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SPECIAL NOTE REGARDING FORWARD -LOOKING STATEMENTS

Severn Bancorp, Inc. (“Bancorp”) may from time irné make written or oral “forward-looking statem&ni@as defined in the Securities Exchange
of 1934, as amended, and the regulations therepimi#uding statements contained in Bancsrfilings with the Securities and Exchange Comrois
(including this Annual Report on Form X0and the exhibits thereto), in its reports to klmiders and in other communications by Bancorpsyant to th
“safe harbor” provisions of the Private Securifiéigyation Reform Act of 1995.

Forward-looking statements include, but are noitéohto:
. Statements contained“ltem 1A. Risk Factor”
« Statements contained in “Business” concerningegsatcompetitive strengths, liquidity and busingisss;

« Statements contained in “Management’s DiscussiahAsmalysis of Financial Condition and Results ofe@gtions,”and the notes
Bancorps consolidated financial statements, such as stémtsmconcerning allowance for loan losses, ligyiddapital adequa
requirements, unrealized losses, guarantees, thie liBang wel-capitalized, and impact of accounting pronouncesentd

« Statements as to trends or Ban’s or manageme’s beliefs, expectations and opinio

" ow n o« » o« » o [T "o ”ow

believe,

The words “anticipate, estimate,” “eapt,” “intend,” “may,” “plan,” “will,” “would,” “could,” “should,” “guidance,” “potential,”
“continue,” “project,” “forecast,” “confident,” andimilar expressions are typically used to identifyjwardiooking statements. These statements are
on assumptions and assessments made by managartight of their experience and their perceptiotistorical trends, current conditions, expectedri
developments and other factors they believe toppeogriate. Any forward-looking statements are gudirantees of Bancogpfuture performance and
subject to risks and uncertainties and may be ffeby various factors that may cause actual esdkvelopments and business decisions to
materially from those in the forwatdeking statements. Some of the factors that nayse actual results, developments and businessiatesio diffe
materially from those contemplated by such forwaiking statements include the risk factors disedasder “Item 1A. Risk Factors” and the following:

”

« Changes in general economic and political conditimmd by governmental monetary and fiscal policies;
« Changes in the economic conditions of the geogcagtaas in which Bancorp conducts business;

« Changes in interest rates;

« A downturn in the real estate markets in which Bepconducts busines

« The high degree of risk exhibited by Banc's loan portfolio;

« Environmental liabilities with respect to propestief which Bancorp has title;

« Changes in federal and state regulation, includiognt changes in capital requirements;

« The effects of the supervisory and formal agreementered into by Bancorp and Severn Savings Be®R, with their respective
federal regulator

« Bancoryf's ability to estimate loan losse¢
« Competition;
« Breaches in security or interruptions in Ban('s information systems, including cyber securitisi:

« Bancorp’s ability to timely develop and implemesthinology;
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« Bancorp’s ability to retain its management team;
« Perception of Bancorp in the marketpla
« Bancory's ability to maintain effective internal controlgen financial reporting and disclosure controls pnatedures; an
o Terrorist attacks and threats or actual war.
Bancorp can give no assurance that any of the swaerticipated by the forwaldeking statements will occur or, if any of themedpwhat impact the

will have on Bancorp’s results of operations anthficial condition. Bancorp disclaims any intenbbligation to publicly update or revise any fordar
looking statements, regardless of whether new iméion becomes available, future developments amcatherwise.
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PART |
Item 1. Business
General

Bancorp is a savings and loan holding company etedtas a corporation in the state of Maryland9®0L It conducts business primarily through
subsidiaries, Severn Savings Bank, FSB (“Bank”) &R®l Mortgage Company (“SBI”"). The Bank’s principsubsidiary Louis Hyatt, Inc. Hyat
Commercial”),conducts business as Hyatt Commercial, a commeaeadlestate brokerage and property managementaasgm®BBI holds mortgages t
do not meet the underwriting criteria of the Baakgd is the parent company of Crownsville Developn@orporation (“Crownsville”)which is doing
business as Annapolis Equity Group, which acquiakestate for syndication and investment purposes

The Bank has four branches in Anne Arundel Couligryland, which offer a full range of deposit prath) and originate mortgages in its prirr
market of Anne Arundel County, Maryland and, tesskr extent, in other parts of Maryland, Delaveau Virginia.

On November 23, 2009, Bancorp and the Bank eatghezhinto a supervisory agreement with the Offie&hrift Supervision (“OTS”). The Bang’
supervisory agreement was replaced by a formakaggat dated April 23, 2013 with the Office of then@ptroller of the Currency (“OCC”). Bancogy’
supervisory agreement is now enforced by the Bo&atGovernors of the Federal Reserve System (“FédReaerve” or “FRB”). SeeSupervisory an
Formal Agreements” for more information.

As a result of the Dodd-Frank Wall Street Refornd &onsumer Protection Act (the “Dodd-Frank Acgjfective as of July 21, 2011, the OTS"
abolished, the regulatory oversight functions amttharity of the OTS related to the Bank were trangfd to the OCC and the regulatory oversight fone
and authority of the OTS related to Bancorp weaadferred to the FRB. See “Regulation — Regula®afprm and Legislation.”

As of December 31, 2014, Bancorp had total as$e$3 76,328,000, total deposits of $543,814,000, tatal stockholderséquity of $83,810,000. N
income of Bancorp for the year ended December @14 2vas $2,909,000. For more information, seertlé Selected Financial Data.”

Bancorp’s internet address is www.severnbank.cBamcorp makes available free of charge on www.sdbak.com its annual report on Form K-
quarterly reports on Form 10-Q and current repamt&orm 8K, and amendments to those reports filed or fusdgbursuant to Section 13(a) or 15(d) o
Exchange Act, as soon as reasonably practicaldeitélectronically files such material with, arfiishes it to, the SEC.

In addition, we will provide, at no cost, paperetectronic copies of our reports and other filingsde with the SEC. Requests should be directed to:

Thomas G. Bevivino
Executive Vice President
Severn Bancorp, Inc.

200 Westgate Circle, Suite 200
Annapolis, Maryland 21401

The information on the website listed above, isamd should not be considered part of this Annwgdd®t on Form 1@ and is not incorporated
reference in this document. This website is arahlg intended to be an inactive textual reference.
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Business of the Bank

The Bank was organized in 1946 in Baltimore, Mamglaas Pompei Permanent Building and Loan Assodiatibrelocated to Annapolis, Marylanc
1980 and its name was changed to Severn Savinggiaten. Subsequently, the Bank obtained a fédirarter and changed its name to Severn Sa
Bank, FSB. The Bank operates four fedlrvice branch offices and one administrative effig¢he Bank operates as a federally charteredgstiank whos
principal business is attracting deposits fromdbaaeral public and investing those funds in mortgaigd commercial loans. The Bank also uses ads
or loans, from the Federal Home Loan Bank of AtaritFHLB-Atlanta”) to fund its mortgage activities. The Bank providewide range of retail a
mortgage banking services. Deposit services inckluerking, savings, money market, time deposit iadd/idual retirement accounts. Loan serv
include various types of real estate, consumer,cmimercial lending. The Bank also provides safgodié boxes, ATMs, debit cards, and internet
telephone banking.

The Banks revenues are derived principally from intereshed on mortgage, commercial and other loans, aad €harged in connection with
loans and banking services. The Bank’s primaryasiof funds are deposits, advances from the FAtl®3ta, proceeds from loans sold on the secor
market, and payments and principal prepaymentsdbians. The principal executive offices of thexBare maintained at 200 Westgate Circle, Suite
Annapolis Maryland, 21401. Its telephone numberli8-260-2000 and its e-mail address is mailman@s&ank.com.

The Thrift Industry

Thrift institutions are financial intermediaries i¢h historically have accepted savings depositsiftoe general public and, to a lesser extent, @t
funds from outside sources and invested those depaed funds primarily in loans secured by firstrtgage liens on residential and other types of
estate. Such institutions may also invest themdfuin various types of short- and lolegm securities. The deposits of bank and thniftifutions ar
insured by the Deposit Insurance Fund (“DIF”) amauistered by the Federal Deposit Insurance Cotmord‘FDIC”), and these institutions are subjec
extensive regulations. These rediglas govern, among other things, the lending ahéroinvestment powers of thrift institutions, inding the terms «
mortgage instruments these institutions are pegthith utilize, the types of deposits they are ptteaiito accept, and reserve requirements.

The operations of thrift institutions, includingoge of the Bank, are significantly affected by gaheconomic conditions and by related monetary
fiscal policies of the federal government and ratjahs and policies of financial institution regoly authorities, including the Federal Reserve Hr
OCC into which the former OTS was merged. Lendintjvities are influenced by a number of factorduding the demand for housing, conditions in
construction industry, and availability of fundSources of funds for lending activities includeisgs deposits, loan principal payments, proceeans fale
of loans, borrowings from the FHLBtlanta and other sources. Savings flows at tim#titutions such as the Bank are influenced Inyimber of factol
including interest rates on competing investmentslavels of personal income.
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Earnings

The Bank’s earnings depend primarily on the differebetween income from interestrning assets such as loans and investmentsntenest paid ¢
interest-bearing liabilities such as deposits amudwings. The Bank typically engages in Idegm mortgage lending at fixed rates of intereshegally fo
periods of up to 30 years, while accepting depdsitsonsiderably shorter periods. However, mafhthe Bank’s long-term fixedate loans are sold in t
secondary market, typically resulting in net gainghe sale of such loans by the Bank.

Generally, rapidly rising interest rates causedit of interest-bearing liabilities to increaserenapidly than yields on interes&rning assets, there
adversely affecting the earnings of many thrifttim§ons. While the industry has received expahdiending and borrowing powers in recent y
permitting different types of investments and magg loans, including those with floating or adjbtarates and those with shorter terms, earning
operations are still highly influenced by levelsmtierest rates and financial market conditions lapdubstantial investments in long-term mortgagas.

Competition

The Annapolis, Maryland area has a high densitfinaincial institutions, many of which are signifithy larger and have greater financial resot
than the Bank, and all of which are competitorshef Bank to varying degrees. The Bankbmpetition for loans comes primarily from sagrand loa
associations, savings banks, mortgage banking aoempansurance companies, and commercial bankanyMf the Banls competitors have higher le
lending limits than the Bank. The Baskmost direct competition for deposits has histdijccome from savings and loan associations, sgviranks
commercial banks, and credit unions. The Bank<amiditional competition for deposits from shiemm money market funds and other corporate
government securities funds. The Bank also faceeased competition for deposits from other fimgniostitutions such as brokerage firms, insuri
companies and mutual funds. The Bank is a commuaniented financial institution serving its marketa with a wide selection of mortgage loe
Management considers the Baskeputation for financial strength and customevise as its major competitive advantage in atingctand retainin
customers in its market area. The Bank also bediévbenefits from its community orientation.

Net Interest Income

Net interest income increases during periods whenspread between Bancapheighted average rate at which new loans arénatigd and tr
weighted average cost of interdsaring liabilities widens. Market factors suchimterest rates, competition, consumer preferenttessupply of ar
demand for housing, and the availability of funfect the Bank’s ability to originate loans.

Bancorp has supplemented its interest income thrpugchases of investments when appropriate. ddtisity is intended to generate positive inte
rate spreads on large principal balances with mahadministrative expense.

Interest Rate and Volume of InterestRelated Assets and Liabilities

Both changes in rate and changes in the compogifi@ancorp’s interest-earning assets and intdyeating liabilities can have a significant effen
net interest income.

For information concerning the extent to which aemin interest rates and changes in volume ofdsteclated assets and liabilities have affe
Bancorp’s interest income and expense during #wlffiyears ended December 31, 2014 and 2013,teefiam 6, “Selected Financial DatdRate Volum:
Table”.
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Market Area

The Banks market area is primarily Anne Arundel County, Mand and nearby areas, due to its four branchtimts all being located in An
Arundel County.

The Bank continues to expand its business reldiipnisanking department by focusing on the needthefbusiness community in Anne Arun
County, Maryland. In addition, the Bank increadsdofferings to businesses and consumers, inadudaditional commercial lending products, busi
internet banking, and an expanded line of consutieposit products. The Bank has traditionally fecugs lending activities on first mortgage lo
secured by real estate for the purpose of purchamfinancing, developing and constructing onésta-family residences and commercial propertieant
near Anne Arundel County, Maryland. The demandfifst mortgage lending has increased in 2014, asBB#nk continues to be a leading mortgage le
in its market area in 2014. The Bank participatethe secondary market and sells loans it origimaither with mortgage servicing rights releask
retained.

Supervisory and Formal Agreements

Bancorp is currently under a supervisory agreenwiginally entered into with the OTS on Novemb8r 2009. Due to the passage of the D&dahk
Act, effective July 21, 2011, the supervision ohBarp was transferred to the FRB and, as a rdkeltsupervisory agreement is now enforced by thB.
The supervisory agreement provides, among othegshihat

« Bancorp will not make any dividends or capital dlsttions, and Bancorp will not redeem any Banomypmon stock, without the pr
approval of the Federal Reser

« Bancorp will not, and will not permit its subsidis to, incur, issue, renew or rollover any deld@lt securities, increase any current
of credit, guarantee the debt of any entity, oreothise incur any additional debt, without the pnaitten nonebjection of the Feder
Reserve

« Bancorp will submit to the Federal Reserve a bissingan designed to, among other things, improegadipns, earnings and profitabi
and reduce Bancorp debt and, after the Federah®'s approval, implement such plan and review such glerterly; anc

« Bancorp will make various periodic reports to tleel€ral Reserve and their board of directors.

On April 23, 2013, the Bank entered into a formgdegment with the OCC, which agreement primarilgradsed issues identified in the O8@epor
of examination of the Ban&'operations and financial condition in 2012. Tdrenal agreement supersedes and terminates thevisgg agreement enter
into between the OTS and the Bank on November @392 The formal agreement provides, among othiegsh that

« The Banks Board will appoint a Compliance Committee of east three directors, which will be responsible fioonitoring an
coordinating the Bar's adherence to the provisions of the Agreemensahdhitting progress reports to the Boe

« The Banl's Board will assess the qualifications of each @eakecutive officer and director and ensure that Bank has compete
management in place on a -time basis in all senior executive officer posii@nd a competent Board of Directc

« The Banl's Board will adopt, implement, and thereafter easts adherence to an independent, internal audgram, directed by a
reporting to the Board, sufficient to detect angont on irregularities and weak practices in thelBsoperations and report on the Bank’
compliance with applicable laws, rules and regatadj

« The Bank will take immediate and continuing acttonreduce the level of criticized assets in the ¢'s report of examination and
develop and adhere to a written program designetirtonate the basis of criticism of those assetstioer subsequently criticize
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« The Banks Board will establish credit risk management pecast that ensure effective credit administratioortfplio management a
monitoring, and risk mitigation, including a writteredit policy and portfolio stress testi

« The Banl's Board will review the adequacy of the B’s allowance for loan and lease losses and willbéstaa program for tf
maintenance of an adequate allowai

« The Banl's Board will ensure the implementation of appraigsalicies and controls to ensure full compliancahwall regulator
requirements

« The Banl's Board will develop, implement, and thereafteruea8an!'s adherence to a written th-year business pla

« The Bank’s Board will submit to the OCC a revisediten capital plan for the Bank, consistent wiltle Banks business plan, covering
least a thre-year period; an

« The Banks Board will review and revise as necessary, aatktttfter maintain a comprehensive liquidity risknagement program an
contingency funding plan consistent with regulatpmydance

The terms of both agreements will remain in effentil terminated, modified or suspended by the eetpe regulatory agency. The foregc
summaries are qualified by reference to (i) theesuipory agreement, a copy of which is filed aseahibit to Bancorp’s Annual Report on Form K(for
fiscal year ended December 31, 2009 filed withSkeurities and Exchange Commission on March 180 2d (ii) the formal agreement, a copy of w
is filed as an exhibit to Bancorp’s Quarterly Reor Form 109 for the quarter ended March 31, 2013 filed wiith Securities and Exchange Commis
on May 8, 2013.
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Loan Portfolio Composition

The following table sets forth the composition @frBorps loan portfolios by type of loan at the datesdatiéd. The table includes a reconciliatio
total net loans receivable, including loans heldsfale, after consideration of undisbursed portibloans, deferred loan fees and discounts, advatice
for losses on loans as of December 31:

2014 2013 2012 2011 2010
Amount Percer Amoun Percer Amoun Percer Amount Percer Amoun Percer
(dollars in thousands

Residential mortgag $309,46: 44.91% $258,91¢ 39.56% $269,40! 38.6(% $295,87¢ 39.7¢% $326,25! 38.81%
Construction, land acquisitiol

and developmer 84,32¢ 12.2%6  75,53¢ 11.5%6  71,52! 10.28%  99,12: 13.32% 144,09 17.1%
Land 30,42¢ 4.42%  34,42¢ 5.2€%  50,90( 7.2%  59,64¢ 8.02%  63,15¢ 7.52%
Lines of credit 19,25: 27%  21,59¢ 3.3(%  31,42¢ 45(%  34,27¢ 4.61%  36,64: 4.37%
Commercial real esta 198,53¢ 28.81% 220,16( 33.64% 222,03t 31.81% 203,01( 27.2% 212,47 25.32%
Commercial no-real estatt 10,167 1.47% 8,58¢ 1.31% 6,12( 0.8% 5,59¢ 0.75% 8,43¢ 1.0(%
Home equity 28,75( 4.17%  30,33¢ 4.64%  34,60¢ 496%  41,30¢ 5.5€%  43,50: 5.1&%
Consume 1,04( 0.15% 1,18¢ 0.18% 85¢ 0.12% 897 0.12% 1,30z 0.1€%
Loans held for sal 7,16t 1.04% 3,72¢ 0.57%  11,11¢ 1.5%% 4,12¢ 0.55% 3,42¢ 0.41%

Total gross loans 689,12: 100.0% 654,47 100.0(% 697,99 100.0(% 743,86¢ 100.0(% 839,29( 100.0(%
Deferred loan origination fee

and costs, ne (2,480) (2,13)) (2,04 (2,485 (3,20%)
Loans in proces (36,167) (34,069 (15,647 (18,019 (23,85))
Allowance for loan losse (9,435 (21,739 (27,479 (25,939 (29,877

Total loans ne $641,04 $606,53! $662,82! $697,43: $782,36:
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Lending Activities
General

The Bank originates mortgage loans of all typesluiing residential, residential-construction, coemamal-construction, commercial, land ¢
residential lot loans. The Bank also originates-nmrtgage loans, which include consumer, businedscammercial loans. These loans constitute a
part of the Bank’s portfolio.

The Bank originated and funded $232,781,000 an® $338,000 of loans for the years ended Decembe2®¥ and 2013, respectively.

Loan Origination Procedures

The following table contains information on theigity of the Bank’s loans held for sale and itsieaeld for investment in its portfolio:

For the Years Ended December
2014 2013 2012
(dollars in thousand:

Held for Sale
Beginning balanc $ 3,72¢ $ 11,11¢ $ 4,12¢
Originations 93,99¢ 116,78¢ 105,67
Net sales (90,560 (124,17%) (98,686
Ending balanci $ 7,165 $ 3,72¢ $ 11,11¢

Held for investment

Beginning balanc $ 650,75: $ 686,88: $ 739,74(
Originations and purchas 138,78: 132,24! 85,32
Transfers to foreclosed real est (847) (20,347 (16,51%)
Repayments/payofi (106,729 (109,38) (121,669
Bulk loan sale! - (48,657) -

Ending balance $ 681,95¢ $ 650,75: $ 686,88:

The Bank originates residential mortgage loansdhato be held in the Barskloan portfolio as well as loans that are intenfdedale in the second:
market. Loans sold in the secondary market amagily sold to investors with which the Bank maintaa correspondent relationship. These loan
made in conformity with standard underwriting atieeto assure maximum eligibility for possible resm the secondary market, and are approved diy
the Bank’s underwriter or the correspondent’s uwdéer. Loans considered for the Baskportfolio with borrowers that have lending redaships les
than $500,000 are approved by the BarRfficers, which includes the Chief Executive ©4ifi, the Chief Operating Officer, the Chief Finah®fficer ant
the Chief Lending Officer. Loans considered faz Banks portfolio with borrowers that have lending redaships of $500,000 or greater are approve
the Bank’s Directors Loan Committee. Meetingshef Directors Loan Committee are open to attendagp@my member of the BarkBoard of Directol
who wishes to attend. The loan committee reportatd consults with the Board of Directors in ipteting and applying the Barklending policy. Sing
loans greater than $2,000,000, or loans to oneoem aggregating more than $4,000,000, up to $Z600® (the maximum amount of loans to
borrower as of December 31, 2014), must also haadBof Directors’ approval.
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Loans that are sold are typically lotgrm (15 or more years) loans with fixed interedés eligible for resale in the secondary marketans retaine
for Bancorps portfolio typically include construction loangnemercial loans and loans that periodically repdcenature prior to the end of an amorti
term. Loans are sold with either servicing reldageretained by the Bank. As of December 31, 2@id Bank was servicing $21,577,000 in loan:
Federal Home Loan Mortgage Corporation (“FHLMC"46$347,000 in loans for Federal National Mortgagssdtiation (“FNMA”)and $25,408,000
loans for other investors.

The following table contains information, as of Betber 31, 2014, on the percentage of fixed-raigesfiamily loans serviced for others by the Bz
by interest rate category.

Interest rate rang Percentage of Portfol
Less than 5.009 92.2%
5.00- 6.00% 7.6%
6.01- 7.00% 0.1%
7.01-8.00% 0.0%
Over 8.00% 0.1%

100.0%

The Bank’s mortgage loan approval process is irgértd assess the borrowegbility to repay the loan, the viability of theah, and the adequacy
the value of the property that will secure the lodine authority of the loan committee to apprayemk is established by the Board of Directors amceatly
is commensurate with the Bank’s limitation on loam®ne borrower. The Barg&kmaximum amount of loans to one borrower curreistigqual to 15% «
the Banks unimpaired capital, or $16,037,000 as of Decer8fier2014. Loans greater than this amount reqparécipation by one or more additio
lenders. Letters of credit are subject to the shmigations as direct loans. The Bank utilizeda@pendent qualified appraisers approved by the Bof
Directors to appraise the properties securingags and requires title insurance or title opinisnsas to insure that the Bank has a valid lierthe
mortgaged real estate. The Bank requires borrotgarsintain fire and casualty insurance on itsisstt properties.

The procedure for approval of construction loanshies same for residential mortgage loans, excegit tthe appraiser evaluates the building p
construction specifications, and estimates of ¢ansbn costs. The Bank also evaluates the fdagitnf the proposed construction project and
experience and track record of the developer.dtit@n, all construction loans generally requireceanmitment from a thirgharty lender or from the Ba
for a permanent long-term loan to replace the coogon loan upon completion of construction.

Residential Mortgage Loans

At December 31, 2014, Bancorp’s residential morgglgn portfolio totaled $309,461,000, or 44.9%Bahcorp’s loan portfolio. All of Bancorg’
residential mortgage loans are secured by oneutofémnily residential properties.

Commercial Real Estate Loans

At December 31, 2014, Bancorp’s commercial reatesban portfolio totaled $198,539,000, or 28.8%Bancorp’s loan portfolio. All of Bancorp’
commercial real estate loans are secured by imgrpxaperty such as office buildings, retail stlgping centers, industrial condominium units atfeel
small businesses, most of which are located irBdrgk’s primary lending area. The largest commercidl estate loan outstanding at December 31,
was a $7,945,000 loan secured by a commercial pgyojpeEdgewater, Maryland. This loan has consityeperformed in accordance with the terms o
debt instrument.

Loans secured by commercial real estate propegtesrally involve a greater degree of risk thandergtial mortgage loans. Because paymen
loans secured by commercial real estate propexteesften dependent on the successful operatioraaagement of the properties, repayment of these
may be subject to a greater extent to adverse tonslin the real estate market or the economy.
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Construction and Land Acguisition and Development loans

The Bank originates loans to finance the constuctif one-tofour family dwellings, and to a lesser extent, caencial real estate. It also origine
loans for the acquisition and development of unmpd property to be used for residential and/or reencial purposes in cases where the Bank
provide the construction funds to improve the prips. As of December 31, 2014, Bancorp had 10Btroction loans outstanding in the gross aggr:
amount of $84,325,000, representing 12.2% of @s Iportfolio. Included in that total were commitmteeto advance an additional $36,162,000.

Construction loan amounts are based on the apfraidee of the property and, for builder loanseasibility study as to the potential marketabitity
profitability of the project. Construction loansrgerally have terms of up to one year, with reaslenextensions as needed, and typically have stteate
that float monthly at margins ranging from the pimate to 2 percent above the prime rate. Intaadio builders’projects, the Bank finances
construction of single family, own&ecupied houses where qualified contractors areied and on the basis of strict written undenngtand constructic
loan guidelines. Construction loans are structeititer to be converted to permanent loans wittBduek upon the expiration of the construction phase
be paid off by financing from another financialtingion.

Construction loans afford the Bank the opportutityncrease the interest rate sensitivity of i@nlgortfolio and to receive yields higher than d
obtainable on loans secured by existing resideptiaperties. These higher yields correspond tohilgber risks associated with construction lendi
Construction loans involve additional risks atttdtle to the fact that loan funds are advanced tipersecurity of the project under constructiort thai
uncertain value prior to its completion. Becaukéhe uncertainties inherent in estimating constomccosts as well as the market value of the ceter
project and the effects of governmental regulatibreal property, it is relatively difficult to vaé accurately the total funds required to compdepeojec
and the related loan-tealue ratio. As a result, construction lendingenftnvolves the disbursement of substantial funitls ®payment dependent, in p
on the ultimate success of the project rather tharability of the borrower or guarantor to repaingipal and interest. If the Bank is forced toefdose o
a project prior to or at completion, due to a d#fahere can be no assurance that the Bank willide to recover all of the unpaid balance of tranla
well as related foreclosure and holding costsaddition, the Bank may be required to fund addé@lamounts to complete the project and may haveld
the property for an unspecified period of time.eTBank has attempted to address these risks thiitgaighderwriting procedures and its limited amooi
construction lending on multi-family and commergigdl estate properties.

It is the policy of the Bank to conduct physicapections of each property secured by a constructiagehabilitation loan for the purpose of repw
upon the progress of the construction of improveaseihese inspections, referred to as “constroatiaw inspections dre to be performed at the time «
request for an advance of construction funds. olfcanstruction advance has been requested, a woti@tr inspector or senior officer of the instian
makes an inspection of the subject property at kpaerterly.

Land and Residential Building Lots

Land loans include loans to developers for the lbgveent of residential subdivisions and loans oimmynoved lots primarily to individuals. .
December 31, 2014, Bancorp had outstanding landesidential building lot loans totaling $30,428)00r 4.4% of the total loan portfolio. The larget
these loans is for $2,995,000, is secured by resaldots in Severn, Maryland, and has performeddcordance with the terms of the debt instrun
Land development loans typically are shiertm loans; the duration of these loans is typjcatit greater than three years. The interestaatand loans
generally at least 1% or 2% over the prime ralde loan-tovalue ratio generally does not exceed 75% at the 6f loan origination. Land and resider
building lot loans typically are made to customafrshe Bank and developers and contractors withnwltite Bank has had previous lending experienc
addition to the customary requirements for thepegyof loans, the Bank may also require a sat@fa&thase | environmental study and feasibilitylgttc
determine the profit potential of the development.




Table of Content

Lines of Credit and Commercial NonReal Estate Loans

The Bank also offers other business and commdoaak. These are loans to businesses are typloadly of credit or other loans that are not sed
by real estate, although equipment, securitiestlwer collateral may secure them. They typically affered to customers with lorgganding relationshi
with the Bank. At December 31, 2014, $29,418,@001.3%, of the loan portfolio consisted of lindsedit and other commercial loans.

Home Equity and Other Consumer Loans

The Bank also offers other loans to consumersudiey home equity loans, home equity lines of dradd other consumer loans. At Decembe
2014, $29,790,000, or 4.3% of the loan portfoliagisted of these loans.

Loan Portfolio Cash Flows

The following table sets forth the estimated mayusf Bancorps loan portfolios by type of loan at December 31142 The estimated maturity refle
contractual terms at December 31, 2014. Contrhprirscipal repayments of loans do not necessaefiect the actual life of the Barsloan portfolios
The average life of mortgage loans is substantiafig than their contractual terms because of po@payments and because of enforcement of “dualeh s
clauses. The average life of mortgage loans témdtscrease, however, when current mortgage lotes rsubstantially exceed rates on existing mor!
loans.

Due Due afte
Within one 1 througt Due afte
year or les 5 year 5 year Total
(dollars in thousand:

Residential mortgag $ 30,90¢ $ 29,22¢ $ 256,49. $ 316,62
Construction, land acquisition and developn 67,59: 16,73: - 84,32t
Land 14,60: 7,067 8,751 30,42¢
Lines of credit 13,45:¢ 5,62¢ 172 19,25:
Commercial real esta 16,69¢ 49,37( 132,47 198,53¢
Commercial, no-real estatt 207 3,357 6,60¢ 10,167
Home equity - - 28,75( 28,75(
Consume 15C 87¢ 12 1,04(
Total $ 143,61( $ 112,25t $ 433,25¢ $ 689,12

*Includes loans categorized as held for sale.
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The following table contains certain informationaisDecember 31, 2014 relating to the loan padfof Bancorp with the dollar amounts of loans
after one year that have fixed and floating rat&é.loans are shown maturing based upon contrachaurities and include scheduled payments bt
possible prepayments.

