to a decrease in net income and a decrease in the net

unrealized gains on securities arising during the nine month period and a decrease in the net unrealized gain on

securities during the three month period.

Financial Condition

General. The Company’s assets decreased to $379,408,000 at September 30, 2013 from $387,438,000 at December
31, 2012, primarily due to a decrease in cash and cash equivalents and investment securities partially offset by an
increase in loans and other assets. The Bank’s net loans totaled $261,492,000 at September 30, 2013, compared to
$249,632,000 at December 31, 2012, an increase of $11,860,000 (4.75%), primarily attributable to an increase in
purchase money mortgages, refinance mortgages, and real estate construction (non-home owner occupied), offset by
decreases primarily in indirect lending, commercial and industrial mortgages and business demand loans.

The Company’s total investment securities portfolio (investment securities available for sale) totaled $88,282,000 at
September 30, 2013, a $12,208,000 (12.15%) decrease from $100,490,000 at December 31, 2012. The Bank’s cash
and due from banks (cash due from banks, interest-bearing deposits in other financial institutions, and federal funds
sold), as of September 30, 2013, totaled $8,675,000, a decrease of $9,953,000 (53.43%) from the December 31, 2012
total of $18,628,000. The decrease in cash and cash equivalents was used to fund loans.

Deposits as of September 30, 2013, totaled $323,025,000, which is a decrease of $9,264,000 (2.79%) from
$332,289,000 at December 31, 2012. Demand deposits as of September 30, 2013, totaled $89,504,000, which is an
increase of $5,216,000 (6.19%) from $84,288,000 at December 31, 2012. NOW accounts as of September 30, 2013,
totaled $28,883,000, which is a decrease of $2,817,000 (8.89%) from $31,700,000 at December 31, 2012. Money
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market accounts as of September 30, 2013, totaled $20,390,000, which is a decrease of $345,000 (1.66%), from
$20,735,000 at December 31, 2012. Savings deposits as of September 30, 2013, totaled $70,271,000, which is an
increase of $1,594,000 (2.32%) from $68,677,000 at December 31, 2012. Certificates of deposit over $100,000 totaled
$24,174,000 on September 30, 2013, which is a decrease of $4,040,000 (14.32%) from $28,214,000 at December 31,
2012. Other time deposits (made up of certificates of deposit less than $100,000 and individual retirement accounts)
totaled $89,803,000 on September 30, 2013, which is a $8,872,000 (8.99%) decrease from the $98,675,000 total at
December 31, 2012.

Asset Quality. The following tables set forth the amount of the Bank’s current, past due, and non-accrual loans by
categories of loans and restructured loans, at the dates indicated.

- 13-
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The following table analyzes the age of past due loans, including both accruing and non-accruing loans, segregated by
class of loans as of the nine months ended September 30, 2013 and the year ended December 31, 2012.

At September 30, 2013
(Dollars in Thousands)

Commercial and industrial
Commercial real estate
Consumer and indirect
Residential real estate

At December 31, 2012
(Dollars in Thousands)

Commercial and industrial
Commercial real estate
Consumer and indirect
Residential real estate

Current

$4,600
66,765
59,394
127,435

$258,194

Current

$4,678
68,880
64,428
108,546

$246,532

30-89 Days
Past Due
$ -

814
1,247

$2,061

30-89 Days
Past Due
$206

1,431
233

$1,870

90 Days or
More and
Still
Accruing

$-
1,197

937

$2,134

90 Days or
More and
Still
Accruing

$-
1,354

259

$1,613

Nonaccrual Total
$15 $4,615
2,545 70,507
469 60,677
231 129,850
$3,260 $265,649
Nonaccrual Total
$17 $4,901
2,645 72,879
237 66,096
1,109 110,147
$4,008 $254,023

The balances in the above charts have not been reduced by the allowance for loan loss and the unearned income on
loans. For the period ending September 30, 2013, the allowance for loan loss is $2,975,000 and the unearned income
is $1,182,000. For the period ending December 31, 2012, the allowance for loan loss is $3,308,000 and the unearned

income is $1,083,000.

Restructured loans

Non-accrual and 90 days or more and still
accruing loans to gross loans
Allowance for credit losses to non-accrual

and 90 days or more and still accruing loans

At At
September 30, December 31,
2013 2012
(Dollars in Thousands)
$ 1,271 $ 2,202
2.04 % 2.22 %
55.14 % 5884 %

At September 30, 2013, there was $2,857,000 in loans outstanding, included in the current and 30-89 days past due
columns in the above table, as to which known information about possible credit problems of borrowers caused
management to have serious doubts as to the ability of such borrowers to comply with present loan repayment
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terms. Such loans consist of loans which were not 90 days or more past due but where the borrower is in bankruptcy
or has a history of delinquency, or the loan to value ratio is considered excessive due to deterioration of the collateral
or other factors.

Non-accrual loans with specific reserves at September 30, 2013 are comprised of:

Installment loans — One loan to one borrower in the amount of $92,000 with a specific reserve of $41,000 established
for the loan.

-14 -
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Commercial loans - Two loans to one borrower totaling $15,000 with $15,000 of specific reserves established.

Commercial Real Estate — Two loans to two borrowers in the amount of $1,274,000, secured by commercial and/or
residential properties with a specific reserve of $305,000 established for the loans.

Residential Real Estate — One loan to one borrower in the amount of $231,000, secured by residential property with a
specific reserve of $62,000 established for the loans.

Below is a summary of the recorded investment amount and related allowance for losses of the Bank’s impaired loans
at September 30, 2013 and December 31, 2012.

(Dollars in thousands)

Unpaid Interest Average
Recorded Principal Income Specific Recorded
September 30, 2013 Investment Balance  Recognized  Reserve Investment
Impaired loans with specific reserves:
Real-estate - mortgage:
Residential $583 583 10 99 585
Commercial 2,239 2,239 39 603 2,292
Consumer 75 75 5 20 75
Installment 92 92 - 41 92
Home Equity - - - - -
Commercial 283 283 9 283 288
Total impaired loans with specific reserves $3,272 3,272 63 1,046 3,332
Impaired loans with no specific reserve:
Real-estate - mortgage:
Residential $345 345 3 n/a 45
Commercial 2,468 2,468 9 n/a 2,549
Consumer 299 299 - n/a -
Installment 247 247 - n/a -
Home Equity 52 52 - n/a 51
Commercial - - - n/a -
Total impaired loans with no specific reserve ~ $3,411 3,411 12 - 2,645
- 15 -
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(Dollars in thousands)
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