Fixec Floatinc Total
(dollars in thousand:
Residential mortgag $ 129,72 $ 155,99 $ 285,71*
Construction, land acquisition and developrr 12,09: 4.63¢ 16,73:
Land 6,53¢ 9,28¢ 15,82
Lines of credit - 5,79¢ 5,79¢
Commercial real esta 63,56! 118,28: 181,84
Commercial, no-real estatt 6,407 3,565: 9,96(
Home equity - 28,75( 28,75(
Consume 89C - 89(
Total $ 219,21( $ 326,30: $ 545,51

*Includes loans categorized as held for sale.

Loans to One Borrower

Under regulatory guidelines, the aggregate amofiltams that the Bank may make to one borrower $18037,000 at December 31, 2014, whic
15% of the Bank’s unimpaired capital and unimpasacplus. The Bank'three largest loans at December 31, 2014 wei&%45000 loan secured b
commercial property located in Edgewater, Marylamd5,213,000 loan secured by commercial propert€adlumbia, Maryland and a $4,791,000 |
secured by commercial property located in Annapdiaryland. All three loans are performing as agre

Origination and Purchase and Sale of Loans

The Bank originates residential loans in conformitth standard underwriting criteria to assure nraxin eligibility for possible resale in the secory
market. Although the Bank has authority to lengveimere in the United States, it has confined ienl@rigination activities primarily to the statek
Maryland, Virginia and Delaware.

Loan originations are developed from a number ofces, primarily from referrals from real estateKars, internet leads, builders, and existing
walk-in customers.

The Banks mortgage loan approval process is intended #saghe borrower's ability to repay the loan, tiadility of the loan, and the adequac)
the value of the property that will secure the lodrmans considered for the Baalkportfolio with borrowers that have lending redaships less th:
$500,000 are approved by the BaBfficers Loan Committee, which includes the Cligrécutive Officer, the Chief Operating Officeret@hief Financie
Officer and the Chief Lending Officer. Loans calesied for the Bank' portfolio with borrowers that have lending redaships of $500,000 or greater
approved by the Bank’s Directors Loan Committeeeelihgs of the Financial Directorsban Committee are open to attendance by any meofhtie
Bank’s Board of Directors who wishes to attend. Therloammittee reports to and consults with the BadrBirectors in interpreting and applying
Bank’s lending policy. Single loans greater than $2,000, or loans to one borrower aggregating more $#H8000,000, up to $16,037,000 (the maxir
amount of loans to one borrower as of DecembeRB14), must also have Board of Directapproval. The Bank utilizes independent qualifipgraiser
approved by the Board of Directors to appraiseptioperties securing its loans and requires tit@iiance or title opinions so as to insure thaBttek has
valid lien on the mortgaged real estate. The Baakires borrowers to maintain fire and casualtyriasce on its secured properties.
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The procedure for approval of construction loanthés same as for residential mortgage loans, exbeptthe appraiser evaluates the building p
construction specifications, and estimates of cantbn costs. The Bank also evaluates the fddgilf the proposed construction project and
experience and track record of the developer.dtit@n, all construction loans generally requireceanmitment from a thirgharty lender or from the Ba
for a permanent long-term loan to replace the coogon loan upon completion of construction.

Consumer loans are underwritten on the basis dbdnewer's credit history and an analysis of thedwer's income and expenses, ability to repa
loan, and the value of the collateral, if any.

Currently, it is the Bank’s policy to originate bdiixed-rate and adjustabtate loans. The Bank is currently active in theoseary market and sell:
portion of its fixed-rate loans.

Interest Rates, Points and Fees

The Bank realizes interest, point, and fee incomeenfits lending activities. The Bank also realizssome from commitment fees for mak
commitments to originate loans, and from prepaynaedtlate charges, loan fees, application feesfemgifor other miscellaneous services.

The Bank accounts for loan origination fees in adance with standards set on the accounting farded costs and fees. These standards prohil
immediate recognition of loan origination fees asenues and require that such income (net of cedméct loan origination costs) for each loar
amortized, generally by the interest method, olierdstimated life of the loan as an adjustmeniafly The Bank also realizes income from gainsale:
of loans, and servicing released fees for loars wiih servicing released.

Delinquencies and Classified Assets and AllowancerfLoan Losses

Delinquencies

The Board of Directors reviews delinquencies onl@dins monthly. The Bancogp'collection procedures include sending a pastriitiee to th
borrower on the 17th day of nonpayment, makingoted@e contact with the borrower between 20 anda3@ after nonpayment, and sending a letter
the 30th day of nonpayment. A notice of intentdcetlose is generally sent between 60 and 90 dégisdelinquency. When the borrower is contac
Bancorp attempts to obtain full payment of the phst amount. However, Bancorp generally will seekeach agreement with the borrower on a pay
plan to avoid foreclosure.

Allowance for Loan Losses

An allowance for loan losses is provided througargbs to income in an amount that management kesligill be adequate to absorb losses on ex
loans that may become uncollectible, based on atiahs of the collectability of loans and prior moéoss experience. The evaluations take
consideration such factors as changes in the nahdesolume of the loan portfolio, overall portfoljuality, review of specific problem loans, andren!
economic conditions that may affect the borrowaldity to pay. Determining the amount of the alice for loan losses requires the use of estinaeite
assumptions, which is permitted under generallyepiEd accounting principles. Actual results couftedsignificantly from those estimates. Manageit
believes the allowance for losses on loans is ateqWWhile management uses available informatioastomate losses on loans, future additions t
allowances may be necessary based on changesnargicoconditions, particularly in the State of Maryd. In addition, various regulatory agenciesak
integral part of their examination process, pegatly review the Bank's allowance for losses om#aSuch agencies may require the Bank to rece
additions to the allowance based on their judgmeltsit information available to them at the timehafir examination.

The allowance consists of specific and general aorapts. The specific component relates to loaasate classified as impaired. When a real €
secured loan becomes impaired, a decision is made whether an updated certified appraisal ofrda estate is necessary. This decision is bas
various considerations, including the age of thestmrecent appraisal, the loanialue ratio based on the original appraisal andcbredition of thi
property. Appraised values are discounted to araitvthe estimated selling price of the collaterddich is considered to be the estimated fair vallire
discounts also include estimated costs to selptbperty.
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For loans secured by noral estate collateral, such as accounts receivivientory and equipment, estimated fair valuesdatermined based on
borrowers financial statements, inventory reports, accoretsivable aging or equipment appraisals or iresidndications of value from these source
generally discounted based on the age of the fiaeimformation and the quality of the assets.

For such loans that are classified as impairedjllawance is established when the current markeievaf the underlying collateral less its estim.
disposal costs has not been finalized, but managiedetermines that it is likely that the valueasver than the carrying value of that loan. Oneerik
collateral value has been determined, a chaffjis-taken for the difference between the nelatetal value and the carrying value of the loaor. [Bans the
are not solely collateral dependent, an allowas@sfablished when the present value of the exgbéatiere cash flows of the impaired loan is lowsart th
carrying value of that loan. The general compomelgtes to loans that are classified as doubsfutbstandard or special mention that are not coresi
impaired, as well as norlassified loans. The general reserve is basddsporical loss experience adjusted for qualitafaxetors. These qualitative fact
include:

« Levels and trends in delinquencies and nonaccruals;
« Inherentrisk in the loan portfolio;

« Trends in volume and terms of the loan;

« Effects of any change in lending policies and pdoces;
« Experience, ability and depth of managem

« National and local economic trends and conditis

« Effect of any changes in concentration of credit

« Industry conditions.

A loan is generally considered impaired if it megiteer of the following two criteria:

« Loans that are 90 days or more in arrears (nonakkrans); or
« Loans where, based on current information and syénis probable that a borrower will be unablepay all amounts d
according to the contractual terms of the loan exgent.

Credit quality risk ratings include regulatory d#igations of special mention, substandard, daudlethd loss. Loans classified special mention
potential weaknesses that deserve managemeltse attention. If uncorrected, the potentisbknesses may result in deterioration of the repay
prospects. Loans classified substandard have ladefthed weakness or weaknesses that jeopardidithéation of the debt. They include loans tha
inadequately protected by the current sound nethaamid paying capacity of the obligor or of thelataral pledged, if any. Loans classified doubtfale
all the weaknesses inherent in loans classifiedtanbard with the added characteristic that cadieair liquidation in full, on the basis of currestndition:
and facts, is highly improbable. Loans classifista loss are considered uncollectible and argyetiao the allowance for loan losses. Loans rastsdiiec
are rated pass.

A loan is considered a troubled debt restructursmmetimes referred to as a TDR, when Bancorp ¢don@mic or legal reasons relating to
borrowers financial difficulties grants a concessio the borrower that it would not otherwise cdesi Loan modifications made with terms consisteitt
current market conditions that the borrower coldthm in the open market are not considered a TDR.

Loans that experience insignificant payment delagd payment shortfalls generally are not classiisdimpaired. Management determines
significance of payment delays and payment shisttal a case-bgase basis, taking into consideration all of cirstances surrounding the loan and
borrower, including the length of the delay, thasens for the delay, the borrowsegrior payment record, and the amount of the &ibi relation to th
principal and interest owed.
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The Bank discontinues the accrual of interest andd®0 days or more past due, at which time allipusly accrued but uncollected interest is dedi
from income. $1,171,000 in interest income woueéhbeen recorded for the year ended December034, i2 the loans had been current in accord
with their original terms and had been outstandimgughout the year ended December 31, 2014 oe $ivar origination (if held for only part of this¢a
year). For the year ended December 31, 2014, 8689n interest income on such loans was actuadijuded in net income. The following table setsh

information as to non-accrual loans and other nerfiepming assets.

At December 31

201¢ 2012 2012 2011 201(
(dollars in thousand:

Loans accounted for on a r-accrual basis

Residential mortgag $ 6,052 $ 6,80z $ 14,43t $ 891 $ 18,77¢

Construction, land acquisition and developn 11F 814 8,56¢ 10,991 15,16(

Land 847 18z 4,68¢ 6,81% 5,89(

Lines of credit 38¢ 304 1,87i 2,01¢ 4,26

Commercial real esta 652 1,15¢ 5,79¢ 2,14 1,927

Commercial no-real estat: 1,77¢ - 111 5 -

Home Equity 3,01¢ 1,771 2,00(¢ 342 11€

Consumer - - 26 208 26
Total nor-accrual loan: $ 12,84t $ 11,038 $ 37,49 $ 31,43: $ 46,16¢
Accruing loans greater than 90 days past $ - % - 3 - 3 - $ -
Foreclosed re-estate $ 1947 $ 897: $ 11,44. $ 19,93 $ 20,95¢
Total non-performing assets $ 1479: $ 20,000 $ 4893t $ 51,36¢ $ 67,11¢
Nonaccrual troubled debt restructures (includedrak $ 2641 $ 2,091 $ 563 $ 19,357 $ 13,29¢
Accruing troubled debt restructurings $ 27,72¢  $ 34827 $ 56,44¢ $ 40,42¢ % 58,73(
Total non-accrual loans to net loans 2.L% 1.8&% 5.£% 4.5% 5.€%
Allowance for loan losses to total r-performing loans

including loans contractually past due 90 days orem 73.5% 106.2% 46.€% 82.5% 64.7%
Total nonaccrual and accruing loans greater than 90 day:

due to total assets 1.7% 1.4% 4.0% 3.5% 4.8%
Total nor-performing assets to total ass 1.8% 2.5% 5.7% 5.7% 7.L%

Included in noraccrual residential mortgage loans at DecembeB14, were 24 loans totaling $6,052,000 to conssraad no loans to buildel
Included in non-accrual land loans at DecembefB14 were seven loans totaling $847,000.
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Classified Assets

Federal regulations provide for the classificatadrioans and other assets, such as debt and espdtyities, considered by the OCC to be of I
quality, as “substandard,” “doubtful” or “loss ass&An asset is considered substandard if the payipgaity and net worth of the obligor or the collat
pledged, if any, inadequately protects it. Sulmiath assets include those characterized by thaigtossibility that the insured institution wglstai
some loss if the deficiencies are not correctedsefs classified as doubtful have all of the wes&ee inherent in those classified substandard thvé
added characteristic that the weaknesses presdset codection or liquidation in full highly questiable and improbable, on the basis of currentlgtag
facts, conditions, and values. Assets classifielbss assets are those considered uncollectilefasuch little value that their continuance asegswithou
the establishment of a specific loss reserve iswatanted. Assets that do not currently exposeitsured institution to a sufficient degree okrie
warrant classification in one of these categorigt gpssess credit deficiencies or potential weaksgs required to be designated special mentic
management.

When an insured institution classifies problem tssss either substandard or doubtful, it is reguice establish general allowances for losses
amount deemed prudent by management. Generalaaltm®s represent loss allowances which have beallisbed to recognize the inherent risk assoc
with lending activities, but which, unlike specifidlowances, have not been allocated to partiquiablem assets. When an insured institution dias
problem assets as loss assets, it is to chargaioff amount. An institutioa’determination as to the classification of ite#s$s subject to scrutiny by |
OCC, which can require the establishment of aduitiogeneral or specific loss allowances. The Bemkews monthly the assets in its portfolic
determine whether any assets require classificatiaccordance with applicable regulations.

Total classified loans as of December 31, 2014 v§2%®,861,000 of which all were classified substatidarhe allowance for loan losses a:
December 31, 2014 was $9,435,000, which was 1.48tosf loans receivable and 73.5% of total noneperihg loans.

[see table on following page]
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The following table summarizes the allocation af tllowance for loan losses by loan type and tiegoe of loans in each category compared to
loans (excluding loans held for sale) as of Decarfithe

2014 2013 2012 2011 2010
Percentage « Percentage Percentage Percentage Percentage
Loans in eac Loans in eac Loans in eac Loans in eac Loans in eac
Allowance Categoryto Allowance Categoryto Allowance Categoryto Allowance Categoryto Allowance Category to
Amount Total Loans Amount Total Loans Amount Total Loans Amount Total Loans Amount Total Loans
(dollars in thousands
Residential
mortgage $ 4,66« 45.3t%$ 6,291 39.7%$ 8,41¢ 39.2%$ 12,30: 40.0% $ 16,33¢ 39.0%%
Construction,
land
acquisition
and
developmer 362 12.3% 414 11.61% 2,12( 10.41% 3,91¢ 13.4(% 3,997 17.2%%
Land 64¢€ 4.4¢% 1,34¢ 5.2% 2,24¢ 7.41% 2,40¢F 8.06% 4,22¢ 7.5%
Lines of credi 12 2.82% 36 3.32% 87 4.57% 72E 4.62% 45¢ 4.3¢8%
Commercial
real estatt 2,50 29.11% 2,51z 33.8% 3,29¢ 32.3% 4,157 27.4%% 3,94¢ 25.42%
Commercial
non-real
estate 28C 1.4% 13k 1.32% 46 0.8%% 16¢ 0.7€% 131 1.01%
Home equity 962 4.22% 1,00¢ 4.6€% 1,25¢ 5.0/% 2,251 5.56% 762 5.2(%
Consumer 4 0.15% 2 0.1&% 13 0.15% 6 0.1%% 10 0.16%
Total $ 943t 100.0%6$ 11,73¢ 100.0%$ 17,47¢ 100.0%$ 25,93¢ 100.0%$ 29,87 100.0(%
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The following table contains information with respto Bancorp’s allowance for loan losses for teaqals indicated:

Average loans outstanding, net

Total gross loans outstanding at end of period
Total net loans outstanding at end of pe!
Allowance balance at beginning of peri

Provision for loan losse
Actual charg-offs
Residential real esta
Construction, land acquisition and developn
Land
Lines of credit
Commercial real esta
Commercial no-real estatt
Home Equity
Consume
Total charge-offs
Recoveries
Residential real esta
Construction, land acquisition and developn
Land
Lines of credit
Commercial real esta
Commercial no-real estatt
Home Equity
Consumer
Total recoveries

Net charge off:

Allowance balance at end of peri

Net charg-offs as a percent of average loi

Allowance for loan losses to total gross loansnat @ period
Allowance for loan losses to net loans at end oibple

As of or for the Year Ende

December 3.
2014 2012 201z 2011 201(
(dollars in thousand:
$ 622,93} $ 648,95¢ $ 692,83. $ 753,92t $ 823,41(
$ 689,12: $ 654,47¢ $ 697,997 $ 743,86¢ $ 839,29(
$ 641,047 $ 606,53¢ $ 662,82! $ 697,43. $ 782,36.
$ 11,73¢ % 17,47¢  $ 2593t $ 29,87 % 34,69:
831 16,52( 765 4,61z 5,744
844 7,91¢ 4,29¢ 4,421 6,82¢
63 2,43¢ 1,39¢ 1,50¢ -
- 4,52¢ 1,62¢ 1,05¢ 3,09¢
1,32¢ 521 182 - -
92 8,34: 41€ 811 52z
1,41(C 687 20 - -
261 80¢ 1,407 39 217
- 46 1C 717 5
3,99/ 25,29: 9,35: 8,54¢ 10,66¢
30€ 1,03¢ 18 - 10C
- 66 - - -
34¢ 1,77¢ - - -
15 60 - - -
25 54 - - -
15¢ 8 11C - -
- 15 - - -
5 24 - 2 -
85¢ 3,034 12¢ - 10C
3,13¢ 22,25¢ 9,22¢ 8,54¢ 10,56¢
$ 9,43t $ 11,73¢  $ 17,47¢  $ 2593t $ 29,87
0.5(% 3.4%% 1.35% 1.1%% 1.28%
1.37% 1.7% 2.5(% 3.4%% 3.56%
1.47% 1.94% 2.64% 3.72% 3.82%
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Investment Activities

Federal thrift institutions, such as the Bank, hauthority to invest in various types of liquid efss including United States Treasury oligas ani
securities of various federal agencies, certifgatedeposit at insured banks, bankers' acceptamzbfederal funds. As a member of the FHLB Systag
Bank must maintain minimum levels of liquid assgtecified by the OCC, which vary from time to timBubject to various regulatory restrictions, fed
thrift institutions may also invest a portion oéthassets in certain commercial paper, corporele skecurities and mutual funds whose assets auortfothe
investments that a federal thrift institution igtearized to make directly.

The amortized cost of the Bank’s investment seiesriield to maturity as of the dates indicated paesented in the following table:

At December 31

201 2012 201z

(dollars in thousands
US Treasury securitie $ 27,14C % 31,23 % 29,41«
US Agency securitie 17,04« 11,12 4,14z
US Government sponsored mortg-backed securitie 15,43: 2,30: 51C
Total Investment Securities Held to Matur $ 59,61¢ $ 44661 $ 34,06¢
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Investment Scheduled Maturity Table

As of December 31, 2014

More than One t More than Five tc More than
One Year or Les Five Years Ten Years Ten Years Total Investment Securitie
Weightec Weightec Weightec Weightec Weightec
Amortizec Average Amortizec Average Amortizec Average Amortizec Average Amortizec Average Fair
Cost Yield Cost Yield Cost Yield Cost Yield Cost Yield Value
(dollars in thousands
US Treasury
securities $ 6,00z 1.5% $ 20,17 1.62% $ 96& 3.2t% $ = - $ 27,14 1.6%% $27,57¢
US Agency
securities 1,02¢ 1.7% 14,07( 1.3%% 1,95C 3.15% - - 17,04« 15%% 17,117
US Governmen
sponsored
mortgage-
backed
securities* - - 9,31¢ 1.85% 5,87¢ 2.1(% 23t 5.21% 15,43: 2.0% 15,43(
Total securities $  7,02¢ 1.61% $ 43,56 1.50% $ 8,79¢ 24t% $ 23¢ 5.21% $ 59,61¢ 1.74% $60,12!

* The amortized cost of mortgadpracked securities as of December 31, 2014, by actotrl maturity, is shown above. Expected maagithay diffe
from contractual maturities because the securitiag be called or prepaid with or without prepaynpealties.
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Deposits

Deposits are attracted principally from within tBank’s primary market areas through the offering of deta of deposit instruments, includi
passbook and statement accounts and certificatgspafsit ranging in terms from three months to fiears. Deposit account terms vary, principallytioa
basis of the minimum balance required; the timéoperthe funds must remain on deposit and thedsteate. The Bank also offers individual retiret
accounts.

The Bank’s policies are designed primarily to attrdeposits from local residents rather than tacéaeposits from areas outside the Bangtiman
markets. Interest rates paid, maturity terms,iserfees and withdrawal penalties are establishetidBank on a periodic basis. Determinatioretés an
terms are predicated upon funds acquisition anddity requirements, rates paid by competitorswghogoals and federal regulations.

Deposits in the Bank as of December 31, 2014, 2032012 consisted of savings programs describletbe

201/ 201: 201z
(dollars in thousands

NOW account: $ 54,827 $ 40,067 $ 32,14(
Money market accoun 39,57¢ 38,61¢ 48,25
Passbook 126,06: 164,50 176,79¢
Certificates of depos 298,48¢ 301,35¢ 318,95!
Nonr-interest bearing accour 24,857 26,70 23,24¢
Total deposit: $ 543,81: $ 571,24¢ $ 599,39:

The following table contains information pertainitmthe certificates of deposit held by the Bankhwa minimum denomination of $100,000 a
December 31, 2014.

Jumbo Certificate

of Deposit
Time Remaining Until Maturit (dollars in thousand
Less than three montl $ 16,64¢
3 months to 6 montr 22,99;
6 months to 12 montt 53,75:
Greater than 12 months 45,957
Total $ 139,34°
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Liguidity and Asset/Liability Management

Two major objectives of asset and liability managatare to maintain adequate liquidity and to agritre interest sensitivity of the balance sheet.

Liquidity is the measure of a compasyability to maintain sufficient cash flow to fumgerations and to meet financial obligations toodéprs an
borrowers. Liquidity is provided by the ability &itract and retain deposits and by principal anérést payments on loans and maturing securitiéise
investment portfolio. A strong core deposit basgplemented by other deposits of varying matsriied rates, contributes to the Bank’s liquidity.

Management believes that funds available througbrt$érm borrowings and asset maturities are adequatmeet all anticipated needs,
management is continually monitoring the Bank'sildity position to meet projected needs.

Interest rate sensitivity is maintaining the apitib reprice interest earning assets and interesstitg liabilities in relationship to changes ie tpener:
level of interest rates. Management attributesr@dt rate sensitivity to a steady net interesgmahrough all phases of interest rate cycles.nggemer
attempts to make the necessary adjustments toragmstiverse swings in net interest income resultiom interest rate movements through gap an:
and income simulation modeling techniques.

Borrowings

The Bank’s credit availability under the FHLB ofl&tta’s credit availability program was $153,070,000 act&@nber 31, 2014. The Bank is abl
borrow up to 20% of total assets. The Bank, frametto time, utilizes the line of credit when intgreates under the line are more favorable thaaimbt
deposits from the public. There were no short-tbamowings with the FHLB of Atlanta at December, 3014.

Employees

As of December 31, 2014, Bancorp and its subs&bahiad approximately 150 full-time equivalent ergpks.  Bancorg’ employees are r
represented by any collective bargaining group.

Hyatt Commercial

Hyatt Commercial is a subsidiary of the bank and igal estate brokerage company specializing innoercial real estate sales, leasing and pro
management.

SBI Mortgage Company

SBI Mortgage Company (“SBI”)s a subsidiary of Bancorp that has engaged inotigination of mortgages not suitable for the Barlk.owns
subsidiary companies that purchase real estaiefestment purposes. As of December 31, 2014,n8B1$1,813,000 in outstanding mortgage loans
had $479,000 invested in subsidiaries, which fumele held in cash, pending potential acquisitiomeéstment real estate.

Crownsville Development Corporation

Crownsville Development Corporation, which is doimgsiness as Annapolis Equity Group, is a subsidi@rSBI and is engaged in the busines
acquiring real estate for investment and syndiogpiorposes.
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HS West, LLC

HS West, LLC (“HS") is a subsidiary of the Bank,danonstructed a building in Annapolis, Marylandttiserves as Bancorp’s and the Bank’
administrative headquarters. A branch office of Bagk is also located in the building. In addifibéi leases space to four unrelated companiesoat
law firm of which the President of Bancorp and Bank is a partner.

Severn Financial Services Corporation

Severn Financial Services Corporation is a suhbgidié the Bank that is part of a joint venture wahlocal insurance agency to provide var
insurance products to customers of Bancorp.

Regulation

The financial services industry in the Bamkharket area is highly competitive, including catiipn from commercial banks, savings banks, ¢
unions, finance companies and non-bank providefmancial services. Several of the Basicompetitors have legal lending limits that excted of th
Bank’s, as well as funding sources in the capitatkets that exceeds the Baslkivailability. The increased competition has mesufrom a changing lec
and regulatory climate, as well as from the ecoratimate.

General

Savings and loan holding companies and savingsiasiems are extensively regulated under both fddand state law. This regulation is inten
primarily to protect depositors and the Deposituhasce Fund (“DIF”),and not the stockholders of Bancorp. The summalgvb describes briefly ti
regulation that is applicable to Bancorp and thelBaoes not purport to be complete and is qudlifieits entirety by reference to applicable laws!
regulations.

Regulatory Reform and Legislation

On July 21, 2010, Congress enacted the Dodd-Fraalk Stteet Reform and Consumer Protection Act {fbedd-Frank Act”). The Dodd-rank Ac
has significantly changed the bank regulatory stmecand significantly impacted the lending, defosivestment, trading and operating activitie:
financial institutions and their holding compani&@se DoddFrank Act requires various federal agencies to addpoad range of new implementing ni
and regulations, and to prepare numerous studidsreports for Congress. The federal agencies haea lgiven significant discretion in drafting
implementing rules and regulations, and consequemtihny of the details and future impact of the ®&dank Act may not be known for many month
years. The discussion below generally discussestterial provisions of the Doderank Act applicable to Bancorp and the Bank angbiscomplete ¢
meant to be an exhaustive discussion.

Certain provisions of the Doderank Act have already affected Bancorp. Effecfiuly 21, 2011, the OTS, which was the primary fableegulator fo
Bancorp and the Bank, was abolished and replacetthdoy-RB with respect to savings and loan holdiogganies and their natepository institutio
subsidiaries, including Bancorp, and the OCC wépect to federal savings associations, includiegdank.

The DoddFrank Act also created a new Consumer FinancigkPtion Bureau with broad powers to supervise arfdree consumer protection lay
The Consumer Financial Protection Bureau has braadgnaking authority for a wide range of consumer prioéa laws that apply to all banks and sav
institutions, including the authority to prohibitrifair, deceptive or abusiveicts and practices. The Consumer Financial Prote8ureau has examinat
and enforcement authority over all banks and savingtitutions with more than $10 billion in asse&avings institutions with $10 billion or lessasset:
such as the Bank, continue to be examined for damg# with the consumer laws by their primary beegulators.
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Effective July 21, 2011, the federal prohibitiomspaying interest on demand deposits were elimihalreis allowing businesses to have interest bg
checking accounts.

The DoddFrank Act weakened the federal preemption rulediegipe to national banks and federal savings aagons, allowing federal law
preempt state law only where state law (i) wouldeha discriminatory effect on federal savings asgmns, (ii) would prevent or significantly intere witt
the exercise by a federal savings associationsopawers or (iii) is preempted by other federal.lahhe OCC has the authority to make preem,
determinations and must make each determinatianaase by case basis.

The DoddFrank Act directed the FDIC to redefine the bagedposit insurance assessments paid by bankss#asats will now be based on
average consolidated total assets less tangiblgyenfua financial institution. This change may pastionally shift deposit insurance funding awagnfi
banks that rely primarily on deposits for fundingeeations, like the Bank. The Dodialank Act also permanently increased the maximumusinof depos

insurance for banks, savings institutions andlitnenions to $250,000 per depositor. The Déddnk Act increased the minimum reserve ratio fe
Deposit Insurance Fund from 1.15% to 1.35% of estiah insured deposits. The FDIC must seek to eehiee 1.35% ratio by September 30, 2(
Insured institutions with assets of $10 billionmore are supposed to fund the increase. The Poak Act eliminated the 1.5% maximum fund re
leaving it, instead, to the discretion of the FDIThe FDIC has recently exercised that discretpegiablishing a long-range fund ratio of 2%.

The DoddFrank Act amended the Home Owners Loan Act (HOL&AJequire that leverage capital requirements askd based capital requireme
applicable to depository and bank holding compabiesxtended to thrift holding companies. It adgplied the Federal Reserve Boards®trce c
strength”doctrine, which has long applied to bank holdingnpanies, to savings and loan holding companiesu@at to the doctrine, regulatory agen
must issue regulations requiring holding compatoeact as a source of strength to their subsidlapository institutions by providing capital, ligity anc
other support in times of financial stress.

The Dodd-Frank Act also included several provisioegarding executive compensation. Publically éacthdompanies must give stockholders a non-
binding vote on executive compensation and so d¢dijmlden parachutepayments. Companies will be required to discldse relationship betwe
executive compensation and financial performandb@fssuer in annual proxy materials.

It is difficult to predict the exact impact the Dbffrank Act and the implementing rules and regulatianll continue to have on savings and |
holding companies and banks. The Ddttdnk Act and resulting rules and regulations nmagaict the profitability of our business or changeain of ou
business practices, including our ability to offiew products, make loans and achieve satisfactbeyeist spreads, and could expose us to additiasad
including increased regulatory compliance costhe Thanges also may require us to invest signifiocsanagement attention and resources to mak
necessary changes to our operations in order t@lyoreind could materially adversely affect our besis, results of operations and financial conditithe
following provides a description of the currentukdions that are applicable to Bancorp and thekBam selected changes to be implemented purso
the Dodd-Frank Act, all of which are subject totlfar change as additional provisions of the DodahkrAct are implemented.

Federal banking agencies recently adopted regakatioplementing the provisions of the Dodd-Frank Rwown as the “Volcker Rule. The Volcke
Rule attempts to reduce risk and banking systemaliigy by restricting U.S. banks and affiliatednapanies from investing in or engaging in proprig
trading and speculation and imposing a strict fnaoré to justify exemptions for underwriting, markaaking and hedging activities. It also impospsth
on banking entitiesinvestments in, and other relationships with, hefigels and private equity funds. The regulatioesame effective on April 1, 20
with full compliance being phased in through July 2015, except that with respect to investmentsratationships that were in place prior to Decet
31, 2013, the compliance period has been exteraddly 21, 2016. The Bank is reviewing its poitidb ensure compliance with the Volcker Rule
does not believe the Volcker Rule will have a digant effect on operations.
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Regulation of Bancorp

General . As previously noted the Dodelank Act eliminated the OTS and transferred supienv of savings and loan holding companies toRR&
on July 21, 2011. As a unitary savings and loaldihg company, Bancorp is now required to registed file reports with the FRB and is subjec
regulation and examination by the FRB. In additibe FRB has enforcement authority over Bancorpinsubsidiaries, which permits the FRB to ret
or prohibit activities determined to be a seridek to the subsidiary savings association.

Bancorp is currently under a supervisory agreeneafibrced by the FRB. Among other things, the suipery agreement restricts the ability
Bancorp to pay dividends or other capital distiitmg or to incur issue or renew any debt, withbetprior approval of the FRB. For more informatiset
“Supervisory and Formal Agreements.”

Activities Restriction Test. As a unitary savings and loan holding company)d@ap generally is not subject to activity restans, provided the Bai
satisfies the Qualified Thrift Lender (“QTL") testhe termination of the “unitary thrift holding cqany exemptiontn 1999 did not affect Bancorp beca
Bancorp was grandfathered under the law. Undéaicecircumstances, Bancorp could lose its grahéfad status. If the Bank failed to meet the Qddt
then Bancorp would become subject to the activiistrictions applicable to multiple savings ananidolding companies and, unless the Bank qualét
a QTL within one year thereafter, Bancorp wouldregquired to register as, and would become subgethe restrictions applicable to, a bank hols
company. Additionally, if Bancorp acquired contoblanother savings association, either through eresgother combination with the Bank, other tham
supervisory acquisition where the acquired assocdialso met the QTL test, Bancorp would thereupesome a multiple savings and loan holi
company and thereafter be subject to further @gins on its activities. Bancorp presently intend continue to operate as a unitary savings aac
holding company.

Restrictions on Acquisitions . Except under limited circumstances, savings laad holding companies, such as Bancorp, are ptetifrom (i)
acquiring, without prior approval of the FRB, mdhan 5% of the voting shares of a savings assoniatr a holding company which is not a subsic
thereof or (ii) acquiring control of an uninsuredtitution, or retaining, for more than one yedemlthe date of any savings association becomessuiad
control of such association. In evaluating proposequisitions of savings institutions by holdirgmpanies, the FRB considers the financial and nens
resources and future prospects of the holding cagpad the target institution, the effect of theuisition on the risk to the DIF, the convenienod ¢he
needs of the community and competitive factors.

N o director or officer of a savings and loan hotdcompany or person owning or controlling by proexytherwise more than 25% of such company’
stock, may acquire control of any savings assaiatither than a subsidiary savings associatioof any other savings and loan holding companyhaouit
written approval of the FRB. Certain individuals¢luding Alan J. Hyatt, Louis Hyatt, and Melvin Hiaand their respective spouses (“Applicantfitgd
an Application for Notice of Change In Control (“ti®”) in April 2001 pursuant to 12 CFR Section 574.3(bhe Notice permitted the Applicants
acquire up to 32.32% of Bancospissued and outstanding shares of stock of Barimpwpril 16, 2002. The OTS approved requestsheyApplicants t
extend the time to consummate such acquisitionhafes to December 16, 2011. The Applicants cugremtén approximately 29.71% of the tc
outstanding shares of Bancorp as of December 34.20

The FRB is prohibited from approving any acquisittbat would result in a multiple savings and Ibatding company controlling savings institutir
in more than one state, subject to two exceptifihshe approval of interstate supervisory acqigisg by savings and loan holding companies; andhg
acquisition of a savings institution in anotheresti the laws of the state of the target savinggitution specifically permit such acquisition§he state
vary in the extent to which they permit interstséwings and loan holding company acquisitions.

Federal Securities Law . Bancorp$ securities are registered with the SecuritiesEar@hange Commission under the Securities ExchAcgef 1934

as amended. As such, Bancorp is subject to theeniation, proxy solicitation, insider trading, aather requirements and restrictions of the Sees
Exchange Act of 1934.
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Financial Services Modernization Legislation . In November 1999, the Gramm-Leach-Bliley Act 1§99 (“GLBA") was enacted. The GLE
generally permits banks, other depository instiugi insurance companies and securities firms ter émo combinations that result in a single ficial
services organization to offer customers a widemyaof financial services and products provided thay do not pose a substantial risk to the saet
soundness of depository institutions or the finahgystem generally.

The GLBA resulted in increased competition for Bampcand the Bank from larger institutions and otlypes of companies offering financial produ
many of which may have substantially more finanasburces than Bancorp and the Bank.

Troubled Assets Relief Program. During the fourth quarter of 2008, the U.S. Dépant of the Treasury (the “Treasunyfjstituted the Trouble
Assets Relief Program (the “TARP”) pursuant to Brmergency Economic Stabilization Act of 2008 (tH€ESA”) in an effort to stabilize the natian’
capital markets. To carry out the TARP, the Treasstablished the Capital Purchase Program (tfP*Pwhich financial institutions may participate
on a voluntary basis.

Under the CPP, Treasury purchased debt or equityriies from participating institutions. Bancammade application to the Treasury Departme
participate in this program. On November 21, 2@&ncorp entered into a Letter Agreement (the “Rase Agreementvith the Treasury Departme
pursuant to which Bancorp issued and sold (i) 2B&¢®ares of its Fixed Rate Cumulative PerpetudbRes Stock, Series B, par value $0.01 per shad
liguidation preference $1,000 per share, (the &3l Preferred Stock”) and (ii) a warrant (the “vdat”) to purchase 556,976 shares of Bancggmmol
stock at $6.30 per (the “Common Stock”), for anraggte purchase price of $ 23,393,000 in cash.

The American Recovery and Reinvestment Act of 208&RRA”) and the regulations adopted thereunder have impaddiional compensati
restrictions on companies participating in the TAREluding limits on compensation that exclude mtoees to take unnecessary and excessive risk
threaten the value of the participant, provisionriEcovery by the participant of any bonus, retantaward or incentive compensation paid to anyos
executive office and up to 20 next mostly highlynpensated employees of the participant based tanstats of earnings, revenues, gains or otheria
that are later found to be materially inaccuratel prohibitions on bonus, retention awards or itigencompensation to certain senior employees, @
other provisions. TARP patrticipants are requirecabmually allow shareholders to have a separatebimating vote on executive compensation whi
TARP investment is outstanding. These restrictigeiserally apply until a participant repays theafioial assistance received through TARP or ung
TARP Securities are auctioned and sold by the gowent to a third party that is not a federal gowent entity (the “TARP Period”).

On September 25, 2013, the Treasury sold all @étses B Preferred Shares that it purchased uhde6ZPP Agreements to outside investors as p
Treasurys ongoing efforts to wind down and recover its rigimg investments under the TARP. The terms of Seeies B Preferred Stock remain
same. The Treasury Department continues to heldraant to purchase 556,976 shares of the Compargrnmon stock. As a result of the sale o
Series BPreferred Stock by the Treasury Department, the FARriod has ended and the Company is generallgubptct to the restrictions imposec
TARP recipients.

Maryland Corporation Law . Bancorp is incorporated under the laws of treteSof Maryland, and is therefore subject to retiphaby the state «
Maryland. The rights of Bancorp’s stockholders gogerned by the Maryland General Corporation Law.

Regulation of the Bank

General . As noted above, the Dodftank Act transferred supervision of savings asgimis like the Bank to the OCC, the agency thgtilege:
national banks, on July 21, 2011. As a federdiigrtered, DIFRnsured savings association, the Bank is subjeektensive regulation by the OCC and
FDIC. Lending activities and other investmentghad Bank must comply with various statutory andutatpry requirements. The Bank is also subje
certain reserve requirements promulgated by the.FRi& OCC, in conjunction with the FDIC, reguladyamines the Bank and prepares reports fc
consideration of the Bank’Board of Directors on any deficiencies foundhae bperations of the Bank. The relationship betwtbe Bank and deposits
and borrowers is also regulated by federal anc dtats, especially in such matters as the ownershigavings accounts and the form and conte
mortgage documents utilized by the Bank.
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The Bank must file reports with the OCC and the ERbncerning its activities and financial conditiam addition to obtaining regulatory appro\
prior to entering into certain transactions sucimasgers with or acquisitions of other financiatitutions.

The Bank has entered into a formal agreement WwahaCC, which agreement primarily addressed isglertified in the OCG report of examinatic
of the Banks operations and financial condition in 2012 arespribes certain corrective actions that the Banktrtake. The formal agreement supers
and terminates the supervisory agreement entetedatween the OTS and the Bank on November 23).26@r more information, se&tipervisory an
Formal Agreements.”

Regulatory Capital Requirements. Current OCC regulations require the Bank to ma@&mnminimum levels of regulatory capital includin@ tangible
capital equal to at least 1.5% of adjusted totak®s (ii) a leverage ratio consisting of Tier 1“core” capital equal to at least 4% (or 3%, if the B
receives the highest CAMELS rating under the Umifdfinancial Institutions Rating System) of adjustet@l assets; and (iii) riskased capital equal to
least 8% of total risk-weighted assets.

Tier 1 or core capital includes common stockhoklequity (including retained earnings), naumulative perpetual preferred stock and relateglssi
minority interests in the equity accounts of coitadked subsidiaries and certain nwithdrawable accounts or pledged deposits. Tie€dré) capital i
generally reduced by the amount of the saving'stini®n’s intangible assets. Limited exceptions to the dediu of intangible assets exist for cer
mortgage servicing rights and credit card relatigps and qualifying supervisory goodwill.

Tangible capital is generally defined the sameoas capital but does not include an exception @lifying supervisory goodwill and is reduced byg
amount of all the savings associat®mtangible assets with only limited exceptiomgluding certain mortgage servicing rights. Botinecand tangib
capital are further reduced by an amount equaldavings institutiors debt and equity investments in subsidiaries exdjay activities not permissible -
national banks (other than subsidiaries engagedttinities undertaken as agent for customers ondntgage banking activities and subsidiary depog
institutions or their holding companies). Inveshtsein and extensions of credit to such subsidiaaie required to be fully netted against tanggileé cor:
capital. At December 31, 2014, the Bank had nd sneestments.

Total capital equals the sum of Tier 1 (Core) admnd supplementary capital, to the extent thpplauimentary capital does not exceed Tier 1 ((
capital. Supplementary capital includes, amongtottems, cumulative perpetual preferred stockgitamm preferred stock, subordinated debt, mand
convertible securities, intermediate-term prefestxatk, the portion of allowance for loan lossesdesignated for specific loan losses (up to 1.26%sk-
weighted assets) and up to 45% of unrealized gairessailable-for-sale equity securities.

A savings institution’s risk based capital requiegrhis measured against risk-weighted assets, vetjoal the sum of each d@lance sheet asset .
the credit-equivalent amount of each off-balasbeet item after each is multiplied by an assigisdweight. These risk weights currently rangarirO%
for cash to 100% for consumer or commercial loAngye equity loans, repossessed assets or assedsetimaore than 90 days past due.

In addition to requiring institutions to meet thgphcable capital standards for savings institugjotihe OCC may require institutions to meet ca
standards in excess of the prescribed standaritie &3CC determines necessary or appropriate fdr isistitution in light of the particular circumstzas o
the institution. Such circumstances would includeigh degree of exposure to interest rate riskcentration of credit risk and certain risks arisfngm
non+raditional activity. The OCC may treat the faillwkany savings institution to maintain capitabatabove such level as an unsafe or unsound pe
and may issue a directive requiring any savingstin®n which fails to maintain capital at or ateothe minimum level required by the OCC to submd
adhere to a plan for increasing capital.
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As shown below, the Bank'regulatory capital exceeded all minimum regulatapital requirements applicable to it as of Delsen31, 2014 ar
2013.

Required To Be We

Required For Capit: Capitalized Under Prompt
Actual Adequacy Purpose Corrective Action Provision
Amount % Amoun % Amoun %

(dollars in thousand:
December 31, 201

Tangible (1) $ 106,91¢ 13.€% $ 11,59( 1.5(% N/A N/A
Tier 1 capital (2 106,91¢ 19.4% N/A N/A  $ 33,08: 6.0(%
Core (1) 106,91¢ 13.€% 30,90¢ 4.0% 38,63: 5.0(%
Total (2) 113,84¢ 20.6% 44,10¢ 8.0(% 55,13t 10.0(%
December 31, 201

Tangible (1) $ 102,79( 12.¢% $ 11,92 1.5(% N/A N/A
Tier 1 capital (2 102,79( 18.6% N/A NA  $ 33,11« 6.0(%
Core (1) 102,79( 12.% 31,79° 4.0% 39,74° 5.0(%
Total (2) 109,05! 19.8% 44,15: 8.0(% 55,19: 10.0(%

(1) To adjusted total assets.
(2) To risk-weighted assets.

On April 23, 2013, the Bank was notified by the Otb@t the OCC established minimum capital ratioslie Bank requiring it to immediately maint
a Tier 1 Leverage Capital Ratio to Adjusted Totakéts of at least 10% and a Total Risk-Based GapiRisk\Weighted Assets ratio of at least 15%.
Bank was in compliance with these requirements &eoember 31, 2014 and December 31, 2013.

Recent Amendments to Regulatory Capital Requirements. On July 9, 2013, the federal banking agencies agor@mendments to their regulai
capital rules to conform U.S. regulatory capitdésuwith the international regulatory standardsadrto by the Basel Committee on Banking Supenvisi
the international accord referred to as “Basel, lléihd to implement certain provisions of the Dédtdnk Act. The revisions establish new higher ted
ratio requirements, narrow the definitions of calpitmpose new operating restrictions on bankirganizations with insufficient capital buffers amtrieas
the risk weighting of certain assets. The new ireguents apply to all banks and savings associtisank holding companies with more than $500 om
in assets and all savings and loan holding compaither than certain savings and loan holding @migs engaged in insurance underwriting
grandfathered diversified holding companies) relgasd of asset size. The rules became effectidamuary 2014 for institutions with assets over !
billion and internationally active institutions armbcame effective in January 2015 for all othetitungons, including the Company and the Ba
Management believes that the current capital leseBancorp and the Bank are sufficient to compithvhe standards under the new rules.

Under the amendments, a new capital measure, “Conttqaity Tier 1 Capital,Wwas established, which consists of common stockrelatied surplu
retained earnings, accumulated other compreheriss@me and, subject to certain adjustments, miynac@mmon equity interests in subsidiari
Depository institutions and their holding compardes required to maintain Common Equity Tier 1 @Gapiqual to 4.5% of risk-weighted assets.

The amendments also increased the minimum Tierplta&aatio to 6% from the current 4%. Tier 1 Gapiconsists of Common Equity Tier 1 Caf
plus Additional Tier 1 Capital elements which imbhis noneumulative perpetual preferred stock. Cumulativefgred stock (other than cumulal
preferred stock issued to the U.S. Treasury udeTARP Capital Purchase Program or the Small Bssihending Fund) no longer qualifies as Additi
Tier 1 Capital. Trust preferred securities andeothongualifying capital instruments issued prior to MEy, 2010 by bank and savings and loan ho
companies with less than $15 billion in assetsfd3ezember 31, 2009 or by mutual holding compani@y continue to be included in Tier 1 Capital
will be phased out over 10 years beginning in 2fat&ll other banking organizations. These mpidifying capital instruments, however, may bdudec
in Tier 2 Capital which also include qualifying sutlinated debt. The amended regulations also re@uiminimum Tier 1 leverage ratio of 4% for
institutions, eliminating the 3% option for institns with the highest supervisory ratings. Tha&imum required ratio of total capital to riskeeightec
assets remains at 8%.
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In addition to higher capital requirements, depogiinstitutions and their holding companies amguieed to maintain a common equity Tier 1 ca|
conservation buffer of at least 2.5% of risk-wegghtissets over and above the minimum baged capital requirements. Institutions that dormaintair
the required capital buffer will become subjecptogressively more stringent limitations on theceatage of earnings that can be paid out in dividen
used for stock repurchases or for the paymentsufréiionary bonuses to senior executive managenTdme.capital conservation buffer requirement v
phased in over four years beginning in 2016. Tdmtal conservation buffer requirement effectivelises the minimum required rislased capital ratios
7% Common Equity Tier 1 Capital, 8.5% Tier 1 Cdpittad 10.5% Total Capital on a fully phased-in basi

The amendments also revise the prompt correctitieraframework discussed below by incorporating @@nmon Equity Tier 1 Capital requirem
and raising the capital requirements for certapitahicategories.

Banking organizations will be required to deducbdwill and other intangible assets (other thanatertmortgage servicing assets), net of assoc
deferred tax liabilities, from Common Equity TieiChpital. Deferred tax assets arising from temyotianing differences that cannot be realized tigh
net operating loss carrybacks will continue to bdutted. Deferred tax assets that can be redhiredgh net operating loss carrybacks will not bdudtte:
but will be subject to 100% risk weighting.

The amended regulations continue to assign a 58Raneighting to “qualifying mortgage loang/hich generally consist of residential first mogge
with an 80% loan-to-value ratio (or which carry tgage insurance that reduces the bsmikposure to 80%) that are not more than 90 dagsdue. A
other mortgage loans will have a 100% risk weighhe revised regulations impose a 150% risk-wemghfor nonresidential mortgage loans that are
days past due or otherwise on ramerual status and for certain high volatility coeroial real estate loans and construction, landiiaitipn ant
development loans. The revised regulations ap@§02b6 riskweighting to mortgage servicing rights, deferreddasets that cannot be realized throug
operating carrybacks and investments in the caipisdluments of other financial institutions the¢ aot deducted from capital.

Enforcement. The OCC has primary enforcement responsibility degleral savings institutions and has the authddtyring enforcement acti
against the institution and all “institution-affited parties,'including stockholders, attorneys, appraisers azwbuntants who knowingly or reckles
participate in wrongful action likely to have anvadse effect on an insured institution. Formabetément actions by the OCC may range from issuaf
a capital directive or cease and desist orderernworal of officers or directors of the institutiand the appointment of a receiver or conservattie FDIC
also has the authority to terminate deposit instear recommend to the director of the OCC thabreeiment action be taken with respect to a past
savings institution. If action is not taken by thieector of the OCC, the FDIC has authority toetalction under specific circumstances.

Safety and Soundness Standards . Federal law requires each federal banking agenciuding the OCC, to prescribe to certain stadslaelating t
internal controls, information and internal audistems, loan documentation, credit underwritingenest rate risk exposure, asset growth, compems
fees and benefits. In general, the guidelinesiregamong other things, appropriate systems aadtipes to identify and manage the risks and expe
specified in the guidelines. The guidelines furthvide that savings institutions should maintsdfieguards to prevent the payment of compensdtiet
and benefits that are excessive or that couldteadaterial financial loss, and should take intocamt factors such as comparable compensationiggad
comparable institutions. If the OCC determineg thaavings institution is not in compliance wikte tsafety and soundness guidelines, it may redjoé
institution to submit an acceptable plan to achiespliance with the guidelines. A savings insiitn must submit an acceptable compliance plaré
OCC within 30 days of receipt of a request for sagblan. If the institution fails to submit an agtable plan, the OCC must issue an order diredtia
institution to correct the deficiency. Failurestgbmit or implement a compliance plan may subjeetnstitution to regulatory sanctions.
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Prompt Corrective Action . Under the prompt corrective action regulatiathg OCC is required and authorized to take supamviactions again
undercapitalized savings associations. The leeeratio, risk-based capital ratio and total riskdzh capital ratio are used to determine an ingfitls
capital classification. For this purpose, a sasiagsociation is placed into one of the followiivg tategories dependent on their respective dapiias:

- “well capitalize’” (at least 5% leverage ratio, 6% Tier 1 -based capital ratio and 10% total -based capital ratio

« ‘“adequately capitaliz” (at least 4% leverage ratio (or 3% if the savingeisition is assigned a composite rating of 1), Fié6 1 risl-base:
capital ratio and 8% total ri-based capital ratio

« “undercapitalize” (less than 4% leverage ratio (or 3% if the savirggoaiation is assigned a composite rating of 1),T4é6 1 risl-based capit.
ratio or 8% total ris-based capital ratio

« ‘“significantly undercapitalized” (less than 3% lexge ratio, 3% Tier 1 risk-based capital ratio @r ®tal risk-based capital ratio); and

« “critically undercapitalized” (less than 2% ratibtangible equity to total assets).

Generally, the Federal Deposit Insurance Act reguihe OCC to appoint a receiver or conservatoaffoinstitution within 90 days of that institut
becoming “critically undercapitalized"The regulation also provides that a capital restmmaplan must be filed with the OCC within 45 dagfter ai
institution receives notice that it is “undercafitad”, “significantly undercapitalized” or “critally undercapitalized”.In addition, numerous mandat
supervisory actions become immediately applicabléhé institution, including, but not limited testrictions on growth, investment activities, paptne
dividends and other capital distributions, andliaff transactions. The OCC may also take anyodrenumber of discretionary supervisory actionsimg
the undercapitalized institutions, including theuiance of a capital directive and, in the casendhstitution that fails to file a required capitaistoratiol
plan, the replacement of senior executive offieerd directors.

As of December 31, 2014, the Bank met the capglirements of a “well capitalized” institution werdapplicable OCC regulations.

Recent Amendments to Prompt Corrective Action . The amendments issued in connection with implgation of Basel Il international standa
discussed in the “Recent Amendments to Regulataapit@l Requirements-" section above revised theqaalely capitalized and wethpitalize
categories. Effective January 1, 2015, to be wagliitalized, a savings association is requirechteetat least a 10% total ritlased capital ratio, an 8% T
1 risk-based capital ratio, a 6.5% common equir T riskbased capital ratio and a 5% Tier 1 leverage rafio.be adequately capitalized, a sav
association is required to have at least an 8% tistabased capital ratio, a 6% Tier 1 risksed capital ratio, a 4.5% common equity Tiersk base
capital ratio and a 4% Tier 1 leverage ratio. Tleénitions of undercapitalized, significantly umdapitalized and critically undercapitalized rem#ie
same.

Premiums for Deposit Insurance. The Banks deposits are insured up to applicable limitshHeyDIF of the FDIC and are backed by the full faitit
credit of the United States government.

The FDIC regulations assess insurance premiumsdb@sen institutiors risk. Under this assessment system, the FDIQa&es the risk of ea
financial institution based on its supervisory mgtifinancial ratios, and longrm debt issuer rating. In 2010, the assessmagedafrom 7 to 77.5 ba:
points of an institution's deposits, dependingtsrrisk category. On February 7, 2011, the FDELiésl final rules, effective April 1, 2011, implentiag
changes to the assessment rules as mandated Bpddd-rank Act. The final rules redefined the assess$rhage used for calculating deposit insur:
assessments. Specifically, the rules base assetssorean institutiors total assets less tangible capital, as oppostatabdeposits. The base assess
rates range from 2.5 to 9 basis points for thet lésisy institutions to 30 to 45 basis points foe triskiest. The rate schedules will automaticatljust in th
future as the DIF reaches certain milestones.
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As discussed above, the Dodd-Frank Act made pembame maximum deposit insurance amount of $250p#0@epositor.

The FDIC is authorized to terminate a depositosfiiation’s deposit insurance upon a finding by Bi2IC that the institutiors financial condition i
unsafe or unsound or that the institution has eedjay unsafe or unsound practices or has violatgdapplicable rule, regulation, order or conditemacte
or imposed by the institution’s regulatory agendhe termination of deposit insurance for the Bankld have a material adverse effect on Bansorp’
earnings.

All FDIC-insured depository institutions pay an annual assent to provide funds for the payment of inter@stbonds issued by the Financ
Corporation, a federal corporation chartered urnlerauthority of the Federal Housing Finance Boaftie bonds, commonly referred to as Finan
Corporation (“FICO™)bonds, were issued to capitalize the Federal Sa\ang Loan Insurance Corporation. For the quarided September 30, 2011,
annualized FICO assessment rate equaled 1.0 h@sisfer each $100 in domestic deposits maintaiaiedn institution. Beginning with the fourth qua
of 2011, the FICO assessment was based on tottkdsess tangible capital instead of deposits. fdyenent made in the fourth quarter of 2014 wasd
on a FICO assessment rate of 0.62 basis pointshenfirst quarter of 2015 FICO assessment rate paymvas 0.60 basis points. FICO assessment
continue until the bonds mature in 2017 through9201

The FDIC has authority to increase insurance assgds. A significant increase in insurance prensiwvnould likely have an adverse effect on
operating expenses and results of operation dBém.

Privacy . The Bank is subject to the Right to Financial&ry Act, which imposes a duty to maintain confitiality of consumer financial records ¢
prescribes procedures for complying with admintsteasubpoenas of financial records. The GLBA pfatmitations on the sharing of consumer finai
information by financial institutions with unaffited third parties. Pursuant to the GLBA and ralgpted thereunder financial institutions musvijate:

« initial and annual notices to customers about tpeiracy policies, describing the conditions unddrich they may disclose nonpublic persc
information to nonaffiliated third parties and héfies; anc
« areasonable method for customer“opt ou” of disclosures to nonaffiliated third parti

Since the GLBAS enactment, a number of states have implemenéidaivn versions of privacy laws. The Bank haslengented its privacy polici
in accordance with applicable law.

Loans-to-One Borrower Limitations. With certain limited exceptions, the maximum amiothat a savings association or a national baak lend ol
an unsecured basis to any borrower (including terilated entities of the borrower) may not exc&8@o of the unimpaired capital and surplus of
institution, plus an additional 10% of unimpairexpital and surplus for loans fully secured by riyadiiarketable collateral.

At December 31, 2014, the Bank’s loans-to-twerower limit was $16,307,000 based upon the 15#nonpaired capital and surplus measurem
At December 31, 2014, the Baskthree largest loans were a $7,945,000 loan s:@yyreommercial property in Edgewater, Marylan&52213,000 loa
secured by commercial property in Columbia, Margiland a $4,971,000 loan secured by commercial psoleeated in Annapolis, Maryland. These Ic
were performing in accordance with their terms.

Qualified Thrift Lender Test . Savings associations must meet a QTL test, wimial be met either by maintaining, on average, @dt|65% of it
portfolio assets in qualified thrift investmentsanleast nine of the most recent twelve monthgaerdr meeting the definition of alémestic building ar
loan association” as defined in the Code. “Padféissets"generally means total assets of a savings institutess the sum of (i) specified liquid asset
to 20% of total assets, (i) goodwill and otheraimgible assets, and (iii) the value of propertydusethe conduct of the savings associagoblisiness
Qualified thrift investments are primarily residiahimortgages and related investments, includinmtage mortgagerelated securities. Associations that
to meet the QTL test must either convert to a bdvecter or operate under specified restrictionsofABecember 31, 2014, the Bank was in complianitie
its QTL requirement and met the definition of a éstic building and loan association.
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Affiliate Transactions . Transactions between savings associations andféiligte are governed by Sections 23A and 23Bhef Federal Reserve /
as made applicable to savings associations bydsett of the Home Ownerkoan Act (HOLA). A savings association affiliatecludes any company
entity which controls the savings institution oatlis controlled by a company that controls therggassociation. For example, the holding compre
savings association and any companies which arteotiea by such holding company, are affiliatedtod savings association. Generally, Section 26¥t4
the extent to which the savings association csutssidiaries may engage in “covered transactiangi any one affiliate to an amount equal to 109wt
associatiors capital stock and surplus, as well as containaggmegate limit on all such transactions withadfiliates to an amount equal to 20% of s
capital stock and surplus. Section 23B applie&twered transactionsds well as certain other transactions and reqtiiegsall transactions be on tel
substantially the same, or at least as favorabléie savings association as those provided tnaaffiiate. “Covered transactionhclude the making
loans to, purchase of assets from and issuanceoémantee to an affiliate and similar transactio8sction 23B transactions also include the pronisi
services and the sale of assets by a savings atendio an affiliate. In addition to the restigets imposed by Sections 23A and 23B, Section 1the
Home OwnersLoan Act prohibits a savings association from (gking a loan or other extension of credit to arliafé, except for any affiliate whit
engages only in certain activities which are pesihle for bank holding companies, or (ii) purchasar investing in any stocks, bonds, debenturegsno
similar obligations of any affiliate, except foffiahtes which are subsidiaries of the savings eisdimn.

The Bank’s authority to extend credit to executifiicers, directors, trustees and 10% stockholdessyell as entities under such persocontrol, it
currently governed by Section 22(g) and 22(h) efflederal Reserve Act and Regulation O promuldayetie FRB. Among other things, these regula
generally require such loans to be made on terinstautially similar to those offered to unaffilidtendividuals, place limits on the amounts of tbarls th
Bank may make to such persons based, in part,eoBahk’s capital position, and require certain Hazfrdirectors’ approval procedures to be followed.

Capital Distribution Limitations . OCC regulations impose limitations upon all calpdistributions by savings associations, suchash dividend:
payments to repurchase or otherwise acquire iteshpayments to shareholders of another instititica castout merger and other distributions chai
against capital.

The OCC regulations require a savings associatidifetan application for approval of a capitaltdisution if:

« the association is not eligible for expedited tmeatt of its filings with the OCC

« the total amount of all of capital distributionsgiuding the proposed capital distribution, for gpplicable calendar year exceeds its net incom
that year to date plus retained net income foptieeeding two year:

» the association would not be at least adequateliyataed following the distribution; or

« the proposed capital distribution would violate applicable statute, regulation, agreement betvikerassociation and the OCC or OTS, ¢
OCC or OTS imposed conditio

In addition, a savings association must give th&€@@Gtice of a capital distribution if the savingsaciation is not required to file an applicatibuat:

« would not be well capitalized following the distuiion;

« the proposed capital distribution would reducedh®unt of or retire any part of the savings assiocia common or preferred stock or retire
part of debt instruments like notes or debenturelided in capital, other than regular paymentsired under a debt instrument;

« the savings association is a subsidiary of a savamgl loan holding company and is not otherwiseired to file a notice regarding the propc
distribution with the Federal Reserve, in whichecas information copy of the notice filed with tRederal Reserve needs to be simultane
provided to the OCC
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The OCC may prohibit a proposed capital distributizat would otherwise be permitted if the OCC datees that the distribution would constitute
unsafe or unsound practice. In addition, the FddBeposit Insurance Act provides that an insuredoditory institution shall not make any caj
distribution, if after making such distribution thstitution would be undercapitalized.

Branching . Under OCC branching regulations, the Bank is géiyeaathorized to open branches in any state ofUhéed States (i) if the Bal
qualifies as a “domestic building and loan assamidtunder the Code, which qualification requirements similar to those for a Qualified Thrift Len
under the Home Ownergoan Act, or (i) if the law of the state in whithe branch is located, or is to be located, woeldnit establishment of the brar
if the savings association were a state savingsceg®on chartered by such state. The OCC auth@reempts any state law purporting to regt
branching by federal savings banks.

Community Reinvestment Act and the Fair Lending Laws . Savings associations have a responsibility utfteiCommunity Reinvestment Act ¢
related regulations of the OCC to help meet thditreeeds of their communities, including low- andderateéincome neighborhoods. In addition, the E
Credit Opportunity Act and the Fair Housing Act Ipifuit lenders from discriminating in their lendipgactices on the basis of characteristics specifi
those statutes. An institution's failure to complith the provisions of the Community Reinvestmerdt Aould, at a minimum, result in regulat
restrictions on its activities and the denial oplagations. In addition, an institution's failure tcomply with the Equal Credit Opportunity Act atha Fai
Housing Act could result in the OCC, other fedeegulatory agencies as well as the Department sticiutaking enforcement actions. Based o
examination conducted August 9, 2012, the Bankived a satisfactory rating.

Federal Home Loan Bank System . The Bank is a member of the FHIRlanta. Among other benefits, each FHLB servea asserve or central be
for its members within its assigned region. EaciLBHk financed primarily from the sale of consolielé obligations of the FHLB system. Each Ft
makes available loans or advances to its membecsrpliance with the policies and procedures eistaddl by the Board of Directors of the indivic
FHLB.

Under the capital plan of the FHLBHanta as of December 31, 2014, the Bank was reduio own at least $5,891,000 of the capital stoickhe
FHLB-Atlanta. As of such date, the Bank owned ,986,000 of the capital stock of the FHIAlanta and was in compliance with the capital
requirements.

Federal Reserve System . The FRB requires all depository institutionsnb@intain norinterest bearing reserves at specified levels agdhei

transaction accounts (primarily checking, NOW, &uger NOW checking accounts) and apersonal time deposits. For transaction accomn2915, th

first $14.5 million, up from $13.3 million in 2014yill be exempt from reserve requirements. A 3cpat reserve ratio will be assessed on trans:
accounts over $14.5 million up to and including $80million, up from $89 million in 2014. A 10 prmt reserve ratio will be assessed on trans:
accounts in excess of $103.6 million. At Decen8fer2014, the Bank was in compliance with the reseequirements.

Activities of Subsidiaries . A savings association seeking to establish aswdsidiary acquire control of an existing companganduct a new activi
through a subsidiary must provide 30 days prioicedto the FDIC and the FRB and conduct any a@wibf the subsidiary in compliance with regulas
and orders of the FRB. The FRB has the power toire@ savings association to divest any subsidiatgrminate any activity conducted by a subsy
that the FRB determines to pose a serious threlietdinancial safety, soundness or stability & $slavings association or to be otherwise incongistéh
sound banking practices.

Tying Arrangements . Federal savings associations are prohibitedestilp some exceptions, from extending credit toffaring any other services,

fixing or varying the consideration for such exiensof credit or service, on the condition that thestomer obtain some additional service fromr
institution or its affiliates or not obtain servicef a competitor of the institution.
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Other Regulations. Interest and other charges collected or contrdotely the Bank are subject to state usury lawsfaddral laws concerning inter
rates. The Bank’s operations are also subjectderfs laws applicable to credit transactions, sagthe:

« Truth-In-Lending Act, governing disclosures of credit tetmsonsumer borrower

« Real Estate Settlement Procedures Act, requiriag ltbrrowers for mortgage loans for -to four family residential real estate rece
various disclosures, including good faith estimatésettlement costs, lender servicing and escrogount practices, and prohibiti
certain practices that increase the cost of settierservices

« Home Mortgage Disclosure Act, requiring financiatitutions to provide information to enable thdlpmand public officials to determi
whether a financial institution is fulfilling itshdigation to help meet the housing needs of themanity it serves

« Equal Credit Opportunity Act, prohibiting discrinaition on the basis of race, creed or other pradilfiactors in extending credit;

« Fair Credit Reporting Act, governing the use aravfgion of information to credit reporting agencies

« [Fair Debt Collection Act, governing the manner inieth consumer debts may be collected by colledipencies;

e Truth in Savings Act; and

« rules and regulations of the various federal agencharged with the responsibility of implementiugh federal laws.

In addition, the Consumer Financial Protection Buréssues regulations and standards under theseafembnsumer protection laws that affect
consumer businesses. These include regulatioriagsédtbility to repay” and “qualified mortgagestandards for residential mortgage loans and mge
loan servicing and originator compensation starglartie Bank is evaluating recent regulations aoggsals, and devotes significant compliance, lage
operational resources to compliance with consuneption regulations and standards.

The operations of the Bank also are subject to the:

« Electronic Funds Transfer Act and Regulation E prigated thereunder, which govern automatic deptsigsd withdrawals from depc
accounts and custom’ rights and liabilities arising from the use of autied teller machines and other electronic bankérgices

« Check Clearing for the 21st Century Act (also knawgn“Check 21"), which gives “substitute checksiith as digital check images
copies made from that image, the same legal stgradirthe original paper check; ¢

« The USA PATRIOT Act, which requires savings asstmies to, among other things, establish broadena@in@oney launderin
compliance programs, and due diligence policies @drols to ensure the detection and reportinghofiey laundering. Such requi
compliance programs are intended to supplementimxisompliance requirements that also apply tariial institutions under the Be
Secrecy Act and the Office of Foreign Assets Cdmergulations

Item 1A. Risk Factors

Unless the context indicates otherwise, all refeesrto “we,” “us,” “our” in this subsection “RiskaEtors”refer to Bancorp and its subsidiaries.
should carefully consider the risks and uncertesitilescribed below as well as elsewhere in thisuAhReport on Form 1B: If any of the risks ¢
uncertainties actually occurs, our business, firncondition or results of future operations could materially adversely affected. The risks
uncertainties described in this Form K@&re not the only ones we face. Additional riaksl uncertainties that we are unaware of, or tiatwvrently dee
immaterial, also may become important factors #iffgct us. This Annual Report on Form 10-K corgdiorwardtooking statements that involve risks
uncertainties. Our actual results could differ matly from those anticipated in the forwalabking statements as a result of many factordudtieg the
risks faced by us described below and elsewhetf@srAnnual Report on Form 10-K.
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We may be adversely affected by changes in econonaied political conditions and by governmental monedry and fiscal policies.

The thrift industry is affected, directly and inglitly, by local, domestic, and international ecoimoand political conditions, and by governme
monetary and fiscal policies. Conditions such @iation, recession, unemployment, volatile interestes, tight money supply, real estate va
international conflicts and other factors beyond @antrol may adversely affect our potential patdfitity. Any future rises in interest rates, whitereasin
the income yield on our earning assets, may adiyea$iect loan demand and the cost of funds andsequently, our profitability. Any future decresise
interest rates may adversely affect our profitabiiecause such decreases may reduce the amoantsethmay earn on our assets. Economic dowr
have resulted and may continue to result in thingieéncy of outstanding loans. We do not expegtare particular factor to materially affect ousuits
of operations. However, downtrends in several greeluding real estate, construction and consuspending, have had and may continue to hi
material adverse impact on our ability to remaiofiteble. Further, there can be no assurancetieaisset values of the loans included in our pmatfolio,
the value of properties and other collateral segusuch loans, or the value of foreclosed reatestd remain at current levels.

The changing economic environment poses significanhallenges for Bancorp.

Negative developments in the financial servicesugtiy from 2008 into 2014 have resulted in uncetyain the financial markets in general ar
related general economic downturn globally. While are beginning to experience modest improventemerformance, we may experience negi
conditions in 2015. In addition, as a consequesfcthe recent United States recession, businesataacross a wide range of industries face se
difficulties due to the decline in the housing neriand lack of consumer spending. Although unempkayt levels have fallen from the 202680¢
recession, any downturn in the economy could cansenployment rates to increase.

Although the U.S. economy has emerged from therseraression that occurred in 2008 and 2009, eciengrowth has been slow and unev
Recovery by many businesses has been impairedamr lbonsumer spending. A return to prolonged a@tting economic conditions could significar
affect the markets in which we do business, theevaif our loans and investments, and our ongoirggatipns, costs and profitability. If the Fed
Reserve Board increases the federal funds rateooe napidly curtails its bond purchasing prograimghbr interest rates would likely result, which r
reduce our loan originations, and housing markets&S. economic activity would be negatively affet Further declines in real estate values aled
volumes and continued elevated unemployment leawalg result in higher than expected loan delinguedncreases in our nonperforming and critic
and classified assets and a decline in demandufoprducts and services. These events could #miritrin further increases in loan loss provisiaust:
associated with monitoring delinquent loans angaiing of foreclosed property, which could negagivaffect our financial condition and results
operations.

We are operating in a challenging economic enviremmincluding generally uncertain national andalomarket conditions. Negative mar
developments may affect consumer confidence lesetsmay cause adverse changes in payment pattawnsng increases in delinquencies and de
rates, which may impact our chargffs and provision for credit losses. If the ecmyodoes not continue to improve or worsen, declineseal estat
values, home sales volumes and financial stres®oowers as a result of the uncertain economiar@emment, including job losses and other factoosild
have adverse effects on our borrowers, which cadlkrsely affect our financial condition and reswf operations. For instance, because paymel
loans secured by commercial real estate propeate®ften dependent upon the successful operatioranagement of the properties, repayment of
loans are subject to adverse conditions in the@ogn If consumer spending decreases, businessatetbin commercial real estate property may ¢
reducing the rental income of the Bamldorrower. The reduction in rental income mayiltes the borrower being unable to make paymentshe loan
Any deterioration in economic conditions could @rilosses beyond that which is provided for in diowance for loan losses and could result in
following:

« anincrease in loan delinquencies, problem asset$oseclosures

« adecline in demand for our products and serv

« adecrease in low cost or r-interes-bearing deposits; ar

« adecline in the value of the collateral for ouare, which in turn may reduce customers’ borrovagagacities, and reduce the value of
assets and collateral supporting our existing Ic
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During recent years, we experienced higher thamablevels of norperforming loans. No assurance can be given ttieget conditions will improve
the near term or will not worsen. Moreover, suchditions may result in a further increase in ldafinquencies, causing a decrease in our intarestrie
and may continue to have an adverse impact oncaur loss experience, possibly requiring us to addur allowance for loan losses. Until conditi
improve, we expect our business, financial conditiad results of operations to be adversely affecte

Changes in interest rates could adversely affect otinancial condition and results of operations.

The operations of financial institutions, such asspare dependent to a large degree on net ihiemsne, which is the difference between inte
income from loans and investments and interestresg®n deposits and borrowings. Our net interestnie is significantly affected by market rate
interest that in turn are affected by prevailingremmic conditions, fiscal and monetary policiestloé federal government and the policies of vai
regulatory agencies. Like all financial institutggrour balance sheet is affected by fluctuationstierest rates. Volatility in interest rates cdgoaresult il
disintermediation, which is the flow of funds awlagm financial institutions into direct investmenssich as U.S. Government bonds, corporate sex
and other investment vehicles, including mutuabi&jrwhich, because of the absence of federal insararemiums and reserve requirements, generat
higher rates of return than those offered by fimgrinstitutions such as ours.

During the last few years, the Federal Reserveislirement in the purchase of U.S. government debuirities, commonly known agjtiantitative
easing,”has caused interest rates to be lower than theydwmve been without such involvement. As a restithe end of quantitative easing in Octc
2014, interest rates could begin to rise, whichidalisrupt domestic and world markets and couldeaskly affect the value of our investment portfat
our liquidity and results of operations.

We expect to experience continual competition fepakit accounts which may make it difficult to reduhe interest paid on some deposits.

We believe that, in the current market environmerg, have adequate policies and procedures for miaing a conservative interest rate sens
position. However, there is no assurance thatabndition will continue. A sharp movement updown in deposit rates, loan rates, investment fae
and other interest-sensitive instruments on owarsa sheet could have a significant, adverse imgraotr net interest income and operating results.

Further downgrades of the U.S. credit rating, ingdeg automatic spending cuts or another governisieatdown could negatively impact our liquid
financial conditions and earnings.

Recent U.S. debt ceiling and budget deficit conedave increased the possibility of additional itreating downgrades and economic slowdowns,
recession in the United States. Although lawmakessed legislation to raise the federal debtrgeitin multiple occasions, ratings agencies haveret
or threatened to lower the long-term sovereign itneding on the United States. The impact of tbisany further downgrades to the governnment’
sovereign credit rating or its perceived credithioness could adversely affect the U.S. and glabahtial markets and economic conditions. Abserthé
guantitative easing by the Federal Reserve, thegelagpments could cause interest rates and borgoeasts to rise, which may negatively impact
ability to access the debt markets on favorablaserin addition, disagreement over the federagbtitias caused the U.S. federal government todsiwurt
for periods of time. Continued adverse politicadl@conomic conditions could have a material agdveffect on our business, financial condition aggllt:
of operations.
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Most of our loans are secured by real estate located our market area. If there is a downturn in the red estate market, additional borrowers
may default on their loans and we may not be ableftfully recover our loans.

Although the real estate market has begun to rebfrem the financial crisis of 2008909, it has not fully recovered and a downturthim real esta
market could adversely affect our business becawest of our loans are secured by real estate. t&niialy all of our real estate collateral is Itin the
states of Maryland, Virginia and Delaware. Redhtesvalues and real estate markets are geneffédigted by changes in national, regional or |
economic conditions, fluctuations in interest reded the availability of loans to potential puraras changes in tax laws and other governmentaitss
regulations and policies and acts of nature.

In addition to the risks generally present withpexs to mortgage lending activities, our operatiaresaffected by other factors affecting our boems
including:

« the ability of our mortgagors to make mortgage payts,

« the ability of our borrowers to attract and retaimyers or tenants, which may in turn be affecteddmal conditions such as
oversupply of space or a reduction in demand fatatespace in the area, the attractiveness of piepeo buyers and tenants,
competition from other available space, or by thiitg of the owner to pay leasing commissions,yile adequate maintenance
insurance, pay tenant improvements costs and nthke ®nant concessions, remove s

« interest rate levels and the availability of craditefinance loans at or prior to maturity, and

« increased operating costs, including energy cost estate taxes and costs of compliance withr@mwiental controls and regulatiol

As of December 31, 2014, approximately 97% of theklbvalue of our loan portfolio consisted of loaodlateralized by various types of real estat
real estate prices decline, the value of real estallateral securing our loans will be reduce@ur ability to recover defaulted loans by foreclosing ¢
selling the real estate collateral would then leidiished, and we would be more likely to incur finel losses on defaulted loans.

In addition, approximately 45% of the book valueoaf loans consisted of construction, land acdaisiatnd development loans, commercial real €
loans and land loans, which present additionakrdgscribed in “ltem 1. Business - Constructionrisiaf this Form 10-K.

Our loan portfolio exhibits a high degree of risk.

We have a significant amount of nonresidential $pas well as construction and land loans grantea gpeculative basis. Although permanent single:
family, ownereccupied loans currently represent the largestlssingmponent of assets and impaired loans, we hasignificant level of nonresident
loans, construction loans, and land loans that havaboveaverage risk exposure. Our monitoring of highsk tbans and the internal asset review funi
may be inadequate in view of current real estatkebaveaknesses.

At December 31, 2014 and December 31, 2013, ouyperforming loans (those loans 90 or more daysrigaas) equaled $12,845,000 and $11,035
respectively. There were 48 residential loans (idiclg construction, land acquisition and developmiamd loans and home equity lines of credit) @mn
accrual status totaling $10,417,000 and eight comialdoans in noreccrual status totaling $2,428,000 at Decembe2814 compared to 45 residen
loans in non-accrual status totaling $9,576,00d, Bh commercial loans in non-accrual status taja$t,459,000 at December 31, 2018or the yeal
ended December 31, 2014 and December 31, 2018,leee $3,135,000 and $22,259,000 of net loan ehaffg, respectively. At December 31, 2014, t
total allowance for loan losses was $9,435,000ckvias 1.47% of total net loans, compared with 39,000, which was 1.94% of total net loans, :
December 31, 2013.
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We are exposed to risk of environmental liabilitiesvith respect to properties to which we take title.

In the course of our business, we may foreclosetake title to real estate, and could be subjeatrteironmental liabilities with respect to th
properties. We may be held liable to a governmeamtaty or to third parties for property damagergonal injury, investigation and cleap-costs incurre
by these parties in connection with environmentadtamination, or may be required to investigatelean up hazardous or toxic substances, or che
releases at a property. The costs associatedrwiistigation or remediation activities could béstantial. In addition, if we are the owner omfi@r owne
of a contaminated site, we may be subject to comkaerclaims by third parties based on damages asts cesulting from environmental contamina
emanating from the property. If we become sulbiedtignificant environmental liabilities, our buess, financial condition, results of operations east
flows could be materially and adversely affected.

Our operations are located in Anne Arundel CountyMaryland, which makes our business highly susceptib to local economic conditions. A
economic downturn or recession in this area may advsely affect our ability to operate profitably.

Unlike larger banking organizations that are gephieally diversified, our operations are concemgan Anne Arundel County, Maryland. In additi
nearly all of our loans have been made to borrowetbe states of Maryland, Virginia and Delawarss a result of this geographic concentration,
financial results depend largely upon economic @@t in our market area. A deterioration or sien in economic conditions in this market coasiul
in one or more of the following:

« adecrease in deposits;

« anincrease in loan delinquenci

« anincrease in problem assets and foreclos

« adecrease in the demand for our products andcssnanc

« adecrease in the value of collateral for loangeeially real estate, and reduction in custol’ borrowing capacities

Any of the foregoing factors may adversely affaat ability to operate profitably.
Failure to comply with the Supervisory and Formal Agreements could adversely affect our business, fineial condition and operating results.

In November 2009, we and the Bank each enteredaistgpervisory agreement with the OTS, which agesgsprimarily addressed issues identifie
the OTS’ reports of examination of our and the Bardperations and financial condition conductedd@® Our supervisory agreement is now enforce
the FRB. In April 2013, the Bank entered into anfal agreement with the OCC, which primarily addessissues identified in the OGCreport o
examination of the Bang&’ operations and financial condition in 2012 andspribes certain corrective actions that the Banistntake. The form
agreement supersedes and terminates the superag@gment entered into between OTS and the Balkough we and the Bank each intend to take
actions as may be necessary to enable us to camithlyour respective requirements, there can bessarance that we will be able to comply fully witie
provisions of these agreements, or to do so wittértimeframes required. Moreover, there can bassorance that compliance with such requiremerk
not be more time consuming or more expensive thditipated, or that efforts to comply with such uggments will not have adverse effects on
operations and financial condition of us or the Bdrailure to comply with these agreements, or oslpervisory directives, could subject us to digant
civil monetary penalties, orders to cease and tesisther regulatory or enforcement actions. Adewgly, any material failure to comply with the
agreements could have a material adverse effeagtiohusiness, financial condition and operatinglltes
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We are subject to federal and state regulation anthe monetary policies of the FRB. Such regulatioand policies can have a material adver:
effect on our earnings and prospects.

Our operations are heavily regulated and will feaéd by present and future legislation and bypibiecies established from time to time by vari
federal and state regulatory authorities. In pafdir, the monetary policies of the FRB have hataificant effect on the operating results of baikthe
past, and are expected to continue to do so ifutbee. Among the instruments of monetary poliegd by the FRB to implement its objectives are gk
in the discount rate charged on bank borrowingscaghges in the reserve requirements on bank depdsis not possible to predict what changeany
will be made to the monetary polices of the FRBmexisting federal and state legislation or theatfthat such changes may have on our future bst
and earnings prospects.

If the Bank becomes “undercapitalized” as deterchineder the “prompt corrective actiomiitiatives of the federal bank regulators, sucutatory
authorities will have the authority to require Bank to, among other things, alter, reduce or teatei any activity that the regulator determinesepas
excessive risk to the Bank. Thd&ank could further be directed to take any otheioacthat the regulatory agency determines willtdretarry out th
purpose of prompt corrective action. The Bank cdiddsubject to these prompt corrective actioniatiins if federal regulators determine that thenB&
in an unsafe or unsound condition or engaging imr@afe or unsound practice. Some or all of thedoing actions and restrictions could have a n&
adverse effect on our operations.

The Dodd-Frank Act, which is still being implementel, may have a material impact on our operations.

The Dodd-Frank Act restructures the regulation epasitory institutions. Under the Doéidank Act, the OTS was merged into the OCC, w
regulates national banks. Savings and loan holdomgpanies are now regulated by the FRB. Alsduded was the creation of a new federal agen
administer consumer protection and fair lendingsiaa function that was previously performed by tlepository institution regulators. The fed
preemption of state laws currently accorded fetlechlarted depository institutions was reduced ab.wrhe DoddFrank Act imposed consolidated cag
requirements on savings and loan holding compaeffestive for us in 2015, which will limit our aftiy to borrow at the holding company and invest
proceeds from such borrowings as capital in thekBhat could be leveraged to support additionalgino The Dodd-rank Act contains various ott
provisions designed to enhance the regulation pbsitory institutions and prevent the recurrenca @ihancial crisis such as occurred in 2QI®9. Th
full impact of the Dodd-rank Act on our business and operations may ndtniogvn for years until all regulations implementitige statute are writte
adopted and implemented. The Ddddnk Act may have a material impact on operatipastcularly through increased regulatory burded eomplianc
costs.

Bancorp has become subject to more stringent capiteequirements, which may have a material adverseffect on Bancorp’s operations.

The federal banking agencies have recently adgmiggosals that substantially amend the regulatapjtal rules applicable to us and the Bank.
amendments implement the “Basel III” regulatory italpreforms and changes required by the DBdakk Act. The amended rules establish new h
capital ratio requirements, narrow the definitiafisapital, impose new operating restrictions onkiirgg organizations with insufficient capital bufeanc
increase the risk weighting of certain assets. arhended rules became effective with respect eamdshe Bank in January 2015, with certain requénes
to be phased in beginning in 2016.

The application of more stringent capital requirameeo us and the Bank could, among other thirggylt in lower returns on invested capital, rec
the raising of additional capital, and result igutatory actions if we were to be unable to compith such requirements. Implementation of chartg
asset risk weightings for risk based capital caltohs, items included or deducted in calculatiegutatory capital and/or additional capital conaépr
buffers could result in management modifying itsibass strategy and could further limit our abitdymake distributions, including paying out dividis o
buying back shares,
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We have established an allowance for loan lossessiea on our management's estimates. Actual lossesuld differ significantly from those
estimates. If the allowance is not adequate, it cliihave a material adverse effect on our earningsna the price of our common stock.

We maintain an allowance for loan losses, whicla ireserve established through a provision for llmsses charged to expense, that repre
management's best estimate of probable incurregdosithin the existing portfolio of loans. Théwlance, in the judgment of management, is necgsa
reserve for estimated loan losses and risks inhérghe loan portfolio. The level of the allowanieflects management's continuing evaluation eti§ip
credit risks; loan loss experience; current loartfplio quality; present economic, political andgudatory conditions; industry concentrations ankde
unidentified losses inherent in the current loartfpbo. The determination of the appropriate lewéthe allowance for loan losses inherently ived ¢
high degree of subjectivity and judgment and rezpuis to make significant estimates of currenticresks and future trends, all of which may unda
material changes. Changes in economic conditiffastang borrowers, new information regarding eixigtloans, identification of additional problem iz
and other factors, both within and outside of aumtml, may require an increase in the allowancéddan losses. Bancorp has seen a significanedseri
TDR balances in 2014 compared to 2013, due to thielban sales that we undertook in the third amdth quarters of 2013. However, the TDR bala
are still high compared to historical averages.

In addition, bank regulatory agencies periodicedlyiew our allowance for loan losses and may reqair increase in the provision for loan losse$ie
recognition of further loan charge-offs, based wagments different than those of management. dfgdwoffs in future periods exceed the allowance
loan losses, we may need additional provisionsiteease the allowance for loan losses. Furtherngoosvth in the loan portfolio would generally letn
an increase in the provision for loan losses.

Any increases in the allowance for loan losses n@8llt in a decrease in net income and capitdl naay have a material adverse effect on our firsd
condition, results of operations and cash flows.

We compete with a number of local, regional and na&inal financial institutions for customers.

We face strong competition from savings and loawoeiations, banks, and other financial institutitimest have branch offices or otherwise opera
our market area, as well as many other companiesofifering a range of financial services. Many loése competitors have substantially greater firad
resources and larger branch systems than us. Iticeddnany of our competitors have higher legaldiag limits than us. Particularly intense compat
exists for sources of funds including savings astdirtime deposits as well as for loans and osleevices offered by us. In addition, over the $astere
years, the banking industry has undergone subatatinsolidation, and this trend is expected taiooe. Significant ongoing consolidation in thenkiag
industry may result in one or more large compedi®merging in our primary target market. The faiahresources, human capital and expertise ofor
more large institutions could threaten our abiliymaintain our competitiveness.

During the past several years, significant legigtatittention has been focused on the regulatiehdamegulation of the financial services indus
Non-bank financial institutions, such as securitieskbrage firms, insurance companies and mutual fumalge been permitted to engage in activities
compete directly with traditional bank businessmpetition with various financial institutions cduhinder our ability to maintain profitable opecats an
grow our business.

We face intense competitive pressure on customeriping, which may materially and adversely affect reenues and profitability.

We generate net interest income, and charge otwroess fees, based on prevailing market conditionsleposits, loans and other financial servi
In order to increase deposit, loan and other servmumes, enter new market segments and expandase of customers and the size of indivi
relationships, we must provide competitive pricfogsuch products and services. In order to stagpetitive, we have had to intensify our effortsuarc
attractively pricing our products and services. tfie extent that we must continue to adjust outimgi to stay competitive, we will need to grow
volumes and balances in order to offset the effettdeclining net interest income and fesed margins. Increased pricing pressure alsaneeh th
importance of cost containment and productivityiatives, and we may not succeed in these efforts.
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Our brand, reputation and relationship with our customers are key assets of our business and may bdezted by how we are perceived in tt
marketplace.

Our brand and its attributes are key assets ofbasmess. The ability to attract and retain custenio Bancorg products and services is hig
dependent upon the external perceptions of us la@dndustry in which we operate. Our business mayaffected by actions taken by competi
customers, third party providers, employees, regrda suppliers or others that impact the perceptibthe brand, such as creditor practices that be
viewed as “predatory,tustomer service quality issues, and employeeioaktssues. Adverse developments with respecutoindustry may also, |
association, impair our reputation, or result ieajer regulatory or legislative scrutiny.

The operations of our business, including our inteaction with customers, are increasingly done via ettronic means, and this has increased o
risks related to cyber-attacks.

We are exposed to the risk of cylstacks in the normal course of business. In géneyber incidents can result from deliberate &sao!
unintentional events. There has been an increasad of attention focused recently on cyb#tacks against large corporations that includé,abe no
limited to, gaining unauthorized access to digigdtems for purposes of misappropriating cash,rahsets or sensitive information, corrupting dat
causing operational disruption. Cylatacks may also be carried out in a manner thas dot require gaining unauthorized access, sudly asusin
denial-of-service attacks on websites. Cyaacks may be carried out by third parties ordes using techniques that range from highly sadichi®c
efforts to electronically circumvent network setyror overwhelm websites to more traditional ingghce gathering and social engineering aime
obtaining information necessary to gain access.oljectives of cybeattacks vary widely and can include theft of finahassets, intellectual property,
other sensitive information, including the inforioatbelonging to our banking customers. Cyber-&tanay also be directed at disrupting our operation

While we have not incurred any losses related tmecattacks, nor are we aware of any specific mratened cybeircidents as of the date of t
report, we may incur substantial costs and suffieeronegative consequences if we fall victim tocessful cybeattacks. Such negative consequences !
include remediation costs that may include liapifior stolen assets or information and repairingtesyn damage that may have been caused; inc
cybersecurity protection costs that may includeanizational changes, deploying additional persoanel protection technologies, training employead
engaging third party experts and consultants; legenues resulting from unauthorized use of pregmyeinformation or the failure to retain or atti
customers following an attack; litigation; and reggional damage adversely affecting customer agstor confidence.

Our business is highly reliant on technology and awability to manage the operational risks associattwith technology.

We rely heavily on communications and informatigstems to conduct our business. Our businessvasatoring and processing sensitive cust
data. Any failure, interruption or breach in séiyuof these systems could result in theft of costo data or failures or disruptions in our custc
relationship management, general ledger, depasih), |data storage, processing and other systems.in@bility to access these information systen
critical points in time could unfavorably impacettimeliness and efficiency of our business openati In addition, we operate a number of moneysfes
and related electronic, check and other paymenmnextions that are vulnerable to individuals engggim fraudulent activities that seek to compror
payments and related financial systems illegaWhile we have policies and procedures designedeweent or limit the effect of the failure, intertign ot
security breach of our information systems, thene lse no assurance that failures, interruptiorseourity breaches will not occur or, if they dougtha
they will be adequately addressed. The occurraricany failures, interruptions or security breacloésour information systems could damage
reputation, result in a loss of customer businggbject us to additional regulatory scrutiny, resulincreased expense to contain the event amefprire
that we provide credit monitoring services for aféal customers or expose us to civil litigation aegllatory fines and sanctions, any of which cddde
material adverse effect on our financial condi@aml results of operations.
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Our business is highly reliant on third party vendas and our ability to manage the operational risksassociated with outsourcing those services.

We rely on third parties to provide services that iategral to our operations. These vendors pegervices that support our operations, inclu
storage and processing of sensitive consumer dateyber security breach of a vendosystem may result in theft of our data or disaupbf busines
processes. A material breach of customer datas@nadce provides site may negatively impact our business reputatiod cause a loss of custo
business; result in increased expense to contaievtant and/or require that we provide credit nuoimy services for affected customers, result gutatory
fines and sanctions and may result in litigatiommost cases, we will remain primarily liable tor@ustomers for losses arising from a breachwafraors
data security system. We rely on our outsourcedcseproviders to implement and maintain prudsiiter security controls. We have procedures inq
to assess a vendsrtyber security controls prior to establishingoatractual relationship and to periodically reviassessments of those control syst
however, these procedures are not infallible anenalor’s system can be breached despite the proeedie employ.

If our third party providers experience financiaperational or technological difficulties, or ifette is any other disruption in our relationshipsh
them, we may be required to locate alternative ceunf such services, and we cannot assure yowthatould be able to negotiate terms that a
favorable to us, or could obtain services with Emfunctionality as found in our existing systewithout the need to expend substantial resourtasail.

We continually encounter technological change, andf, we are unable to develop and implement efficigrand customer friendly technology, w
could lose business.

The financial services industry is continually urgteng rapid technological change, with frequetitaductions of new technologyriven products ar
services. The effective use of technology increaféiciency and enables financial institutionsbitter serve customers and to reduce costs. Qune
success depends, in part, upon our ability to addtiee needs of our customers by using technolegydvide products and services that will sa
customer demands, as well as to achieve additiffiaiencies in our operations. Many of our conifjoes have substantially greater resources to inw
technological improvements. We may not be ableffiectively implement new technologiriven products and services or be successful itketiag thes
products and services to our customers. Failusutzessfully keep pace with technological charffgeting the financial services industry could ha
material adverse impact on our business and, im twr financial condition and results of operasion

Our success depends on our senior management teaamd if we are not able to retain our senior managesnt team, it could have a materic
adverse effect on us.

We are highly dependent upon the continued sengndsexperience of our senior management teanudimg) Alan J. Hyatt, our Chairman, Presic
and Chief Executive Officer. We depend on the sexviof Mr. Hyatt and the other members of our semimnagement team to, among other things, cor
the development and implementation of our stragegiad maintain and develop our customer relatipesiVe do not have an employment agreemen
members of our senior management, nor do we maifkai-man” life insurance on our senior manageméfive are unable to retain Mr. Hyatnd othe
members of our senior management team, our businesd be materially and adversely affected.

If we fail to maintain an effective system of intenal control over financial reporting and disclosurecontrols and procedures, we may be unak
to accurately report our financial results and comgy with the reporting requirements under the Securties Exchange Act of 1934. As a resL
current and potential stockholders may lose confidece in our financial reporting and disclosure requied under the Securities Exchange Act «
1934, which could adversely affect our business amuld subject us to regulatory scrutiny.
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Pursuant to Section 404 of the Sarbanes-Oxley A2002, referred to as Section 404, we are requoédclude in our Annual Reports on Form K-
our managemerd’ report on internal control over financial repogti We are currently not required to include amiop of our independent registe
public accounting firm as to our internal contrbécause we are a “smaller reporting compamder SEC rules and, therefore, stockholders dbaee th
benefit of such an independent review of our irdeoontrols. Compliance with the requirements e€t®n 404 is expensive and timeasuming. If, in th
future, we fail to complete this evaluation in meély manner, or, if required, our independent ttegésl public accounting firm cannot timely attesou
evaluation, we could be subject to regulatory seyuand a loss of public confidence in our interoaihtrol over financial reporting. In addition,yafailure
to maintain an effective system of disclosure aaatand procedures could cause our current andhitstockholders and customers to lose confidém
our financial reporting and disclosure requiredaritie Securities Exchange Act of 1934, which caaldersely affect our business.

Terrorist attacks and threats or actual war may impact all aspects of our operations, revenues, costsd stock price in unpredictable ways.

Terrorist attacks in the United States and abraadyell as future events occurring in responserto @onnection with them, including, withc
limitation, future terrorist attacks against U.&gets, rumors or threats of war, actual conflict®lving the United States or its allies or militaor trade
disruptions, may impact our operations. Any ofthevents could cause consumer confidence andgsaardecrease or could result in increased viby
in the United States and worldwide financial maskahd economy. Any of these occurrences could havadverse impact on our operating res
revenues and costs and may result in the volatifithe market price for our common stock and anfthure price of our common stock.

There can be no assurance that we will pay dividersdn the future.

The supervisory agreements with the Federal ResamdeOCC require, among other things, that Baneoigh the Bank obtain prior OCC apprc
before any dividends or capital distributions cannfiade and that Bancorp obtain prior Federal Resgpproval before purchasing or redeeming sha
its stock. In addition, Bancorp suspended its comistock dividend in the fourth quarter of 2009teserve its capital. Although we expect to be at
resume our policy of quarterly dividend paymentss tdividend policy will be reviewed in light of ture earnings, OCC restrictions and o
considerations. No assurance can be given, threrdfat cash dividends on our common stock wilbaiel in the future.

Our Series A preferred stock, Series B preferred sick and 2035 Debentures contain restrictions on owability to declare and pay dividends on,
or repurchase our common stock.

Our ability to declare dividends on our common ktsdimited by the terms of our (i) 8.0% Nd&@umulative Convertible Preferred Stock, referreds
Series A preferred stock, and (ii) our Fixed Raten@lative Perpetual Preferred Stock, Series Byphre $0.01 per share and liquidation preferenc@C
per share, referred to as Series B preferred st¥é&. may notdeclare or pay any dividend on, make any distriimgtirelating to, or redeem, purchi
acquire or make a liquidation payment relatingotomake any guarantee payment with respeotitccommon stock in any quarter until the dividemdthe
Series A preferred stock has been declared andfpaislich quarter, subject to certain minor exaey®i Additionally, we may not declare or pay
dividend or distribution on our common stock, anel mvay not purchase, redeem or otherwise acquireofmsideration any of our common stock, unles
accrued and unpaid dividends for all past dividpedods, including the latest completed dividendquk on all outstanding shares of Series B preb
stock have been or are contemporaneously declackgaid in full (or have been declared and a sufficgnt for the payment thereof has been set 3
subject to certain minor exceptions. DividendglanSeries A preferred stock and Series B prafesteck have not been declared since the firsttquaf
2012 because Bancorp did not receive approval ftenFRB to pay such dividends. As of December2814, the cumulative amount of dividends of
Series B preferred stock in arrears not declarediding interest on unpaid dividends at 9% per yes $4,442,000. Accordingly, Bancorp will notdiee
to pay dividends on its common stock until the diérid arrearages on its Series B preferred stodk been paid in full and until Bancorp declares pangt
a dividend on its Series A preferred stock.
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Further, under the terms of our Junior Subordind@etit Securities due 2035, referred to as the ZD&Bentures, if (i) there has occurred ar
continuing an event of default, (ii) we are in défavith respect to payment of any obligations urttie related guarantee or (iii) we have givenceotf ou
election to defer payments of interest on the 2D86entures by extending the interest distributieriqul as provided in the indenture governing th&5
Debentures and such period, or any extension thdras commenced and is continuing, then we mayambng other things, declare or pay any divid
or distributions on, or redeem, purchase, acqoirenake a liquidation payment with respect to, ahgur capital stock, including our common stodks
permitted under the terms of the 2035 Debenturepfddecember 31, 2014, Bancorp has deferred theneal of eleven quarters of interest and
cumulative amount of interest in arrears not paidluding interest on unpaid interest, was $1,380,0Accordingly, Bancorp will not be able to |
dividends on its common stock until the interesedals on the 2035 Debentures have been paidlin fu

An investment in our securities is not insured agaist loss.

Investments in our common stock are not depositgred against loss by the FDIC or any other entifg.a result, an investor may lose some or i
his, her or its investment.

Conversion of our Series A preferred stock or exeise of the warrant issued to the Treasury Departmerwill dilute the ownership interest of
existing stockholders.

In two private placements conducted in November82@@ issued Series A preferred stock convertibte 437,500 shares of our common st
subject to adjustment, and a warrant to purchag¢936 shares of our common stock, subject to adprst. The conversion of some or all of the Sei
preferred stock or the exercise of the warrant eliilite the ownership interest of existing stocklest. Any sales in the public market of the comrsimck
issuable upon such conversion or exercise couléradly affect prevailing market prices of our conmnstock. In addition, the existence of the Seri
preferred stock or warrant may encourage shoringebly market participants because the conversfothe Series A preferred stock or exercise o
warrant could depress the price of our common stock

“Anti-takeover” provisions will make it more difficult for a third party to acquire control of us, even if the changé control would be beneficia
to our equity holders.

Our charter presently contains certain provisidra thay be deemed to be “anti-takeover” and “argegmail”in nature in that such provisions n
deter, discourage or make more difficult the assionpf control of us by another corporation orgmer through a tender offer, merger, proxy conte
similar transaction or series of transactions. &cmmple, currently, our charter provides that Board of Directors may amend the charter, wit
stockholder approval, to increase or decrease dheegate number of shares of our stock or the numwbshares of any class that we have author
issue. In addition, our charter provides for &sifed Board, with each Board member serving gggieed thregrear term. Directors may be removed «
for cause and only with the approval of the holdefrsat least 75 percent of our common stock. Therall effects of the “anti-takeover” and “anti-
greenmail’provisions may be to discourage, make more costipare difficult, or prevent a future takeover offprevent stockholders from receivin
premium for their securities in a takeover offard @nhance the possibility that a future biddercfamtrol of us will be required to act through asiesgtt
negotiation with our Board of Directors. Theseyistdns may also have the effect of perpetuatiegnmbent management.

Iltem 1B. Unresolved Staff Comments

Not applicable.

Item 2. Properties

HS constructed a building in Annapolis, Marylandtteerves as Bancorp’s and the Bard&dministrative headquarters. A branch officehef Bank i
also included in the building. Bancorp and the IBese their executive and administrative offitesn HS. In addition, HS leases space to four latee
companies and to a law firm in which the Presi@éBancorp and the Bank is a partner.
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Bancorp has four retail branch locations in Annergtel County, Maryland, of which it owns three dakses the fourth from a third party. The cui
term of the lease expires in July 2015. Therenisgtion to renew the lease for one more additifimalyear term. In addition, the Bank leasescaffspac
in Annapolis, Maryland from a third party. Thedeaexpires January 2016, with the option to refendase for one additional five year term.

Item 3. Legal Proceedings

There are no material pending legal proceedingghioh Bancorp, the Bank or any subsidiary is aypartto which any of their property is subject.

Item 4. Mine Safety Disclosures

Not applicable.

Item 4.1. Executive Officers of the Redistrant

James M. Anthony, age 43, joined Bancorp in Au@@dt4 and currently serves as Executive Vice Prasialed Chief Operating Officer. Mr. Anthc
has over fifteen years of experience in the finalrgérvices industry, the last ten of which he spéChesapeake Bank & Trust where he served irbkey
management positions including Chief Executive ¢&iffj President, Senior Lending Officer, Head ofebtment Services, and Chief Information Offic
Mr. Anthony holds an MBA from the University of @aigo and two degrees from the University of Margllammastes degree in systems engineering
a bachelos degree in mechanical engineering. He is alsmdugte of ABA Stonier Graduate School of Bankingtéd by Georgetown University. |
Anthony currently serves on the board of directdrthe Atlantic Community Bankers Bank.

Thomas G. Bevivino, age 59, a Certified Public Aotant, joined Bancorp in August 2004 and curregsdlves as Executive Vice President and (
Financial Officer. Mr. Bevivino joined Bancorp @®ntroller, and served as the Executive Vice Peggidnd Chief Financial Officer of Bancorp and E
from July, 2005 to February 2012, and was reappdimm the Chief Financial Officer position in Septer 2013. Effective December 2011, Mr. Bevir
became Chief Operating Officer of Bancorp and tla@kBand served in such capacity until August 200. Bevivino, was a financial consultant fr
2002 until 2004, and served as Chief Financiald@ffof Luminant Worldwide Corporation from 1999iua002.

William F. Lindlaw, age 60, joined the Bancorp 813 as Executive Vice President and Chief Lendiffgc€. Mr. Lindlaw has over 35 years in
banking industry. Prior to joining Bancorp, Mrnidlaw was the Chief Lending Officer and Chief Ctegfificer for City First Bank of DC for six yearbir.
Lindlaw is a graduate of the University of Virgirdad received his MBA from the College of WilliamdaMary. He is active with the American Banl
Association and is a member of the Maryland Firari8anker’'s Advisory Board.

Information concerning Alan J. Hyatt will be comted in the proxy statement for the 2015 Annual hegedf Shareholders.

PART II

Iltem 5. Market for Reqistrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Ehty Securities

The common stock of Bancorp is traded on the NaStguital Market under the symbol “SVBI'As of March 10, 2015, there were 160 stockholdé
record of Bancorp’s common stock.
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Computershare, 211 Quality Circle, Suite 210, @mlIStation, Texas 77845-4470, serves as the Trafvgént and Registrar for Bancorp.

The following table sets forth the high and lowesaprices per share of Bancargommon stock for the periods indicated, as repgoon the Nasdi
Capital Market:

Quarterly Stock Information

2014 2013
Stock Price Rang Per Shar Stock Price Rang Per Shar
Quarte Low High Dividenc Quarte Low High Dividenc
1 $ 431 $ 512 $ - 1" $ 311 $ 57¢ $ =
2 nd 4.41 4,97 - 2 nd 4.02 5.3¢ -
3 4.2¢ 4.9C - 3 4.41 5.5¢ -
4t 4.3C 4.8¢ - 4t 4.1C 5.54 -

Dividend Policy

In November 2009, Bancorp and the Bank enteredsapervisory agreements with the OTS, which requiiaenong other things, that Bancorp anc
Bank obtain prior OTS approval before any dividendsapital distributions can be made and that Bgmobtain prior OTS approval before purchasir
redeeming shares of its stock. OTS regulatiorthéudimited the payment of dividends and otheritehistributions by the Board.

Bancorp’s supervisory agreement is now enforcethby-RB. The Bank' supervisory agreement was replaced by a formeakagent enforced by t
OCC, which contains a similar restriction on divids.

Bancorps main source of income is dividends from the BaAk.a result, Bancorp's dividends to its commaarasholders now will depend primai
upon OCC and FRB approval and receipt of dividdra® the Bank.

Bancorp suspended its common stock dividend iridtigh quarter of 2009 to preserve its capital.

Bancorp’s ability to declare a dividend on its coomstock is also limited by the terms of Bancerferies A preferred stock and Series B pref
stock. Bancorp may nateclare or pay any dividend on, make any distrimstirelating to, or redeem, purchase, acquire denaaliquidation payme
relating to, or make any guarantee payment witpaestoits common stock in any quarter until the divideord the Series A preferred stock has |
declared and paid for such quarter, subject taaerhinor exceptions. Additionally, Bancorp mayt declare or pay any dividend or distribution os
common stock, and Bancorp may not purchase, redeeatherwise acquire for consideration any of isnmon stock, unless all accrued and un
dividends for all past dividend periods, includihg latest completed dividend period, on all outdiag shares of Series B preferred stock have bearx
contemporaneously declared and paid in full (orehaeen declared and a sum sufficient for the paythereof has been set aside), subject to certaior
exceptions. Dividends on the Series A preferredksémd Series B preferred stock have not been metkince the first quarter of 2012 because Bandidl
not receive approval from the FRB to pay such dimis. As of December 31, 2014, the cumulative amofudividends of the Series B preferred stoc
arrears not declared, including interest on unpitends at was $4,442,000. There is no requingrtteat Bancorps board of directors declares
dividends on the Series A preferred stock and apaid dividends are not cumulative.
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Additionally, under the terms of Bancorp's 2035 &@tres, if (i) there has occurred and is contig@n event of default, (i) Bancorp is in defauith
respect to payment of any obligations under thatedl guarantee or (iii) Bancorp has given noticésoélection to defer payments of interest on208¢
Debentures by extending the interest distributieniqal as provided in the indenture governing th8s2Debentures and such period, or any exte
thereof, has commenced and is continuing, then @anmoay not, among other things, declare or paydiwigends or distributions on, or redeem, purct
acquire, or make a liquidation payment with respgectany of its capital stock, including commoncéto As permitted under the terms of the Z
Debenture, as of December 31, 2014, Bancorp hasrddfthe payment of eleven quarters of interedtthe cumulative amount of interest in arrears
paid, including interest on unpaid interest, was35@,000. Accordingly, Bancorp will not be ablepay dividends on its common stock until the ins{
deferrals on the 2035 Debentures have been paidl.in

Item 6. Selected Financial Data

The following summary financial information is dezd from the audited financial statements of Bapcekcept as noted below. The information
summary and should be read in conjunction with Bapis audited financial statements and Managemddigcussion and Analysis of Financial Condi
and Results of Operations.

Summary Financial and Other Data

At December 31
201< 201z 2012 2011 201(

(dollars in thousands, except per share informa

Balance Sheet Da

Total asset $ 776,32¢ % 799,60: $ 852,11¢ $ 901,16: $ 962,74!
Total loans, ne 633,88: 602,81 651,70¢ 693,30: 778,93
Investment securities held to matut 59,61¢ 44,66 34,06¢ 40,357 27,31
Nonr-performing loan: 12,84t 11,03t 37,49t 31,43: 46,16¢
Total nor-performing assel 14,79: 20,00 48,93¢ 51,36¢ 67,11¢
Deposits 543,81 571,24¢ 599,39« 652,75 714,77¢
Long-term debi 115,00( 115,00( 115,00( 115,00( 115,00(
Total liabilities 692,51¢ 716,83¢ 743,12: 794,69¢ 856,44
Stockholder equity 83,81( 82,76¢ 108,99¢ 106,46! 106,30:
Book value per common she $ 5.6¢ $ 557 $ 8.1t $ 79: $ 7.91
Common shares outstandi 10,067,37 10,066,67 10,066,67 10,066,67 10,066,67
Other Data
Number of:

Full service retail banking facilitie 4 4 4 4 4

Full-time equivalent employet 15C 16C 14z 127 11€
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Interest incom

Interest expense

Net interest incom

Provision for loan losses

Net interest income after provision for loan los
Nor-interest income

Nor-interest expense

Income (loss) before income tax provis
Provision for income taxe

Net income (loss

Per Common Share Dat

Basic earnings (loss) per common sk
Diluted earnings (loss) per common sh
Cash dividends declared per common s

Weighted number of common shares outstanding |
Weighted number of common shares outstanding di

Summary of Operations

For the Year Ended December

2014 201: 201z 2011 201C
(dollars in thousands, except per share informa

$ 31,81¢ $ 33,79: $ 39,057 4450 $ 49,53
8,634 9,184 12,50: 15,58 19,32¢

23,18: 24,60¢ 26,55¢ 28,91« 30,20

831 16,52( 765 4,612 5,744

22,35: 8,08¢ 25,79( 24,30: 24,46(

4,32¢ 5,52¢ 4,12 2,51( 2,74¢

23,73t 30,072 23,52} 24,05( 24,67¢

2,94( (16,45% 6,38¢ 2,762 2,531

31 8,71( 2,65¢ 1,21( 1,172

$ 2,90¢ % (25,165 $ 3,72t $ 155 % 1,35¢
$ 0.06 $ (269 $ 02z $ 0.02) $ (0.09)
$ 0.0¢ $ (269 $ 02z $ (0.02) $ (0.09)
$ - 3 - 3 - 3 - 3 =
10,067,37 10,066,67 10,066,67 10,066,67 10,066,67
10,096,38 10,066,67 10,066,67 10,066,67 10,066,67
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Key Operating Ratios

For the Year Ended December

201/ 201: 201z 2011 201(C

Performance Ratios:
Return on average ass 0.37% (3.0(%) 0.42% 0.17% 0.14%
Return on average equi 3.55% (24.4%%) 3.5(% 1.47% 1.31%
Dividend payout ratic -% -% -% -% -%
Net interest margi 3.2t% 3.28% 3.32% 3.3%% 3.4(%
Interest rate spree 3.28% 3.28% 3.21% 3.3%% 3.3t%
Nor-interest expense to average as 3.07% 3.6% 2.6% 2.56% 2.52%
Efficiency ratio* 86.25% 79.7% 66.0(% 59.32% 58.14%
Asset Quality Ratios:
Average equity to average ass 10.42% 12.28% 12.1% 11.2%% 10.5%%
Nonperforming assets to total assets at end obg 1.91% 2.5(% 5.7% 5.7(% 6.91%
Nonperforming loans to total gross loans at enplesfod 1.86% 1.6%% 5.31% 4.2% 5.5(%
Allowance for loan losses to net loans at end oibple 1.47% 1.95% 2.68% 3.7% 3.8%
Allowance for loan losses to honperforming loansrat of

period 73.45% 106.3%% 46.61% 82.52% 64.71%

* The efficiency ratio is non-interest expenses agrcentage of net interest income plus non-isténeome.
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Average Balance Sheet

The following table contains for the periods indéhinformation regarding the total dollar amounfténterest income from interestrning assets a
the resulting average yields, the total dollar amiaf interest expense on interéstaring liabilities and the resulting average casts interest income, a
the net yield on interest-earning assets.

Year Ended December 3

2014 2013 2012
Average Average Average
Volume Interes  Yield/Cos Volume Interes  Yield/Cos Volume Interes  Yield/Cos
(dollars in thousand:
ASSETS
Loans (1) $ 622,93! $ 30,57 491% $ 648,95¢ $ 32,83¢ 5.0 $ 692,83. $ 38,14( 5.5(%
Investments (2 44,46¢ 74¢€ 1.66% 33,79° 601 1.76% 37,08 64z 1.7°%
Mortgage-backed securitie 9,51¢ 20¢E 2.15% 1,26¢ 35 2.76% 63C 30 4.76%
Other interest-earning asse
3 33,56( 291 0.87% 65,43t 31€ 0.4%% 66,33¢ 24E 0.37%
Total interes-earning
asset: 710,48: 31,81¢ 4.48%  749,46: 33,79: 451% 796,87 39,057 4.9(%
Nor-interest earning assets 75,12t 88,43 81,86(
Total Assets $ 785,60t $ 837,89. $ 878,73!

LIABILITIES AND

STOCKHOLDERS'

EQUITY
Savings and checking

deposits $ 261,51 417 0.1€% $ 273,75( 76¢ 0.2¢% $ 273,81 1,097 0.4(%
Certificates of deposil 293,68: 3,511 1.2(%  311,65: 3,93¢ 1.26%  354,49! 6,444 1.82%
Borrowings 139,12: 4,70¢ 3.36% 139,11 4,47¢ 3.22% 139,11 4,961 3.51%

Total interest-bearing

liabilities 694,31 8,63¢ 1.24% 724,52: 9,18¢ 1.27% 767,43: 12,50: 1.65%

Nor-interest bearing

liabilities 9,457 10,45( 4,90¢
Stockholders' equity 81,83: 102,91¢ 106,39
Total liabilities and

stockholders' equity $ 785,60t $ 837,89. $ 878,73
Net interest income ar

Interest rate spread $ 23,18: 3.24% $ 24,60¢ 3.24% $ 26,55¢ 3.21%
Net interest margi 3.26% 3.28% 3.32%

Average intere-earning
assets to average interesi
bearing liabilities 102.3% 103.4%% 103.8%%

(1) Non-accrual loans are included in the averaderttes and in the computation of yields.

(2) Bancorp does not have any tax-exempt investsesurities.
(3) Other interest earning assets include intdresting deposits in other banks, federal funds,FfidB stock investments.
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Rate Volume Table

Year ended December 31, 2C Year ended December 31, 2C
VS. VS.
Year ended December 31, 2C Year ended December 31, 2C
Total Changes Due t Total Changes Due t
Change Volume (1) Rate (1) Change Volume (1) Rate (1)

(dollars in thousand:
Interes-earning asse!

Loans $ (2,269 $ @27y $ 987 $ (5,309 $ (2,415 $ (2,88)
Investment: 14t 17¢ (34 (42) (57 16
Mortgage-backed securitie 17C 17¢ (8) 5 18 a3
Other interest-earning assets (27) (277) 25C 73 (3) 76
Total interest incom (2,97¢) (2,197 (779 (5,26%) (2,457) (2,80¢)
Interes-bearing liabilities
Savings and checking depos (35)) (20 (33)) (329 - (329
Certificates of deposil (427 (215) (212 (2,506 (779 1,729
Borrowings 22€ - 22€ (483%) - (48%)
Total interest expens (550 (23%) (315 (3,319 (779 (2,539
Net change in net interest incol $ (1,426 $ (962) $ (469 $ (1,94) $ (1,679 $ (26¢)

(1) Changes in interest income/expense not arfsorg volume or rate variances are allocated priomueitely to rate and volume.

Iltem 7. Management's Discussion and Analysis of fncial Condition and Results of Operations

Overview

Bancorp provides a wide range of personal and cawiatebanking services. Personal services incluaiéous lending services as well as dej
products such as personal internet banking andemil pay, checking accounts, individual retirertnaccounts, money market accounts, and saving
time deposit accounts. Commercial services inchaiamercial secured and unsecured lending servicesh as business internet banking, corporate
management services and deposit services. Bantswrpreovides ATMs, debit cards, mortgage lendirade sleposit boxes, and telephone banking, ai
other products and services.

Bancorp has experienced an improved level profitalin 2014 as well as increased loan originatiansl improved local economic activity from th
experienced during the recession of 2009. In adgiBancorp’s level of noperforming assets, foreclosed real estate and gioovifor loan losses h
improved in 2014. Management believes that, whileditions continue to improve, and real estataesin Bancors market area continue to stabi
and, in some cases improve, the financial stresiseofecession, including job losses and othepfagstill exist for some customers. While the liegt rat
spread between Bancospost of funds and what it earns on loans hasased from 2009 levels, it has decreased from BYEDs and competition for ne
loans and deposits remains strong.

Bancorp’s total loan portfolio has increased froBi2 and Bancorp has experienced a decrease ird&amguencies in part due to the sale of under-
performing and nomperforming loans in 2013, and in part due to anrowpd economy. The allowance for loan lossesedesed from levels needec
2013 primarily due to an improvement in the leviepmblem assets at December 31, 2014 compardtetievel at December 31, 2013 and management’
assessment of the collectability of the loans imd@ap’s portfolio. In addition, Bancorp has seen a $7illan decrease in foreclosed real estate an
related level of foreclosed real estate expens@914 as compared to 2013. This is due to an imgat@conomy and the use of the provision recorah
foreclosed real estate in 2013.
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Bancorp expects to experience continued improveimemiarket conditions in 2015, as the national ledl economies continue to improve and a:
employment environment in its market improves. ldoer, the Federal Reserve Board has ended its itpiawet easing program, and if interest r.
increase, demand for borrowing may decrease anddBas interest rate spread could decrease. Bancorgaitinue to manage loan and deposit pri
against the risks of rising costs of its deposits Borrowings. Interest rates are outside the obofrBancorp, so it must attempt to balance itsipg anc
duration of its loan portfolio against the risksrising costs of its deposits and borrowings.

The continued success and attraction of Anne AduBdeanty, Maryland, and vicinity, will also be imgiant to Bancors ability to originate and grc
its mortgage loans and deposits, as will Bancarpiginued focus on maintaining a low overhead.

If the volatility in the market and the economy tioues or worsens, Bancogpbusiness, financial condition, results of operatj access to funds ¢
the price of its stock could be materially and adely impacted.

On November 23, 2009, Bancorp and the Bank eadrezhinto a supervisory agreement with the OTS fwpigmarily addressed the issues ident
in the OTS’ reports of examination of Bancorp’s &nel Bank’s operations and financial condition @02. The Banls supervisory agreement was repl:
by a formal agreement dated April 23, 2013 enfolmedhe OCC. Bancorp’s supervisory agreement g eoforced by the Federal Reserve. Senf 1
Business — Supervisory and Formal Agreements” fmrenmformation.

Critical Accounting Policies and Recent AccountindPronouncements

Bancorps significant accounting policies and recent actingrpronouncements are set forth in Note 1 ofdbesolidated financial statements wt
are included elsewhere in this Form K0-Of these significant accounting policies, Bamcoonsiders the policies regarding the allowamcddan losse
the valuation of foreclosed real estate, the ev@minaf other than temporary impairment of investingecurities and the valuation of the deferredatsse
to be its most critical accounting policies, givtbie uncertainty in evaluating the level of the wbmce required to cover credit losses inherenténlaar
portfolio and the material effect that such judgiseran have on the results of operations and futxable income. In addition, changes in econ
conditions can have a significant impact on retdtesvalues of underlying collateral affecting tilowance for loan losses and therefore the proniébi
loan losses and results of operations as well asvdtuation of foreclosed real estate. Bancorpdeloped policies and procedures for assessi
adequacy of the allowance for loan losses, recagmithat this process requires a number of assomptnd estimates with respect to its loan poaf
Bancorps assessments may be impacted in future periodfidnyges in economic conditions, the impact of @guy examinations, and the discover
information with respect to borrowers that is nobwn to management at the time of the issuandeeofdnsolidated financial statements.

Recent Accounting Pronouncements tnder ASU 2014-04Reclassification of Residential Real Estate Cotkdteed Consumer Mortgage Loe
upon Foreclosure a creditor will be considered to have physicalgession of residential real estate property thedliateral for a residential mortgage |
and therefore should reclassify the loan to otleal estate owned when either (a) the creditor obtigal title to the property upon completion
foreclosure, or (b) the borrower conveys all instii@ the real estate property to the lender tisfyathat loan even though legal title may not haassed
The amendments are effective for public businesiesnfor annual periods and interim periods, bagig after December 15, 2014. Early adoptic
permitted. An entity can elect to adopt the amesgmb in this update using either a modified reteotige transition method or a prospective trang
method. Bancorp evaluated the effect of ASU 2044u@d believes adoption will not have a materitdatfon the Consolidated Financial Statements.

Under ASU 2014-09Revenue from Contracts with Customgkestablishes a comprehensive revenue recognitéondard for virtually all industrie
under U.S. GAAP, including those that previousjide@ed industry-specific guidance. The revenuendsads core principal is built on the contr
between a vendor and a customer for the provisigonods and services. It attempts to depict thehamge of rights and obligations between the it
the pattern of revenue recognition based on theideration to which the vendor is entitled. Thevretandard applies to all public entities for arl
periods beginning after December 15, 2016. Eatfp#on is prohibited under U.S. GAAP. Bancorp baaluated the effect of ASU 20D and believe
adoption will not have a material effect on the Salidated Financial Statements.
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Under ASU 2014-11Transfers and Servicing (Topic 860): Repurchasexurity Transactions, Repurchase Financings, ansclosures, is an
amendment requiring two accounting changes. F&pyrchase-to maturity will be accounted for asissd borrowing transactions on the balance sheet,
rather than sales. Second, for repurchase fineagEngements, the amendments require separatardog for a transfer of a financial asset exetute
contemporaneously with (or in contemplation of)epurchase agreement with the same counterpartychwdiso will generally result in secured
borrowing accounting for the repurchase agreement.

ASU 201441 also introduces new disclosures to increassperency about the types of collateral pledgeddpurchase agreements, securities ler
transactions, and repurchasentaturity transactions that are accounted for asireecborrowings. The ASU also requires a transfeoodisclos
information about transactions accounted for asla ® which the transferor retains substantiallyo& the exposure to the economic return on
transferred financial assets through an agreemithttine transferee. The updated standard apglie#i public entities for the first interim peridibginning
after December 15, 2014. Bancorp has evaluateeffeet of ASU 2014t1 and believes adoption will not have a materfidct on the Consolidats
Financial Statements.

Financial Condition

Total assets decreased by $23,275,000, or 3.0%e@mber 31, 2014 to $776,328,000, compared t&788,603,000 at December 31, 2013.
following discusses the material changes betwee®#tember 31, 2014 and 2013 statements of finacaidition.

Cash

Cash and cash equivalents decreased by $65,04b1066,1%, at December 31, 2013 to $33,335,000paoed to $98,376,000 at December 31, 2
This decrease was primarily due to managersegécision to purchase additional securities ferittvestment portfolio, and to allow certain highate
customer deposits to leave the bank. In additash was used to fund an increase in loan origingti
Investments

Investment securities held to maturity increase$b4,955,000, or 33.5%, at December 31, 2014 t¢6$69000, compared to $44,661,000 at Dece
31, 2013. This increase was primarily due to manments decision to purchase additional US Treasury gieshey securities to gain higher yields t
cash held in federal funds sold.

Loans

Loans Held For Sale. Loans held for sale increased by $3,439,000, 08%?2at December 31, 2014 to $7,165,000, comparebB{626,000 ¢
December 31, 2013. This increase was primarily fduan increase in residential loans originatedsfale and the timing of loans pending sale ¢
December 31, 2014 compared to as of December 338, 20

Loans Receivable.Total loans receivable, net increased by $31,069,005.2% at December 31, 2014, to $633,882,08@pared to $602,813,00C
December 31, 2013. This increase was primarily tduan increase in demand for new loan origination2014, and managemesttlecision to hold
portion of the new loan originations in the poritiol Those loans were primarily residential morggmgyith floating rates and residential constructaamns.
In addition, the allowance for loan losses decredme$2,304,000, or 19.6%, at December 31, 20189t435,000, compared to $11,739,000 at Dece
31, 2013. This decrease in the allowance was pitirdue to an improvement in the level of problemans at December 31, 2014 compared to the le
December 31, 2013 and management’s assessmeet adltbctability of the loans in Bancorp’s porttnli
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Foreclosed Real Estate

Foreclosed real estate decreased by $7,025,000, or 78.3%eedrbber 31, 2014 to $1,947,000, compared to $&0Ft December 31, 2013. T
decrease was primarily due to an increase in thebeu of foreclosed properties sold in 2014 thatewecluded in the balance as of December 31, 24xic
the lower level of loans foreclosed on in 2014 carep to 2013.

Premises and Equipment

Premises and equipment decreased by $679,0006%, at December 31, 2014 to $25,159,000, compar&2%,838,000 at December 31, 2013.
decrease was primarily due to the annual deprenigiken on premises and equipment in 2014 partiéfiset by new fixed assets acquired in 2014.

Accrued Interest Receivable and Other Assets

Accrued interest receivable andher assets increased by $261,000, or 2.9%, atnilesre31, 2014 to $9,288,000, compared to $9,027a00&cembe
31, 2013. This increase is primarily due to améase in prepaid expenses and the recording oivdaievalue measurement in 2014 on Banceiipteres
rate lock commitments.

Liabilities

Deposits. Total deposits decreased by $27,435,000, or 4.8@eeember 31, 2014 to $543,814,000, compared 74,889,000 at December 31, 20
This decrease was primarily the result of managé&mdacision to allow certain higher rate customeposits to mature and leave the bank.

FHLB-Atlanta Advances. FHLB-Atlanta advances at December 31, 2014 were $118000which was unchanged from December 31, 2Ttre
were no contractual advance payoffs scheduled gl@®i4 and no additional advances were needed.

Subordinated Debentures. As of December 31, 2014, Bancorp had outstandpmgoximately $20,619,000 principal amount of Juiabordinate
Debt Securities Due 2035 (the “2035 Debenture¥he 2035 Debentures were issued pursuant to amtingedated as of December 17, 2004 (1b@3%
Indenture”) between Bancorp and Wells Fargo Bank, National éission as Trustee. The 2035 Debentures pay sttepearterly at a floating rate
interest of 3month LIBOR (0.23% December 31, 2014) plus 200<%psints, and mature on January 7, 2035. Payroémisncipal, interest, premium a
other amounts under the 2035 Debentures are subdedi and junior in right of payment to the priayment in full of all senior indebtedness of Ban
as defined in the 2035 Indenture. The 2035 Delestoecame redeemable, in whole or in part, by &anen January 7, 2010.

The 2035 Debentures were issued and sold to S&apital Trust | (the “Trust”)pf which 100% of the common equity is owned by Bapc The
Trust was formed for the purpose of issuing corfianaobligated mandatorily redeemable Capital Sidiesr(“Capital Securities”) to thirgarty investor
and using the proceeds from the sale of such G&tzurities to purchase the 2035 Debentures. Z0B& Debentures held by the Trust are the solds
of the Trust. Distributions on the Capital Secgasitissued by the Trust are payable quarterlyrateaper annum equal to the interest rate beingedany th
Trust on the 2035 Debentures. The Capital Seeardre subject to mandatory redemption, in whole @art, upon repayment of the 2035 Debentt
Bancorp has entered into an agreement which, takéectively, fully and unconditionally guarantettge Capital Securities subject to the terms o
guarantee.

Under the terms of the 2035 Debenture, Bancorgiisjited to defer the payment of interest on th&52Debentures for up to 20 consecutive quai

periods, provided that no event of default has mecliand is continuing. As of December 31, 201@hd@rp has deferred the payment of eleven quant
interest and the cumulative amount of interestiaas not paid, including interest on unpaid ieseérwas $1,350,000.
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Subordinated Notes and Series A Preferred Stock.On November 15, 2008, Bancorp completed a pripkteement offering consisting of a tota
70 units, at an offering price of $100,000 per ufut gross proceeds of $7,000,000. Each unit stsif 6,250 shares of Bancorp's Series A 8.0% Non
Cumulative Convertible Preferred Stock and Bansofubordinated Notes (“Subordinated Noteisi')the original principal amount of $50,000. -
Subordinated Notes earn interest at an annual aki®0%, payable quarterly in arrears on the last df March, June, September and Dece
commencing December 31, 2008. The SubordinatedsNme redeemable in whole or in part at the ogtfdBancorp at any time beginning on Decer
31, 2009 until maturity, which is December 31, 20T8vidends will not be paid on Bancogptommon stock in any quarter until the dividendlom Serie
A Preferred Stock has been paid for such quartereker, there is no requirement that Bancetmard of directors declare any dividends on &weS /4
Preferred Stock and any unpaid dividends are noutative.

Dividends on the Series A Preferred Stock havebeeh paid since the first quarter of 2012 becaase&p has not received approval from the Fe
Reserve to pay such dividends.

Series B Preferred Stock.On November 21, 2008, Bancorp entered into an aggaewith the United States Department of the TugagTreasury’),
pursuant to which Bancorp issued and sold (i) 2B &®ares of its Series B Fixed Rate Cumulative éegb Preferred Stock, par value $0.01 per shad
liguidation preference $1,000 per share, (the &3l Preferred Stock”) and (ii) a warrant (the “véat”) to purchase 556,976 shares of Bancggmmol
stock, par value $0.01 per share, for an aggremathase price of $23,393,000. On September 2B3,28e Treasury sold all of its 23,393 sharesenfes
B Preferred Stock to outside investors as parheif tongoing efforts to wind down and recover @maining investments under the Troubled Asset F
Program (“TARP”). The terms of the Series B PneférStock remain the same. The Treasury contittuksld the Warrant.

The Series B Preferred Stock qualifies as Tierditaband pays cumulative compounding dividendhatrate of 9% per annum. The Series B Pref
Stock may be redeemed by Bancorp. The Series #8rR¥d Stock has no maturity date and ranks pasyavith Bancor® existing Series A Prefert
Stock, in terms of dividend payments and distrifmsi upon liquidation, dissolution and winding uBaicorp.

The Series B Preferred Stock is nasting, other than class voting rights on certaitters that could adversely affect the Series Bebed Stock. |
dividends on the Series B Preferred Stock havebeen paid for an aggregate of six quarterly divilperiods or more, whether consecutive or
Bancorps authorized number of directors will be automdiffdacreased by two and the holders of the SéBi€égeferred Stock, voting together with holc
of any then outstanding voting parity stock, willvie the right to elect those directors at BansonExt annual meeting of stockholders or at a gj
meeting of stockholders called for that purposeesehpreferred share directors will be elected dhynaad serve until all accrued and unpaid dividec
the Series B Preferred Stock have been paid. Imesdion with the sale by the Treasury of the SeleRreferred Stock, the Federal Reserve obt
waivers from the outside investors who purchasedSéries B Preferred Stock in which such invesagreed not to exercise their right to elect dinex;
and certain other voting or control rights, withttug prior approval of the Federal Reserve Board.

Dividends on the Series B Preferred Stock havébaeh paid since the first quarter of 2012 becawswe®&p has not received approval from the Fe
Reserve to pay such dividends. As of December2@14, Bancorp had cumulative dividends and interestrrears on the Series B Preferred Stoc
$4,442,000. Accordingly, Bancorp will not be atiepay dividends on its common stock until the digrids in arrearage on its Series B Preferred $tas
been paid in full and until Bancorp declares angsgadividend on its Series A preferred stock.

The Warrant has a Iykar term and is immediately exercisable at anaisermprice of $6.30 per share of Common Stock.e &kercise price a
number of shares subject to the Warrant are bdbfesuto antidilution adjustments. Pursuant to the Purchaseeégent, Treasury has agreed nc
exercise voting power with respect to any sharéSashmon Stock issued upon exercise of the Warrant.

Off-Balance Sheet Arrangements Bancorp has certain outstanding commitmentsablidiations that could impact Bancaspfinancial conditior

liquidity, revenues or expenses. These commitmemdsobligations include standby letters of creuitne equity lines of credit, loan commitmentseéo
credit, and loans sold and serviced with limitggurehase provisions.
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Standby letters of credit, which are conditionainoaitments of Bancorp to guarantee performance sfommers to various municipalities, decre:
$7,362,000, or 50.0%, as of December 31, 2014 {85%7000, compared to $14,719,000 as of Decembel@3. Bancorp continues to experien
decrease in demand from its customers for letteredit requirements. Bancorp requires collatswgporting these letters of credit as deemed nage
and believes that the proceeds obtained throughuadation of such collateral would be sufficient tover the maximum potential amount of fu
payments required under the corresponding guamntébe current amount of the liability for guaseg under standby letters of credit issued
December 31, 2014 and 2013 was $314,000 and §&ateely.

Unadvanced construction commitments increased 9008, or 6.3%, as of December 31, 2014 to $360062,compared to $34,023,000 a:
December 31, 2013. This increase was primarilyréiselt of increased construction activity in 20l ahe resulting higher level of new constructioar
originations.

Home equity lines of credit decreased $3,774,00B006%, as of December 31, 2014 to $8,571,000,pened to $12,345,000 as of Decembel
2013. This decrease was primarily due to managemadacision to not aggressively seek new lines editand lower customer demand for home e
loans in 2014 because of lower home values in theketplace. Home equity lines of credit allow th@rrowers to draw funds up to a specified
amount, from time to time. Bancogpmanagement believes it has sufficient liquidégaurces to have the funding available as thesewers draw o
these loans.

Mortgage loan commitments decreased $2,073,00894%, as of December 31, 2014 to $2,120,000, coedp@ $4,193,000 as of December
2013. This decrease was primarily due to the tinthpan commitments at year end. Loan commitmarngsobligations of Bancorp to provide loans,
such commitments are made in the usual course sihdss, however, these obligations can and doufliretbased on the timing of when new loan:
entered into.

Lines of credit, which are obligations of Bancopftind loans made to certain borrowers, decrea3et2$,000, or 23.0%, to $23,844,000 a
December 31, 2014, compared to $30,965,000 as oérbger 31, 2013. The decrease was a result ditlglipwer demand for this type of loan proc
during 2014. Bancorp’s management believes ishéftient liquidity resources to have the fundangailable as these borrowers draw on these loans.

Loans sold and serviced with limited repurchasevipions increased $10,113,000, or 35.9% as of Dbeergl, 2014 to $38,247,000, compare
$28,134,000 as of December 31, 2013. This increase primarily due to an increase in demand for t@am originations in 2014, and management’
decision to sell a smaller portion of the new logiginations with servicing retained by Bancorpamdgement typically retains servicing on thoseddaa
are originated in Bancorp’s primary market area.

Bancorp uses the same credit policies in makingnaibments and conditional obligations as it doesitoonbalance sheet instruments. Except fo
liability recorded for standby letters of credit@écember 31, 2014, liabilities for credit lossesagiated with these commitments were not matal
December 31, 2014 and 2013.

Comparison of Results of Operations for the Years Bded December 31, 2014 and 2013.

General. Bancorp had net income for the year ended Dece®bef014 of $2,909,000 or $0.06 per common shamr #ie effect of divident
declared on preferred stock and amortization afadiat on preferred stock. This compared to net tds525,165,000 or loss of $2.64 per common sim
2013. This increase in net income in of $28,07d,@@s primarily due to a lower provision for loasdes of $15.7 million, lower expenses of $6.1liom
relating to foreclosed real estate and a lowerrmetax provision in 2014. Management made cedadisions in 2013 to sell certain nparforming an
under-performing loans and to record a mash charge to provide a valuation allowance fonét deferred tax asset. In addition, Bancorp réaspeed |
lower level of foreclosed real estate in 2014 as lftoreclosures decreased.

Net Interest Income. Net interest income (interest earned net of intesharges) decreased $1,426,000, or 5.8%, to $23,182,00théoyéar ende
December 31, 2014, compared to $24,608,000 foy¢ae ended December 31, 2013. This decrease waarfly due to a decrease in Bancarpoar
portfolio from the two bulk loan sales in 2013 anoim lower originations in the first half of 2014roceeds from the loan sales were not immed
reinvested in interest earning assets which caimsextst income to decrease from 2013 levels. 8arg interest rate spread remained at constant a6
for the years ended December 31, 2014 and 2013.
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Provision for Loan Losses.Bancorps loan portfolio is subject to varying degreesrefiit risk and an allowance for loan losses is tad@ied to absol
losses inherent in its loan portfolio. Credit riskludes, but is not limited to, the potential Bmrrower default and the failure of collaterab®worth whe
the Bank determined it was worth at the time of gnenting of the loan. The Bank monitors its Iqaortfolio loan delinquencies at least as ofte
monthly. All loans that are delinquent and allisawvithin the various categories of the Bank’s folid as a group are evaluated. The BanRbard, witl
the advice and recommendation of the Barlkss mitigation committee, estimates an allowdndee set aside for loan losses. Included inrdeteng the
calculation are such factors as historical loseegéch loan portfolio, current market value of liten’s underlying collateral, inherent risk containedhivi
the portfolio after considering the state of theeyal economy, economic trends, consideration dfquéar risks inherent in different kinds of lendi anc
consideration of known information that may affteen collectibility.

The provision for loan losses decreased $15,689®005.0%, to $831,000 for the year ended DecerBbeP014, compared to $16,520,000 for
year ended December 31, 2013. This decrease wesuth of managemesst'decision in 2013 to sell approximately $48,51@,00its loan portfolio t
reduce the amount of problem loans in its portfelgoof December 31, 2013. In accordance with gdigesccepted accounting principles, the losse
these sales, totaling approximately $14,199,000¢ wharged off and recorded against the allowaoctén losses in 2013. Accordingly after analysd
the allowance for loan losses, a correspondingigia@v occurred to replenish the allowance.

The total allowance for loan losses decreased 8280, or 19.6% to $9,435,000 as of December 314 2€ompared to $11,739,000 as of Decel
31, 2013. This decrease in the allowance was pityrdue to an improvement in the level of critiedzloans at December 31, 2014 compared to the &
December 31, 2013 and management’s assessmeet adltbctability of the loans in Bancorp’s porttnli

Non-Interest Income. Total non-interest income decreased $1,204,0001 8%, to $4,325,000 for 2014 compared to $5@X®for 2013.

Revenues from mortgage banking activities decre&3ed18,000, or 51.8%, to $1,600,000 for the yaaded December 31, 2014, compare
$3,318,000 for the year ended December 31, 2018s decrease was primarily a result of a slowdowioans originated for sale during the first héf
2014 and managemestdecision to retain a larger percentage of loaiginated in 2014 compared to 2013. Those loangevipgimarily residenti
mortgages with floating rates.

Real estate commissions increased $506,000, o%®%3$1,034,000 for the year ended December 314,26bmpared to $528,000 for the year el
December 31, 2013. This increase was primarilyréisalt of an improvement in general business canitin Bancorgs market and a resulting increas
commercial sales and leasing in 2014 compared18.20

Real estate management fees increased $56,00@%ry ® $742,000 for the year ended December 314,26bmpared to $686,000 for the year el
December 31, 2013. This increase was primarilytdw increase in properties managed in 2014 cadpga 2013.

Other noninterest income decreased $48,000, or 4.8%, to,$00%or the year ended December 31, 2014, compar&897,000 for the year enc
December 31, 2013. This increase was primarilyalgain recorded in 2014 for the fair value ofiest rate lock commitments entered into by the Ba
2014, partially offset by a settlement receive@®.3 on a previous written off asset.

Non-Interest Expenses.Total non-interest expense decreased $6,336,0@1,. b%, to $23,736,000 for 2014 compared to $300WRfor 2013.
Compensation and related expenses increased $83&100.3%, to $14,654,000 for the year ended Déeeril, 2014, compared to $14,321,00(
the year ended December 31, 201Bhis increase was primarily the result of hiringtam higher level employees in 2014, includingisemanageme

and credit department personnel, partially offsealseduction in the number of employees needédretlosures and collections as a result of thelulé
loan sales in 2013. As of December 31, 2014, Banlead 150 full-time equivalent employees compaoet0 at December 31, 2013.
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Occupancy expense increased $176,000, or 11.3%4,,%32,000 for the year ended December 31, 20Impared to $1,556,000 for the year er
December 31, 2013. This increase was primarilytddegher maintenance costs and utilities expeims2814 .

Foreclosed real estate expenses, net decreas&x? $6)Q, or 99.8%, to $10,000 for the year endeceBer 31, 2014, compared to $6,132,000 fc
year ended December 31, 2013. This decrease waarjly due to lower level of foreclosed propertias2014 and a lower level of expenses assoc
with the properties. In addition, there were highveite downs taken on foreclosed property in 2081 an aggressive pricing strategy in 2013.

Legal fees decreased $482,000, or 60.4%, to $306¢@Che year ended December 31, 2014, compar8&d38,000 for the year ended Decembe
2013. This decrease was primarily due to a loeeell of legal services needed in 2014 due to arddewel of nonperforming loans, loan foreclosures
loan collections in 2014 compared to 2013.

The FDIC assessment decreased $358,000, or 2588%,G31,000 for the year ended December 31, 2@bipared to $1,389,000 for the year er
December 31, 2013. This decrease was primardyrésult of a decreased level of net assets in 284 by the FDIC to calculate the ris&se:
assessment charge.

Professional fees decreased $198,000, or 17.7%924,000 for the year ended December 31, 20témpared to $1,119,000 for the year er
December 31, 2013.This decrease was primarily the result of a deer@agonsultants hired in 2014 compared to 201&nagement hired certain cre
department personnel in 2014 that replaced comgslthat were used in 2013.

Advertising fees increased $63,000, or 10.1%, &7380 for the year ended December 31, 2014, cardpar$624,000 for the year ended Decel
31, 2013. This increase was primarily due to &angase in production costs for new marketing desigr2014 compared to 2013.

Online charges increased $47,000, or 5.5%, to $807or the year ended December 31, 2014, compar$860,000 for the year ended Decembe
2013. This increase was due to an increase iodsteof online banking computer services fromgmaeded product offering to customers.

Credit report and appraisal fees increased $34,60@,0%, to $890,000 for the year ended Decemte814, compared to $856,000 for the
ended December 31, 2013. This increase was dhe tgpdating of the loan portfolio files.

Other noninterest expense increased $171,000, or 7.1%, &B88D00 for the year ended December 31, 2014, acedpto $2,417,000 for the y:
ended December 31, 2013. This increase was phymbe result of a $314,000 reserve recorded fotinent liabilities related to standby letters oédil
during the year 2014, partially offset by a decedasoffice expenses.

Income Taxes. Income taxes decreased $8,679,000, to $31,00théoyear ended December 31, 2014, compared td&800 for the year end
December 31, 2013. This decrease in the incomprtaxsion in 2014 was due to the utilization of nperating losses to offset the 2014 pretax incoin
2013, management and the board provided a fullatiain allowance of $15.6 million as they had deteed that it was more likely than not that
operating losses generated in 2013 and other ddftak assets would not be realized.

Liquidity and Capital Resources

In 2014, Bancorp sources of liquidity were loan repayments, maguinvestments, deposits, borrowed funds, and pascérom loans sold on t
secondary market. Bancorp considers core depsisitde funding sources and includes all deposite@ time deposits of $100,000 or more. The Bank’
experience has been that a substantial portiorerificates of deposit renew at time of maturitydaemain on deposit with the Bank. Additionallgat
payments, maturities, deposit growth and earniogsributed to Bancorp’s flow of funds.

In addition to its ability to generate depositsnBarp has external sources of funds, which mayrbemd upon when desired. The primary sourc

external liquidity is an available line of crediitivthe FHLB-Atlanta. The Bank’s credit availabjlunder the FHLB of Atlanta’ credit availability progra
was $153,070,000 at December 31, 2014, of whiclh $0D,000 was outstanding. The Bank is able toolmoup to 20% of total assets.
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The maturities of these long-term advances at Dbeedil, 2013 were as follows (dollars in thousands)

Rate Amouni Maturity
181%1t01.83¢ $ 15,00( 201¢
2.43% to 4.05¢ 70,00( 2017
2.58% to 3.43¢ 15,00( 201¢

4.00% 15,00( 201¢
$ 115,00(

As of December 31, 2014, Bancorp had outstandingggregate of $24,119,000 principal amount of sdibated debt, consisting of the 2!
Debentures and the Subordinated Notes. The 20®®rbares total $20,619,000, pay interest quartatrlg floating rate of interest of fBenth LIBOF
(0.23% December 31, 2014) plus 200 basis points, and maturJanuary 7, 2035. The Subordinated Notes$8t&00,000 and pay interest at an ar
rate of 8.0%, payable quarterly in arrears on #s¢ tlay of March, June, September and December eaging December 31, 2008. The Subordir
Notes are redeemable in whole or in part at thmomf Bancorp at any time beginning on December2BD9 until maturity, which is December 31, 20

As of December 31, 2014, Bancorp had $2,120,008tanding in mortgage loan commitments, and unaddreonstruction commitments
$36,162,000 which Bancorp expects to fund fromsitnerces of liquidity described above. These anwdatnot include undisbursed lines of credit, h
equity lines of credit and standby letters of cradithe aggregate amount of $41,415,000 at Deee®ib, 2014, which Bancorp anticipates it will tixestc
fund, if required, from these liquidity sourceglire regular course of business.

In addition to the foregoing, the payment of divide is a use of cash, but is not expected to hawatarial effect on liquidity because Bancor
currently not permitted to pay dividends. As oftBmber 31, 2014, Bancorp had no material commitsifentcapital expenditures.

The Bank is subject to various regulatory capieduirements administered by the federal bankingh@gs. Failure to meet minimum cap
requirements can initiate certain mandatory andiptes additional discretionary, actions by the tatprs that, if undertaken, could have a directamal
effect on the Banls financial statements. Under capital adequacgedinies and the regulatory framework for promptective action, the Bank must m
specific capital guidelines that involve quantitatimeasures of the Bank's assets, liabilities, emdain offbalance sheet items as calculated u
regulatory accounting practices. The Ban&apital amounts and classifications are alscestibp qualitative judgments by the regulators éloomponent:
risk weightings, and other factors. ManagementeleB, as of December 31, 2014, that the Bank nadletapital adequacy requirements to which
subject.

The federal banking agencies have recently adgpiggbsals that substantially amend the regulatapjtal rules applicable to us and the Bank.
amended rules establish new higher capital ratjairements, narrow the definitions of capital, impmew operating restrictions on banking orgarons
with insufficient capital buffers and increase tisk weighting of certain assets. The amendedsrhEcame effective with respect to us and the Ba
January 2015, with certain requirements to be ghasbeginning in 2016. Management believes thatctirrent capital levels of Bancorp and the Bar
sufficient to comply with the standards under tee/mules.

We anticipate that our primary sources of liquidityfiscal 2015 will be from loan repayments, matgrinvestments, deposits, borrowed funds,
proceeds from loans sold on the secondary marketb&lieve that these sources of liquidity will ldfisient for Bancorp to meet its liquidity needgen the
next twelve months. Cash generated from theséligiuisources may be affected by a number of factBee “Risk Factorgor a discussion of the factt
that can negatively impact the amount of cash widc@ceive.
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Contractual Obligations

The following table contains, for the periods irat&d, information regarding the financial obligasowing by Bancorp under contractual obligations.

Payments due by perioc
(dollars in thousand:

Less than More than
Total 1 year 1 to 3 years 3 to 5 years 5 years
Long-term borrowings $ 115,000 $ - $ 85,00( $ 30,00¢ $ =
Subordinated debentur 24,11¢ - - 3,50( 20,61¢
Operating lease obligatiol 131 92 39 - -
Certificates of Depos 298,48¢ 197,60: 85,07¢ 15,81( -
Total $ 437,73¢  $ 197,69 $ 170,11! $ 49,31C  $ 20,61¢

Qualitative Information About Market Risk. The principal objective of Bancomp’interest rate risk management is to evaluaténtieeest rate ris
included in balance sheet accounts, determineethed bf risks appropriate given Banca@iusiness strategy, operating environment, cagitdlliquidity
requirements and performance objectives, and mattageask consistent with Bancogpinterest rate risk management policy. Through ttenagemer
Bancorp seeks to reduce the vulnerability of iteraions to changes in interest rates. The Bo#fdirectors of Bancorp is responsible for review
assets/liability policies and interest rate rislsiion. The Board of Directors reviews the intenege risk position on a quarterly basis and, inneatior
with this review, evaluates Bancorp’s businessviies and strategies, the effect of those strategin Bancorg net interest margin and the effect
changes in interest rates will have on Banipan portfolio. While continuous movement ofeir@st rates is certain, the extent and timing ebe
movements is not always predictable. Any movenreirtterest rates has an effect on Bancogrofitability. Bancorp faces the risk that rigiimterest rate
could cause the cost ointerest bearing liabilities, such as deposits lamdowings, to rise faster than the yield on inteemarning assets, such as loans
investments. Bancorp'interest rate spread and interest rate marginmdsy be negatively impacted in a declining interate environment even thot
Bancorp generally borrows at short-term interetsand lends at longésrm interest rates. This is because loans aret giterest earning assets ma
prepaid and replaced with lower yielding assetefgethe supporting interest bearing liabilitiesriegp downward. Bancorp’interest rate margin may a
be negatively impacted in a flat or invergeld curve environment. Mortgage origination ait§i tends to increase when interest rates tremeeitoant
decrease when interest rates rise.

Bancorp’s primary strategy to control interest na& is to sell substantially all long-term fixedte loans in the secondary market. Bancorp darre
higher amount of certain loans, including resid@ntiortgages with floating rates, but these logpécally have interest rates that reset after aogeol
three to seven years. To further control interat risk related to its loan portfolio, Bancorpgimates construction loans that typically have seohont
year or less. The turnover in construction loarifpbio assists Bancorp in maintaining a reasonéblel of interest rate risk.

Quantitative Information About Market Risk. The primary market risk facing Bancorp is intenegé risk. From an enterprise prospective, Bar
manages this risk by striving to balance its lodgiwation activities with the interest rate mark&ancorp attempts to maintain a substantial pontif its
loan portfolio in shorterm loans such as construction loans. This haseprto be an effective hedge against rapid ineseas interest rates as
construction loan portfolio reprices rapidly.

The matching of maturity or repricing of interesrr@ng assets and interest bearing liabilities fawanalyzed by examining the extent to which t
assets and liabilities are interest rate sensithdby monitoring the BanK'interest rate sensitivity gap. An interest aagrasset or interest bearing liabi
is interest rate sensitive within a specific tinegipd if it will mature or reprice within that timgeriod. The difference between rate sensitivetasnd ra
sensitive liabilities represents the Bank's inteseisitivity gap.
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Exposure to interest rate risk is actively monitbtey Bancorps management. Its objective is to maintain a cbest level of profitability withi
acceptable risk tolerances across a broad rangetefitial interest rate environmentdBancorp uses the BankersGPS model to monitor pesxe t
interest rate risk, which calculates changes irett@nomic value of equity (‘EVE”"). The followinglile represents BancospEVE at December 31, 201
The EVE was calculated based upon information plextito the OCC.
ECONOMIC VALUE OF EQUITY (EVE)

Economic Value of Equit

Change In Rate $ Amount $ Change % Change
+40(bp 94,16: (14,315 (13.29%
+30Cbp 96,87¢ (11,597 (10.7)%
+20(bp 99,48( (8,996 (8.9)%
+10(bp 103,49; (4,982 (4.6%
Obp 108,47
-10Cbp 113,09: 4,61°¢ 4.2%
-20Cbp 118,20t 9,73( 9.C%
-30Cbp 124,60! 16,12¢ 14.%
-40Cbp 132,24! 23,76¢ 21.%

The above table suggests that if interest ratesli® basis points, Bancorp’s market value of gguiuld decrease in value by $4,984,000.

Iltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

Not applicable.

Iltem 8. Financial Statements and Supplementary Dat

Financial statements and supplementary data altediedt herein at pages F-1 through F-56 , and iratpd herein by reference.

Item 9. Changes in and Disagreements with Accountés on Accounting and Financial Disclosure

Previously reported in Bancorp’s Current Reporfomm 8-K filed with the Securities and Exchange @ussion on September 3, 2013.

Item 9A. Controls and Procedures

Disclosure Controls and Procedures,

Under the supervision and with the participatiorBahcorp's management, including its Chief Exeeu@fficer and Chief Financial Officer, Banc
has evaluated the effectiveness of its disclosonérals and procedures as of December 31, 201dsedupon this evaluation, the Chief Executived®i
and Chief Financial Officer have concluded thatp&she period covered by this report, Bancergdisclosure controls and procedures were effedti
reaching a reasonable level of assurance thatf@ijration required to be disclosed by Bancorphi tteports that it files or submits under the Sées
Exchange Act of 1934 is recorded, processed, suinetband reported within the time periods specifiethe Securities and Exchange Commissianle:
and forms and (ii) information required to be diseld by Bancorp in its reports that it files obmits under the Securities Exchange Act of 19!
accumulated and communicated to its managemetugding its principal executive and principal fingaloofficers, or persons performing similar functx
as appropriate to allow timely decisions regaraeguired disclosure.
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Bancorp’s management, with the participation ofGtsief Executive Officer and Chief Financial Officalso conducted an evaluation of Bancerp’
internal control over financial reporting, as definin Exchange Act Rule 13&(f), to determine whether any changes occurrethgldhe quarter end
December 31, 2014, that have materially affectedre reasonably likely to materially affect, Bargs internal control over financial reporting. Basm
that evaluation, there was no such a change dthisnguarter ended December 31, 2014.

A control system, no matter how well conceived apérated, can provide only reasonable, not absahsgirance that the objectives of the co
system are met. Further, the design of a conyslesn must reflect the fact that there are resoumestraints, and the benefits of controls mus
considered relative to their costs. Because ofrtherent limitations in all control systems, naksation of controls can provide absolute assuramateal
control issues and instances of fraud, if any, witBancorp have been detected. Because if theenhdimitations in a costffective control syster
misstatements due to error or fraud may occur anthe detected.

Managements Report on Internal Control over Financial Reporting

Bancorp is responsible for the preparation, intggend fair presentation of the consolidated feiahstatements included in this annual reporte
consolidated financial statements and notes indudehis annual report have been prepared in conifp with accounting principles generally accepie
the United States of America, and as such, inchotiee amounts that are based on management’s besites and judgments.

Bancorps management is responsible for establishing andtamaing effective internal control over financi@porting. The system of internal con
over financial reporting, as it relates to the adidsited financial statements, is evaluated foeaffeness by management and tested for relialtiiyugh
program of internal audits and management testimjraview. Actions are taken to correct poterdieficiencies as they are identified. Any systel
internal control, no matter how well designed, rdserent limitations, including the possibility tha control can be circumvented or overridden
misstatements due to error or fraud may occur ancbhe detected. Also, because of changes in dongdjtinternal control effectiveness may vary «
time. Accordingly, even an effective system oémial control will provide only reasonable assueawith respect to financial statement preparation.

Management assessed the effectiveness of Bascimernal control over financial reporting as afde@mber 31, 2014. In making this assessme
used the criteria set forth by the Committee ofr&ooing Organizations of the Treadway Commissio@$0) ininternal Control — Integrated Frameworl
2013. Based on its assessment, management concludedsttof December 31, 2013, Banceriternal control over financial reporting is effige anc
meets the criteria of tHaternal Control — Integrated Framework

This Annual Report does not include an attestataport of Bancors registered public accounting firm regarding inércontrol over financi
reporting. Management's report was not subjectttestation by Bancorp’s registered public accagnfirm pursuant to a provision of the DoBdank Ac
which eliminates such requirement for “smaller méipg companies”, as defined in SEC regulations.

Item 9B. Other Information

None.
PART Il

Item 10. Directors, Executive Officers and Corporée Governance

Reference is made to the section captioned “Disonssf Proposals Recommended by the Board - Profdos&lection of Directors'in Bancorp'
Proxy Statement relating to the 2015 Annual Stolddrs Meeting (“Proxy Statement”), and the inforimatcontained in item 4.1 of this Form KO- for
the information required by this Item, which is &lgy incorporated by reference.

Reference is made to the section captioned “Sedi@fa) Beneficial Ownership Reporting Compliance” Bancorps Proxy Statement for t
information required by this Item, which is herabgorporated by reference.
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Bancorp has adopted a code of ethics that apmiés employees, including its chief executive a#fi, chief financial officer, and persons perforg
similar functions and directors. A copy of the eaf ethics is filed as an exhibit to Bancorp’siRdrOK for the year ended December 31, 2003, which
filed with the Securities and Exchange CommissioriMarch 25, 2004. Bancorp intends to satisfy tiseldsure requirement under Item 10 of ForrK 8-
regarding any future amendments to a provisiomsatade of ethics by posting such information on®ep’s website: www.severnbank.com.

Item 11. Executive Compensation

Reference is made to the section captioned “Exezw@tnd Director Compensationi Bancorp's Proxy Statement for the informatioguieed by thi
Item, which is hereby incorporated by reference.

Item 12. Security Ownership of Certain BeneficiaDwners and Management and Related Stockholder Matts

Reference is made to the section captioned “StagkeBship,”in Bancorp's Proxy Statement for the informatioguieed by this Item, which is here
incorporated by reference. The following tablevinles certain information as of December 31, 20ith vespect to Bancorp’equity based compensal
plans.

Number of Number of
securities to be securities
issued upon  Weighted-average remaining available
exercise of exercise price of for future issuance
outstanding outstanding under equity
options, warrants options, warrants compensation
Plan Category and rights and rights plans
Equity compensation plan approved by security holdes 328,20( $ 4.3t 293,60:
Equity compensation plans not approved by securitholders - - -
Total 328,20( $ 4.3: 293,60:

Item 13. Certain Relationships and Related Transdmns, and Director Independence

Reference is made to the sections captioned “Ekecahd Director Compensation - Compensation Coteminterlocks and Insider Participation,”
and “Executive and Director Compensation - Cerfaensactions With Related Persoms’'Bancorp's Proxy Statement for the informatioguieed by thi
Item, which is hereby incorporated by reference.

Reference is made to the section captioned “Dirdcidependence” in BancorpProxy Statement for the information required tig ttem, which i
hereby incorporated by reference.

Item 14. Principal Accounting Fees and Services

Reference is made to the section captioned “Disonissf Proposals Recommended by the BoarBreposal 2: Ratification of Appointment
Independent Auditor” in Bancorp's Proxy Statementlie information required by this Item, whicthisreby incorporated by reference.
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PART IV

Item 15. Exhibits, Financial Statement Schedules

(a) The following consolidated financial statement8ahcorp and its wholly owned subsidiaries are fdsgart of this report:

1. Financial Statements

° Report of BDO USA, LLP, independent registered muatcounting firm
° Consolidated statements of financial condition ac&nber 31, 2014 and December 31, 2
° Consolidated statements of operations for the ye@iled December 31, 2014 and 2(
° Consolidated statements of stockhol’ equity for the years ended December 31, 2014 ah@
° Consolidated statements of cash flows for the yeaded December 31, 2014 and 2
° Notes to consolidated financial stateme
2. FEinancial Statement Schedules

All financial statement schedules have been omittadrequired information is either inapplicableirmiuded in the consolidated financ
statements or related notes.

3. Exhibits
The following exhibits are filed as part of thipoest:

Exhibit No. Description of Exhibit

3.1 Articles of Incorporation of Severn Bancorp, Iras,amende®

3.2 Bylaws of Severn Bancorp, Inc., as amen®

4.1 Warrant for Purchase of Shares of Common S©

10.1+ Stock Option Pla®

10.2+ Employee Stock Ownership PI®)

10.3+ Form of Common Stock Option Agreemd®

10.4+ 2008 Equity Incentive Pla®

10.5+ Form of Subscription Agreeme®

10.6 Form of Subordinated No®

10.7 Purchase Agreement, dated November 21, 2008, betBaecorp and the United States Department of thashiry®
10.8 Supervisory Agreement dated November 23, 2009 letv@evern Savings Bank, FSB and the (©)
10.9 Supervisory Agreement dated November 23, 2009 let@evern Bancorp, Inc. and the C®
10.10+ Form of Director Option Awar0

10.11+ Form of Employee Option Awar(®

10.12 Formal Agreement between Severn Savings Bank, F8Rhe Office of the Comptroller of the Currencgtet! April 23, 2013V
14.1 Code of Ethic*?

16.1 ParenteBeard LLC letter dated September 3, (@3

21.1* Subsidiaries of Severn Bancorp, |

23 Al Consent of BDO USA, LLI

31.1* Certification of CEO pursuant to Section 302 oflfsere-Oxley Act of 2002

31.2* Certification of CFO pursuant to Section 302 oftfare-Oxley Act of 200z

32 * Certification of CEO and CFO pursuant to Sectiofi 80Sarbane-Oxley Act of 2002
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101* The following financial statements from Severn Bampc Inc. Annual Report on Form X0as of December 31, 2014, formatted in XE
(Extensible Business Reporting Language): (i) tloms@lidated Statements of Financial Condition; tfi¢ Consolidated Statements
Operations; (iii) the Consolidated Statements otEtolders’Equity; (iv) the Consolidated Statements of Casiwist and (v) the Notes
Consolidated Financial Statemer

+ Denotes management contract, compensatory plamamgement.
* Filed herewith.

@ Incorporated by reference from Bancorp’'s Annuap&t on Form 1@ for fiscal year ended December 31, 2008 and filétth the Securities ai
Exchange Commission on March 11, 2009.

@ Incorporated by reference from Bancorp’s Annuep&t on Form 10k for fiscal year ended December 31, 2007 and filéti Securities and Exchar
Commission on March 12, 2008.

®) Incorporated by reference from Bancorp’s Currergdeon Form 8-K filed with the Securities and Eangje Commission on November 24, 2008.

@ Incorporated by reference from Bancorp's Annuapdt on Form 10k filed for fiscal year ended December 31, 2004 aiith the Securities ai
Exchange Commission on March 21, 2005.

® Incorporated by reference from Bancorp's RedistiesStatement on Form 10 filed with the Securiiesl Exchange Commission on June 7, 2002.
® Incorporated by reference from Bancorp’s CurReport on Form 8-K filed with the Securities andcEange Commission on March 20, 2006.

™ Incorporated by reference from Bancorp’s 2008 $tatement filed with Securities and Exchange @ission on March 12, 2008.

® Incorporated by reference from Bancorp’s CurReport on Form 8-K filed with the Securities anccEange Commission on November 18, 2008.

@ Incorporated by reference from Bancorp's Annuapdrt on Form 10 for fiscal year ended December 31, 2009 and fikétth the Securities ai
Exchange Commission on March 15, 2010.

(9 Incorporated by reference from Bancorp's Quartedport on Form 1@ for the quarter ended June 30, 2010 and filel thi¢ Securities and Exchai
Commission on August 13, 2010.

D Incorporated by reference from Bancorp's QuartBeport on Form 1@ for the quarter ended March 31, 2013 and filethwhe Securities al
Exchange Commission on May 8, 2013.

(12 Incorporated by reference from Bancorp's Annuapdrt on Form 106 for fiscal year ended December 31, 2003 and fildidh the Securities ai
Exchange Commission on March 25, 2004.

(13 Incorporated by reference from Bancorp's CurRegort on Form 8-K filed with the Securities anccEange Commission on September 3, 2013.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this report to be signeds
behalf by the undersigned, thereunto duly authdrize

SEVERN BANCORP, INC
March 17, 201! [s/ Alan J. Hyat
Alan J. Hyatl
Chairman of the Board, Preside
Chief Executive Officer and Directt
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Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bdipwhe following persons on behalf of
registrant and in the capacities and on the dathsated.

March 17, 201! [s/ Alan J. Hyatl
Alan J. Hyatl
Chairman of the Boart
President, Chief Executive Offic
and Directol

March 17, 201! /s Thomas G. Bevivin
Thomas G. Bevivino, Executive Vi
President, and Chief Financial Offic

March 17, 201! /s/ Konrad M. Wayso
Konrad M. Wayson, Directc
Vice Chairman of the Boal

March 17, 201! /s/ Michael H. Cool
Michael H. Cook, Directo

March 17, 201! /s/ Raymond S. Crost
Raymond S. Croshy, Direct

March 17, 201! [ s/ James H. Johnson, .
James H. Johnson, Jr., Direc

March 17, 201! /s/ David S. Jone
David S. Jones, Directt

March 17, 201! [ s/ Eric M. Keitz
Eric M. Keitz, Director

March 17, 201! /s/ John A. Lamon |l
John A. Lamon lll, Directo

March 17, 201! [s/ Albert W. Shield:
Albert W. Shields, Directc

March 17, 201! /s/ Mary Kathleen Sulic
Mary Kathleen Sulick, Directc
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Report of Independent Registered Public Accountingrirm

Board of Directors and Stockholders
Severn Bancorp, Inc.

We have audited the accompanying consolidatednséattts of financial condition of Severn Bancorp,. laed Subsidiaries (the “Company3 of Decembi
31, 2014 and 2013, and the related consolidateensémts of operations, stockholdegsluity, and cash flows for the years then endeds@&ltonsolidate
financial statements are the responsibility of @empanys management. Our responsibility is to expresspamian on these financial statements base
our audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting Oversighamio(United States). Those standards requirt
we plan and perform the audit to obtain reasonabseirance about whether the financial statemeeties of material misstatement. The Company i
required to have, nor were we engaged to performaulit of its internal control over financial repog. Our audits included consideration of inté
control over financial reporting as a basis forigieing audit procedures that are appropriate incirmimstances, but not for the purpose of expngsai
opinion on the effectiveness of the Companyiternal control over financial reporting. Accimigly, we express no such opinion. An audit inck
examining, on a test basis, evidence supportingatheunts and disclosures in the financial statesneft audit also includes assessing the accot
principles used and significant estimates made agagement, as well as evaluating the overall filastatement presentation. We believe that ouits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetageferred to above present fairly, in all materéspects, the financial position of Severn Bapgdmc
and Subsidiaries as of December 31, 2014 and 20iBthe results of their operations and their disis for the years then ended, in conformity \
accounting principles generally accepted in thed¢hStates of America.

/s/IBDO USA, LLP

Harrisburg, Pennsylvania
March 17, 2015
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SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(dollars in thousands, except per share data)

ASSETS

Cash and due from ban
Interest bearing deposits in other ba
Federal funds sold

Cash and cash equivalel
Investment securities held to maturity (fair val$60,123 at December 31, 2014; $45,213 at DeceB8Ihe2013)
Loans held for sal
Loans receivable, net of allowance for loan losfek9,435 and $11,739 in 2014 and 2013, respegt
Premises and equipment, |
Foreclosed real esta
Federal Home Loan Bank stock, at c
Accrued interest receivable and other as

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities
Deposits
Long-term borrowings
Subordinated debentur
Accrued interest payable and other liabilit

Total Liabilities

Stockholder’ Equity
Preferred stock, $0.01 par value, 1,000,000 stard®rized
Preferred stock seri¢‘A”, 437,500 shares issued and outstanding; $3,50@#tjan preference at December
2014 and December 31, 20

Preferred stock seri¢‘B”, 23,393 shares issued and outstanding; $23,393l&tjan preference at December

2014 and December 31, 20
Common stock, $0.01 par value, 20,000,000 shatbe@zed; 10,067,379 and 10,066,679 shares isquz
outstanding, respective
Additional paic-in capital
Retained earning

Total stockholders' equit

Total liabilities and stockholders' equ

December 31

2014 2013
$ 24,86t $ 44,93«
8,46¢ 41,26¢
= 12,172
33,33t 98,37¢
59,61¢ 44,66
7,168 3,72¢
633,88 602,81:
25,15¢ 25,83¢
1,947 8,972
5,93¢ 6,19(
9,28¢ 9,027
$ 776,32 $ 799,60:
$ 543,81 $ 571,24¢
115,00( 115,00(
24,11¢ 24,11¢
9,58¢ 6,46¢
692,51¢ 716,83
4 4
101 101
75,84¢ 75,37+
7,851 7,29(
83,81( 82,76¢
$ 776,328 $ 799,60:

The accompanying notes to consolidated financiéstents are an integral part of these statements.
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SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
CONSOLIDATED STATEMENTS OF OPERATIONS

(dollars in thousands, except per share data)

Years Ended December

Interest Income 201¢ 201z
Loans, including fee $ 30,57« $ 32,83¢
Securities, taxabl 951 63€
Other 291 31¢

Total interest incom 31,81¢ 33,79

Interest Expens
Deposits 3,92¢ 4,70¢
Long-term borrowings and subordinated debent 4,70¢ 4 47¢

Total interest expense 8,63/ 9,18¢
Net interest incom 23,18: 24,60¢
Provision for loan losses 831 16,52(
Net interest income after provision for loan los 22,35 8,08¢

Non-Interest Incom
Mortgage banking activitie 1,60( 3,31¢
Real estate commissio 1,03¢ 52¢
Real estate management fi 742 68€
Other 94¢ 997

Total nor-interest income 4,32¢ 5,52¢

Nor-Interest Expense
Compensation and related exper 14,65¢ 14,32:
Occupancy 1,732 1,55¢€
Foreclosed real estate expenses 10 6,132
Legal 31¢€ 79¢
FDIC assessments and regulatory exp: 1,031 1,38¢
Professional fee 921 1,11¢
Advertising 687 624
Online charge 907 86C
Credit reports and appraisal fe 89C 85€
Other 2,58¢ 2,417

Total non-interest expenses 23,73¢ 30,07
Income (loss) before income tax provis 2,94( (16,455
Income tax provision 31 8,71(

Net income (loss 2,90¢ (25,16%)
Amortization of discount on preferred stc 27C 27C
Dividends on preferred stos 2,072 1,17(

Net income (loss) available to common stockholi $ 567 $ (26,60%)
Basic income (loss) per common sh $ 0.0¢ $ (2.64)
Diluted income (loss) per common share $ 0.06 $ (2.64)

The accompanying notes to consolidated financiéstents are an integral part of these statements.
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Balance- December 31, 201

Net Loss

Stocl-based compensatic

Dividend declared on Series
preferred stocl

Amortization of discount on Series
preferred stock

Balance- December 31, 201

Net Income

Stocl-based compensatic

Dividend declared on Series
preferred stocl

Amortization of discount on Series
preferred stocl

Exercised Options (700 shares)

Balance- December 31, 201

SEVERN BANCORP, INC. AND SUBSIDIARIES

Annapolis, Maryland

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Years Ended December 31, 2014 and 2013

(dollars in thousands, except per share data)

Additional Total
Preferre Commor Paidin Retainel Stockholders’
Stock Stock Capita Earning: Equity
$ 4 $ 101 % 7499 $ 33,89 $ 108,99¢
- - - (25,165 (25,165
- - 10¢€ - 10¢€
- - - (1,170 (1,170
- - 27C (270 -
4 101 75,37 7,29(C 82,76¢
- - - 2,90¢ 2,90¢
- - 201 - 201
- - - (2,072 (2,072
27C (270 -
- - 3 - 3
$ 4 $ 101 $ 75,84¢ $ 7851 $ 83,81(

The accompanying notes to consolidated financééstents are an integral part of these statements.
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SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands)

Years Ended December ¢

2014 2013
Cash Flows from Operating Activitit
Net income (loss $ 2,90¢ $ (25,16%)
Adjustments to reconcile net income (loss) to mshcprovided by operating activitie
Amortization of deferred loan fe: (995) (876€)
Net amortization of premiums and Discou 23¢ 197
Provision for loan losse 831 16,52(
Provision for depreciatio 1,11C 1,05¢
Provision for foreclosed real est: - 4,61(
Gain on sale of loar (2,207 (3,750
(Gain) loss on sale of foreclosed real es (302 367
Loss on disposal of fixed ass: - 134
Proceeds from loans sold to oth 92,767 127,92¢
Loans originated for sa (93,999 (116,789
Stocl-based compensation expel 201 10¢
Deferred income tax expen - 8,70¢
(Increase) in accrued interest receivable and @tbsest: (261) (309
Increase in accrued interest payable and othélitied 1,047 687
Net cash provided by operating activit 1,34( 13,42t
Cash Flows from Investing Activitie
Purchase of investment securities held to mat (21,549 (16,049
Proceeds from maturing investment securities refdaturity 5,00( 5,00(
Principal collected on mortga-backed securities held to matur 1,35¢ 25€
Proceeds from sale of loa - 34,41:
Net increase in loar (31,757 (11,330
Proceeds from sale of foreclosed real es 8,17¢ 8,58¢
Investment in foreclosed real est - (925)
Investment in premises and equipm (431 (57¢)
Redemption of FHLB stoc 254 33C
Net cash (used in) provided by investing activi (38,949 19,70«
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SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

Cash Flows from Financing Activitie

Net decrease in depos
Proceeds from exercise of optic

Net cash used in financing activiti

(Decrease) increase in cash and cash equive
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

Supplemental disclosure of cash flows informat
Cash paid during year fc

Interest

Income taxe:

Transfer of net loans to foreclosed real estate

(dollars in thousands)

Years Ended December ¢

2014 2013

$ (27,439 $ (28,149
3 -

(27,43) (28,149
(65,04 4,98¢

98,37¢ 93,39:

$ 33,33 $ 98,37t
$ 787 $ 8,65¢
$ 9 % 1,437
$ 847 $ 10,16¢

The accompanying notes to consolidated financiéstents are an integral part of these statements.
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SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies

A.

Principles of Consolidation- The consolidated financial statements include tte@ants of Severn Bancorp, Inc. ("Bancorp"),
its wholly-owned subsidiaries, SBI Mortgage Company and SBrtgége Company's subsidiary, Crownsville Developt
Corporation, and its subsidiary, Crownsville Holgnl, LLC, and Severn Savings Bank, FSB (tiBarik"), and the Bank
subsidiaries, Louis Hyatt, Inc., Homeowners Titled &Escrow Corporation, Severn Financial Servicegp@Quation, SSB Real
Holdings, LLC, SSB Realty Holdings II, LLC, and W®est, LLC. All intercompany accounts and transaxtibave been eliminat
in the accompanying consolidated financial states

Business- The Bank's primary business activity is the acasggtaof deposits from the general public and theofiskee proceeds f
investments and loan originations. The Bank is extbjo competition from other financial institutsonIn addition, the Bank
subject to the regulations of certain federal agenand undergoes periodic examinations by thapdatory authorities.

Bancorp has no reportable segments. Managemenindoasparately allocate expenses, including tlse afofunding loan demar
between the retail and real estate operations ot®&p. As such, discrete financial informationnist available and segmi
reporting would not be meaningfi

Estimates- The consolidated financial statements have begmaped in conformity with accounting principles geally accepte
in the United States of America. In preparing timarficial statements, management is required to rastimates and assumpti
that affect the reported amounts of assets anditied as of the date of the statement of finahciendition and revenues ¢
expenses for the period. Actual results couldedifignificantly from those estimates. Materialirastes that are particula
susceptible to significant change in the nieamn relate to the determination of the allowancelban losses, the fair value
foreclosed real estate, the evaluation of othen teaporary impairment of investment securities #red valuation allowance
deferred tax assel

Investment Securities Held to Maturity — Investment securities for which the Bank has thsitp@ intent and ability to hold
maturity are reported at cost, adjusted for premsiamd discounts that are recognized in interesiniecusing the interest mett
over the period to maturity. Declines in the fafue of held to maturity securities below theisttthat are deemed to be other -
temporary are reflected in earnings as realizeselas In estimating other than temporary impairnh@sges, management consit
(1) the length of time and the extent to which the value has been less than cost, (2) the fimdreondition and near tel
prospects of the issuer and (3) determines if tagkRloes not intend to sell the security beforevery of its amortized cos
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Note 1 - Summary of Significant Accounting Policies Continued

E.

Federal Home Loan Bank Stock- Federal Home Loan Bank of Atlanta (t*FHLB") stock is an equity interest in the FHI
which does not have a readily determinable faiuealor purposes of generally accepted accountingciptes, because
ownership is restricted and it lacks a market. BHtock can be sold back only at par value of §i€l0share and only to the FH

or another member institution. As of December Z114 and 2013, the Bank owned shares totaling $3)98 and $6,190,0(
respectively.

The Bank evaluated the FHLB stock for impairmentagtordance with generally accepted accountingciples. The Bani€
determination of whether this investment is impaiie based on an assessment of the ultimate reatuimr of its cost rather thi
by recognizing temporary declines in value. Thedaination of whether a decline in value affetis altimate recoverability of |
cost is influenced by criteria such as (1) the ificance of the decline in net assets of the FHIsBcampared to the capital st
amount for the FHLB and the length of time thisiation has persisted, (2) commitments by the FHLBiake payments requir
by law or regulation and the lelof such payments in relation to the operatinggmance of the FHLB, (3) the impact
legislative and regulatory changes on institutiand accordingly on the customer base of the FHIbB, (@) the liquidity position «
the FHLB. Management has evaluated the FHLB sfockmpairment and believes that no impairment ghas necessary as
December 31, 201-

Loans Held for Sale- Loans held for sale are carried at lower of cosharket value in the aggregate based on investatequ Ne
unrealized losses are recognized through a vatuatiowance by charges to incon

Derivative Financial Instruments — The Bank enters into commitments to fund residétdans with intentions of selling them
the secondary market. The Bank also enters imodia sales agreements for certain funded loansl@ad commitments. TI
Bank records unfunded commitments intended forddaid for sale and forward sale agreements avédire with changes in f:
value recorded as a component of other incomend oaginated and intended for sale in the secgnatarket are carried at low
of cost or fair value which based on those salesnsibments. For pipeline loans which are not goéd to an investor, the Ba
manages the interest rate risk on rate lock comenitmmby entering into forward sales contracts oftgage backed securiti
whereby the Bank obtains the right to deliver sigiesrto investors in the future at a specific pricSuch contracts are accountec
as derivatives and are recorded at fair value iivative assets or liabilities, with changes irr fealue recorded in other incorr

Loan Servicing - Mortgage loans held for sale are sold either withmortgage servicing rights released or retainethé Bank.
Gains and losses on sales of mortgage loans argmeed based on the difference between the sgiliicg and the carrying valt
of the loan servicing rights, if retained, and tethmortgage loans sold. Mortgage servicing rigbtaled $658,000 and $723,(
at December 31, 2014 and 2013, respectively.

Loans serviced for others not included in the agzamying consolidated statements of financial comwlitotaled $93,332,000 a
$109,244,000 at December 31, 2014 and 2013, regplgct As of December 31, 2014, the Bank was samgi $21,577,000
loans for Federal Home Loan Mortgage CorporatidfHMC"), $46,347,000 in loans for Federal National Mortgagsdtiatiol
(“FNMA™) and $25,408,000 in loans for other invest
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SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies Continued

Loans - Loans that management has the intent and abilibplo for the foreseeable future or until matuotypay-off generally ar
reported at their outstanding unpaid principal be¢es adjusted for chargéfs, the allowance for loan losses, and any defefee
or costs on originated loans. The Bank categorikesloans into eight classifications: residenti@rtgage; construction; la
acquisition and development; land; lines of crectimmercial real estate; commercial meat estate; home equity; and consur
Interest income is accrued on the unpaid prindipdénce. Loan origination fees, net of certaiediorigination costs, are defer
and recognized as an adjustment of the relatedyliedoh using the interest method.

Residential lending is generally considered to imedess risk than other forms of lending, althoygtyment experience on th
loans is dependent to some extent on economic aatketn conditions in the Bank's lending area. Maitifly residentia
commercial, construction and other loan repaymenésgenerally dependent on the operations of tleeck properties or tl
financial condition of its borrower or guarantoAccordingly, repayment of such loans can be morscegptible to adver
conditions in the real estate market and the regieconomy.

A substantial portion of the Bank's loans receigablmortgage loans secured by residential and @oiah real estate propert
located in the State of Maryland. Loans are ex@dnzhly after evaluation by management of custonsesglitworthiness and ott
relevant factors on a case-bgse basis. The Bank generally does not lend rhare 80% of the appraised value of a property
requires private mortgage insurance on residemiatgages with loan-to-value ratios in exces8Qsh.

In addition, the Bank generally obtains personargntees of repayment from borrowers and/or offeersonstruction, commerc
and multifamily residential loans and disbursespiazeeds of construction and similar loans onlwask progresses on the rels
projects.

The accrual of interest on loans is discontinuetth@time the loan is 90 days past due. Pasttadiiesss based on contractual te
of the loan. In all cases, loans are placed onrawmnual or chargedff at an earlier date if collection of principal mterest i
considered doubtful.

All interest accrued in the current year, but natected for loans that are placed on non-accrughargedsff, is reversed agair
interest income. Any interest accrued in priorrgefar loans that are placed on non-accrual orgddeff is charged against t
allowance for loan losses. The interest on theaed is accounted for on the cash-basis orreastvery method, until qualifying f
return to accrual. Loans are returned to accrtalis when all the principal and interest amouwtstractually due are broug
current and future payments are reasonably ass
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SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies Continued

J.

Allowance for Loan Losses- An allowance for loan losses is provided througharghs to income in an amount that manage
believes will be adequate to absorb losses oniegikians that may become uncollectible, basedvaluations of the collectabili
of loans and prior loan loss experience. The eaalos take into consideration such factors as@ésin the nature and volume
the loan portfolio, overall portfolio quality, ressw of specific problem loans, and current econotoieditions that may affect t
borrowers' ability to pay. Determining the amoohthe allowance for loan losses requires the disestimates and assumptic
which is permitted under generally accepted acdogryrinciples. Actual results could differ sigi#intly from those estimate
Management believes the allowance for losses arsl@aadequate. While management uses availalderiafion to estimate loss
on loans, future additions to the allowances mapdxessary based on changes in economic condipiarticularly in the State
Maryland. In addition, various regulatory agencis an integral part of their examination processiodically review the Bant
allowance for losses on loans. Such agencies egyre the Bank to recognize additions to the aloge based on their judgme
about information available to them at the timeéhefir examination.

The allowance consists of specific and general aorapts. The specific component relates to loaaisate classified as impaire
When a real estate secured loan becomes impaidgLision is made as to whether an updated certfppraisal of the real est
is necessary. This decision is based on varionsigerations, including the age of the most reaepptaisal, the loan-tealue ratic
based on the original appraisal and the conditfotmne property. Appraised values are discounteartive at the estimated sell
price of the collateral, which is considered totbe estimated fair value. The discounts also thelestimated costs to sell
property. For loans secured by n@al estate collateral, such as accounts receiviavientory and equipment, estimated fair va
are determined based on the borrowéinancial statements, inventory reports, accotgdsivable aging or equipment appraisa
invoices. Indications of value from these souraes generally discounted based on the age of tlandial information or tt
quality of the assets.

For such loans that are classified as impaired|llawance is established when the current markietevaf the underlying collatel
less its estimated disposal costs has not beelizédabut management determines that it is likabt the value is lower than 1
carrying value of that loan. Once the net col&tealue has been determined, a charffes taken for the difference between
net collateral value and the carrying value ofld@. For loans that are not solely collateraleshefent, an allowance is establis
when the present value of the expected future flasls of the impaired loan is lower than the camgyivalue of that loan. T
general component relates to loans that are diedsif doubtful, substandard or special mentionatenot considered impaired
well as norelassified loans. The general reserve is basetistorical loss experience adjusted for qualitati@etors. Thes
qualitative factors include

« Levels and trends in delinquencies and nonaccruals;
« Inherentrisk in the loan portfolit

« Trends in volume and terms of the lo

« Effects of any change in lending policies and pdoces;
« Experience, ability and depth of managem

« National and local economic trends and conditiams}

« Effect of any changes in concentration of credit.
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SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies Continued

A loan is generally considered impaired if it megtier of the following two criteria:

« Loans that are 90 days or more in arrears (nonaktlrans); ol
« Loans where, based on current information and syénis probable that a borrower will be unable&y all amounts di
according to the contractual terms of the loan ement.

Credit quality risk ratings include regulatory ddigations of special mention, substandard, daukdhd loss. Loans classifi
special mention have potential weaknesses that\desganagemerg’close attention. If uncorrected, the potentieaknesses m
result in deterioration of the repayment prospetisans classified substandard have a wefined weakness or weaknesses
jeopardize the liquidation of the debt. They imidloans that are inadequately protected by thewrusound net worth and pay
capacity of the obligor or of the collateral pledgé& any. Loans classified doubtful have all theaknesses inherent in lo
classified substandard with the added charactetisat collection or liquidation in full, on the ¢ia of current conditions and fau
is highly improbable. Loans classified as a lagsansidered uncollectible and are charged talibevance for loan losses. Lo
not classified are rated pass.

Loans that experience insignificant payment dekayd payment shortfalls generally are not classifiedmpaired. Managem
determines the significance of payment delays amyiment shortfalls on a case-bgse basis, taking into consideration a
circumstances surrounding the loan and the borroweluding the length of the delay, the reasonstlie delay, the borrowes’
prior payment record, and the amount of the sHbntfaelation to the principal and interest owed.

Foreclosed Real Estate- Real estate acquired through or in the proces®mdclosure is recorded at fair value less estin
disposal costs. Management periodically evalu#itesrecoverability of the carrying value of theIreatate acquired throu
foreclosure using estimates as described undecdp#on "Allowance for Loan Losses". In the evefitaosubsequent declit
management provides a specific reserve to redadestate acquired through foreclosure to fair @ddiss estimated disposal cc
Expenses on foreclosed real estate incurred prithe disposition of the property, such as maimeaainsurance and taxes,
physical security, are charged to expense. Matexjgenses that improve the property to its bestaus capitalized to the prope
Gains or losses on the sale of foreclosed reatesata recognized upon disposition of the props
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SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies Continued

L.

Transfers of Financial Assets Transfers of financial assets, including loan arahlparticipation sales, are accounted for as
when control over the assets has been surrend@edtrol over transferred assets is deemed to bergiered when (1) the as¢
have been isolated from Bancorp, (2) the transfel¢ains the right (free of conditions that conistit from taking advantage
that right) to pledge or exchange the transferssets and (3) Bancorp does not maintain effectivéral over the transferred as¢
through an agreement to repurchase them beforertfeurity or the ability to unilaterally cause thelder to return the speci
assets

Premises and Equipment- Premises and equipment are carried at cost lessmadated depreciation. Depreciation
amortization of premises and equipment is accuradlay the use of the straiglite method over the estimated useful lives o
assets. Additions and improvements are capitaliaed, charges for repairs and maintenance are esgpembBen incurred. TI
related cost and accumulated depreciation arerai@i from the accounts when an asset is soldioedeand the resultant gain
loss is credited or charged to incor

Statement of Cash Flows- In the statement of cash flows, cash and cash elguits include cash on hand, amounts due
banks, Federal Home Loan Bank of Atlanta overndgyosits, and federal funds sold. Generally, fddends are sold for one ¢
periods.

Income Taxes- Deferred income taxes are recognized for tempaddfgrences between the financial reporting basid imcom:
tax basis of assets and liabilities based on edaete rates expected to be in effect when such atacare realized or settl
Deferred tax assets are recognized only to thenetheat it is more likely than not that such amowilt be realized based
consideration of available evidence.

The effect on deferred tax assets and liabilitits @hange in tax rates is recognized in incoméhe period that includes t
enactment date. To the extent that current availabidence about the future raises doubt aboutikk&hood of a deferred t:
asset being realized, a valuation allowance isobsteed. The Bancorp recognizes a tax position bsrefit only if it ‘more likely
than not”that the tax position would be sustained in a tean@nation, with a tax examination presumed to occthe amour
recognized is the largest amount of tax benefitithgreater than 50% likely of being realized aamaination. For tax positions r
meeting the “more likely than notest, no tax benefit is recorded. The judgmentugliioe level of future taxable income
inherently subjective and is reviewed on a contilaais as regulatory and business factors change.

Bancorp recognizes interest and penalties on indexes as a component of income tax expe
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Note 1 - Summary of Significant Accounting Policies Continued

P.

Earnings Per Common Share- Basic earnings (loss) per share of common stockhfoyears ended December 31, 2014 and
is computed by dividing net income (loss) availaioleommon stockholders by the weighted averagebeuarmf shares of comm
stock outstanding for each year. Diluted earningisghare reflect additional common shares that dvbalve been outstanding
dilutive potential common shares had been issigatential common shares that may be issued by Bametate to outstandil
stock options, warrants, and convertible prefestedk, and are determined using the treasury stetkod.

Not included in the diluted earnings per shareuwatmon for the years ended December 31, 2014 848,2Decause they were
dilutive, were shares of common stock issuable upgercise of outstanding stock options totaling ,Q@@ and 125,00
respectively, 556,976 shares of common stock idsugipn the exercise of a warrant and 437,500 stafreommon stock issual
upon conversion of BancorpSeries A preferred stock. There was no dilutioring the 2013 period, as dilution does not apg
loss periods

Year Ended
December 31
2014 2013
Common share- weighted average (basi 10,067,37 10,066,67
Common share equivalents — weighted average 29,00¢ -
Common shares — weighted average (diluted) 10,096,38 10,066,67

Advertising Cost - Advertising cost is expensed as incurred and wWt$637,000, and $624,000 for the years ended Dezegit
2014, and 2013, respective

Troubled Debt Restructuring — Loans are classified as troubled debt restructarifithe Bank grants such borrowers conces:
and it is deemed that those borrowers are expénigriimancial difficulty. Concessions granted undetroubled debt restructuri
may be modified by means of extending the matutdtie of the loan, reducing the interest rate oridhae to a rate below marke
combination of rate adjustments and maturity exterss or by other means including covenant modifices, forbearances or otl
concessions. All troubled debt restructuringsTORs, are considered impaire
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies Continued

S.

Significant Group Concentrations of Credit Risk — Most of Bancor’'s activities are with customers located in Anne nile
County, Maryland and nearby areas. Note 2, ofNbies to Consolidated Financial Statements dissutte types of securities t
Bancorp currently invests in. Note 3 discussestypes of lending that Bancorp engages in. AlthioBgncorp intends to haw
diversified loan portfolio, its debtors’ ability twonor their contracts will be influenced by thgiom’'s economy. Bancorp does
have any significant concentrations to any onearnst.

Bancorps investment portfolio consists principally of aations of the United States and its agencies.thén opinion @
management, there is no concentration of creditinsts investment portfolio. Bancorp places d&fmin correspondent accou
and, on occasion, sells Federal funds to qualifiedncial institutions. Management believes cred#k associated wi
correspondent accounts and with Federal funds msoldot significant. Therefore, management belietlext these particul
practices do not subject Bancorp to unusual creskit

Off-Balance Sheet Financial Instrument- In the ordinary course of business, Bancorp hasredtinto offbalance sheet financ
instruments consisting of commitments to extendlicreSuch financial instruments are recorded & ¢bnsolidated balance st
when they are funde:

Recent Accounting Pronouncement— Under ASU 201-04, Reclassification of Residential Real Estate Cotkdteed Consume
Mortgage Loans upon Foreclosu, a creditor will be considered to have physicagession of residential real estate property
is collateral for a residential mortgage loan amerefore should reclassify the loan to other ratdte owned when either (a)
creditor obtains legal title to the property upampletion of a foreclosure, or (b) the borrowerveys all interest in the real est
property to the lender to satisfy that loan evesutfh legal title may not have passed. The amentdnae effective for publ
business entities for annual periods and interinogs, beginning after December 15, 2014. Earlypéidn is permitted. An enti
can elect to adopt the amendments in this updatg either a modified retrospective transition noetlor a prospective transiti
method. Bancorp evaluated the effect of ASU 2044nd believes adoption will not have a materifdce on the Consolidatic
Financial Statements.

Under ASU 2014-09Revenue from Contracts with Customersstablishes a comprehensive revenue recognitamdard fo
virtually all industries under U.S. GAAP, includindpose that previously followed industspecific guidance. The rever
standards core principal is built on the contract betweemeador and a customer for the provision of goodd services.
attempts to depict the exchange of rights and abitigs between the parties in the pattern of rewenegognition based on 1
consideration to which the vendor is entitled. Tiev standard applies to all public entities fonwad periods beginning af
December 15, 2016. Early adoption is prohibitedenr).S. GAAP. Bancorp has evaluated the effe&Sif) 201409 and believe
adoption will not have a material effect on the alidated Financial Statemen
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Note 1 - Summary of Significant Accounting Policies Continued

Under ASU 2014-11Transfers and Servicing (Topic 860): Repurchasexsurity Transactions, Repurchase Financings,
Disclosures, is an amendment requiring two accounting chandesst, repurchasts maturity will be accounted for as sect
borrowing transactions on the balance sheet, rdti@r sales. Second, for repurchase financiahgements, the amendme
require separate accounting for a transfer of anfifal asset executed contemporaneously with (comtemplation of) a repurch:
agreement with the same counterparty, which aldb geinerally result in secured borrowing accountiiog the repurcha:
agreement.

ASU 201441 also introduces new disclosures to increasespieency about the types of collateral pledgedrémurchas
agreements, securities lending transactions, gmarehase-tonaturity transactions that are accounted for aareecborrowings
The ASU also requires a transferor to disclosermédion about transactions accounted for as aisaldich the transferor retai
substantially all of the exposure to the econoratam on the transferred financial assets througagieement with the transfer:
The updated standard applies to all public entifiesthe first interim period beginning after Dedsen 15, 2014. Bancorp |
evaluated the effect of ASU 2014-11 and believegptdn will not have a material effect on the Cdigaied Financial Statements.

V. Subsequent Event— Bancorp has evaluated events and transactionsrowgwubsequent to December 31, 2014, the datke
consolidated statements of financial condition, items that should potentially be recognized orldsed in the consolidat
financial statements. The evaluation was conduttenigh the date these consolidated financiaéstahts were issue

W. Concentration of Credit Risk — From time to time, the Bank will maintain balanaeeish its correspondent bank that exceec

$250,000 federally insured deposit limit. Managstrreutinely evaluates the credit worthiness of¢haespondent bank and d
not feel they pose a significant risk to Banc.
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Note 2 - Investment Securities

The amortized cost and fair value of investmentsges held to maturity are as follows:

Gros:
Amortizec Unrealize( Fair
Cos Gains Value
(dollars in thousand:
December 31, 201
US Treasury securitie $ 27,14( 465 27,57¢
US Agency securitie 17,04« 13C 17,117
US Government sponsored mortg-backed securitie 15,43: 48 15,43(
Total $ 59,61¢ 643 60,12:
December 31, 201!
US Treasury securitie $ 31,23¢ 665 31,83:
US Agency securitie 11,12 44 11,06¢
US Government sponsored mortgage-backed securities 2,30z 27 2,31¢
Total $ 44,66 73€ 45,218

As of December 31, 2014 and 2013, there were $4)R84and $3,263,000, respectively, of US Treasegusties or mortgagbacket

securities pledged by Bancorp as collateral fordwers’ letters of credit with Anne Arundel County.

The following table shows fair value and unrealidedses, aggregated by investment category andhlesfgtime that the individu
securities have been in a continuous unrealizesidosition as of December 31, 2014. Included irtdhée are seven US Treasury secur

ten Agency securities and five Mortgagmeked security in a gross unrealized loss pos#tobecember 31, 2014. There were seve
Treasury securities, eight Agency securities anul Mortgagebacked securities in a gross unrealized loss positt December 31, 20:
Management believes that the unrealized losse91d 2nd 2013 were the result of interest rate ¢eddfering from those existing at 1
time of purchase of the securities and actual atichated prepayment speeds. The Bank does nateorsy of these securities to be o
than temporarily impaired at December 31, 2014 ecdbnber 31, 2013, because the unrealized lossesraelated primarily to changes
market interest rates and widening of sector spgraad were not necessarily related to the credilitgjuof the issuers of the securities.
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Note 2 - Investment Securities- Continued

Less than 12 montt 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

December 31, 201 (dollars in thousand:
US Treasury securitie $ 6,95 $ 29 $ - $ - $ 6,95 $ 29
US Agency securitie 10,02« 57 - - 10,02« 57
US Government sponsored mortgage-

backed securities 13,40¢ 50 - - 13,40¢ 50

Total $ 30,38: $ 13¢  $ - $ - $ 30,38: $ 13€
December 31, 201:
US Treasury securitie $ 6,907 $ 69 $ - $ - $ 6,907 $ 69
US Agency securitie 7,93¢ 101 - - 7,93¢ 101
US Government sponsored mortg-

backed securities 1,931 14 1,931 14

Total $ 16,77: $ 184 $ - 9 - $ 16,77: $ 184

The amortized cost and estimated fair value of deburities as of December 31, 2014, by contrachalrity, are shown in the followi
table. Actual maturities may differ from contraaitunmaturities because borrowers may have the taletll or prepay obligations with
without call or prepayment penalties.

Held to Maturity
(dollars in thousand:

Amortized Estimated

Cost Fair Value
Due in one year or let $ 7,02¢ $ 7,092
Due from one year to five yee 34,24 34,52(
Due from five years to ten yee 2,91t 3,081
US Government sponsored mortgage-backed securities 15,43: 15,43(
$ 59,61t $ 60,12!
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Annapolis, Maryland

Note 3 - Loans Receivable

Loans receivable, including unfunded commitmentssigi of the following:

Residential mortgage, total
Individually evaluated for impairme:
Collectively evaluated for impairme

Construction, land acquisition anddevelopment, total
Individually evaluated for impairme:
Collectively evaluated for impairme

Land, total
Individually evaluated for impairmel
Collectively evaluated for impairme

Lines of credit, total
Individually evaluated for impairme:
Collectively evaluated for impairme

Commercial real estate, tota
Individually evaluated for impairmel
Collectively evaluated for impairme

Commercial nor-real estate, total
Individually evaluated for impairme!
Collectively evaluated for impairme

Home equity, total
Individually evaluated for impairmel
Collectively evaluated for impairme

Consumer, total
Individually evaluated for impairme;
Collectively evaluated for impairme

Total Loans

Less

Unfunded commitments included abc

Individually evaluated for impairme:
Collectively evaluated for impairme

Allowance for loan losse
Deferred loan origination fees and costs, net
Net Loans
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December 3:
201< 2012
(dollars in thousand:

309,46. $ 258,91¢
28,53t 35,06¢
280,92¢ 223,85!
84,32¢ 75,53¢
917 2,80¢
83,40¢ 72,73
30,42¢ 34,42¢
2,03¢ 1,26:
28,387 33,16¢
19,25: 21,59¢
454 304
18,791 21,29
198,53¢ 220,16(
6,30¢ 4,67z
192,23( 215,48t
10,167 8,58¢
274 -
9,89¢ 8,58¢
28,75( 30,33¢
3,551 1,777
25,19¢ 28,56:
1,04( 1,18t
12 -
1,02¢ 1,18¢
681,95¢ 650,75:
(36,167) (34,069
645,79 616,68:
42,09: 45,88¢
603,70t 570,79!
645,79 616,68:
(9,435 (11,739
(2,480) (2,13))
633,88: $ 602,81:
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 3 — Loans ReceivableContinued
The inherent credit risks within the portfolio vaigpending upon the loan class as follows:

Residential mortgage loarse secured by one to four family dwelling unitheTloans have limited risk as they are securedirgy
mortgages on the unit, which are generally the grymesidence of the borrower, at a loan to vadtie f 80% or less.

Construction, land acquisition and developmentdaar underwritten based upon a financial analysth@ftlevelopers and property owr
and construction cost estimates, in addition tej@hdent appraisal valuations. These loans wjllgelthe value associated with the prc
upon completion. These cost and valuation estinratgsbe inaccurate. Construction loans generallglire the disbursement of substar
funds over a short period of time with repaymeifissantially dependent upon the success of the @ietgpbroject rather than the ability
the borrower or guarantor to repay principal arntdriest. If the Bank is forced to foreclose on agqwbprior to or at completion, due t
default, there can be no assurance that the Bahkevable to recover all of the unpaid balancéhefloan as well as related foreclosure
holding costs. In addition, the Bank may be regghito fund additional amounts to complete the ptoged may have to hold the prop:
for an unspecified period of time. Sources of repent of these loans typically are permanent fimramp@xpected to be obtained u
completion or sales of developed property. Theaadare closely monitored by onsite inspectionsaaadtonsidered to be of a higher
than other real estate loans due to their ultinraf|yment being sensitive to general economic tiondj availability of longerm
financing, interest rate sensitivity, and governtakregulation of real property.

Land loansare underwritten based upon the independent appratuations as well as the estimated value agtatiwith the land upe
completion of development. These cost and valuagitimates may be inaccurate. These loans aredevedito be of a higher risk tf
other real estate loans due to their ultimate eyt being sensitive to general economic conditiamailability of longterm financing
interest rate sensitivity, and governmental regutedf real property.

Line of credit loansre subject to the underwriting standards and peasesimilar to commercial noeal estate loans, in addition to th
underwriting standards for real estate loans. Theses are viewed primarily as cash flow dependet secondarily as loans secure:
real-estate and/or other assets. Repayment of these ipayenerally dependent upon the successful operaf the property securing t
loan or the principal business conducted on thpgaty securing the loan. Line of credit loans mayadversely affected by conditions in
real estate markets or the economy in general. flEamant monitors and evaluates line of credit Idaamsed on collateral and risating
criteria.

Commercial real estate loaase subject to the underwriting standards and gessesimilar to commercial and industrial loansddition tc
those underwriting standards for reskate loans. These loans are viewed primarilyaak low dependent and secondarily as loans se

by real estate. Repayment of these loans is génaetependent upon the successful operation of toquty securing the loan or -
principal business conducted on the property seguhie loan. Commercial real estate loans may keraely affected by conditions in -
real estate markets or the economy in general. lylEamant monitors and evaluates commercial realeeltahs based on collateral and risk-
rating criteria. The Bank also utilizes thipdrty experts to provide environmental and marlatiations. The nature of commercial
estate loans makes them more difficult to monitat evaluate.
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Note 3 — Loans ReceivableContinued

Commercial nofreal estate loanare underwritten after evaluating historical andjgeted profitability and cash flow to determine
borrower's ability to repay their obligation asep. Commercial and industrial loans are made pifyrtzased on the identified cash flow
the borrower and secondarily on the underlyingatetll supporting the loan facility. Accordinglyiet repayment of a commercial i
industrial loan depends primarily on the creditworess of the borrower (and any guarantors), wigldédation of collateral is a second.
and often insufficient source of repayment.

Home equity loansre subject to the underwriting standards and gsa=esimilar to residential mortgages and are eddwy one to fot
family dwelling units. Home equity loans have gegatsk than residential mortgages as a result@Bank being in a second lien positio
the event collateral is liquidated.

Consumer loansonsist of loans to individuals through the Bam&tsil network and are typically unsecured or seduy personal proper
Consumer loans have a greater credit risk thadeesal loans because of the difference in the tyidg collateral, if any. The applicati
of various federal and state bankruptcy and insaydaws may limit the amount that can be recovereduch loans.

The loan portfolio segments and loan classes disdl@bove are the same because this is the levidtal management uses when
original loan is recorded and is the level of detiged by management to assess and monitor themdkperformance of the portfoli
Management has determined that this level of detadequate to understand and manage the inhéskatwithin each portfolio segme
and loan class.

A loan is considered a troubled debt restructuvilgn for economic or legal reasons relating toltieowers financial difficulties Bancc
grants a concession to the borrower that it wooldotherwise consider. Loan modifications madénwaérms consistent with current mau
conditions that the borrower could obtain in thempmarket are not considered troubled debt resitings.

With respect to all loan segments, management doesharge off a loan, or a portion of a loan, lumtie of the following conditions ha
been met:

« The loan has been foreclosed on. Once the loabdestransferred from the Loans Receivable to fased Real Estate, a charge o
recorded for the difference between the recordeslaiof the loan and the net value of the undeglyiallateral.

« An agreement to accept less than the recorded dmlaihthe loan has been made with the borrowerceGam agreement has b
finalized, and any proceeds from the borrower aceived, a charge off is recorded for the diffeechetween the recorded amour
the loan and the net value of the underlying cettit

« The loan is considered to be impaired collatergletident and its collateral valuation is less thanrecorded balance. The loa
written down for accounting purposes by the amaditihe difference between the recorded balancealtateral value
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Note 3 — Loans ReceivableContinued

Prior to the above conditions, a loan is assessenpairment when: (i) a loan becomes 90 days arenn arrears or (ii) based on curi
information and events, it is probable that therdoer will be unable to pay all amounts due aceaydb the contractual terms of the |
agreement. If a loan is considered to be impaiite$, then determined to be either cash flow odtateral dependent. For a cash f
dependent loan, if based on managensea#lculation of discounted cash flows, a resesveeieded, a specific reserve is recorded.
reserve is included in the Allowance for Loan Lassethe Consolidated Statement of Financial Caoralit

Bancorp has experienced an increase in the nunilttension requests for commercial real estatecmmdtruction loans, some of wh
have related repayment guarantees. An extensionbmayanted to allow for the completion of the pobj marketing or sales of comple
units, or to provide for permanent financing, asdased on a nerderwriting of the loan and management's assessofi¢he borrower
ability to perform according to the agreeden terms. Typically, at the time of an extensioorrowers are performing in accordance
contractual loan terms. Extension terms generalyiot exceed 12 to 18 months and typically reqthie¢ the borrower provide additiol
economic support in the form of partial repaymeulgitional collateral or guarantees. In cases whwdair value of the collateral or !
financial resources of the borrower are deemedffic&nt to repay the loan, reliance may be placedthe support of a guarantee
applicable. However, such guarantees are not reliedvhen evaluating a loan for impairment and nes@rsidered the sole source
repayment.

Bancorp evaluates the financial condition of gusren based on the most current financial infornmatavailable. Most often, su
information takes the form of (i) personal finan@tatements of net worth, cash flow statementstardeturns (for individual guaranto
and (i) financial and operating statements, taurres and financial projections (for legal entityagantors). Bancorp’evaluation is primari
focused on various key financial metrics, includiveg worth, leverage ratios, and liquidity. It iafRorp's policy to update such informa
annually, or more frequently as warranted, ovellifaeof the loan.

While Bancorp does not specifically track the freey with which it has pursued guarantor perforreasmuder a guarantee, its underwri
process, both at origination and upon extensiorppgdicable, includes an assessment of the gualsmeputation, creditworthiness ¢
willingness to perform. Historically, when Banconas found it necessary to seek performance undgraeantee, it has been able
effectively mitigate its losses. As stated abovan&rps ability to seek performance under a guarantel@éstly related to the guarante
reputation, creditworthiness and willingness tofgen. When a loan becomes impaired, repayment uglstofrom both the underlyii
collateral and the guarantor (as applicable). énabent that the guarantor is unwilling or unableerform, a legal remedy is pursued.

Construction loans are funded, at the requesteobtrrower, typically not more than once per mohtsed on the extent of work comple
and are monitored, throughout the life of the mbjby independent professional construction ingpecand Bancorp's commercial |
estate lending department. Interest is advancétetborrower, upon request, based upon the progfabe project toward completion. T
amount of interest advanced is added to the tatdtanding principal under the loan commitment. (ithdhe project not progress
scheduled, the adequacy of the interest reservessaxy to carry the project through to completisrsubject to close monitoring
management. Should the interest reserve be deentedihadequate, the borrower is required to flueddieficiency. Similarly, once a loar
fully funded, the borrower is required to fundialierest payments.
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Note 3 — Loans Receivable Continued

Construction loans are reviewed for extensions uegpiration of the loan term. Provided the loanpe&forming in accordance w
contractual terms, extensions may be granted ¢oveftbr the completion of the project, marketingsates of completed units, or to prov
for permanent financing. Extension terms geneddiyiot exceed 12 to 18 months.

In general, Bancorp's construction loans are usdithance improvements to commercial, industriaresidential property. Repaymen
typically derived from the sale of the propertyaawhole, the sale of smaller individual units, grabtakeeut from a permanent mortga
The term of the construction period generally doesexceed two years. Loan commitments are basezbtablished construction bud¢
which represent an estimate of total costs to cetaghe proposed project including both hard (direasts (building materials, labor, e
and soft (indirect) costs (legal and architectdieals, etc.). In addition, project costs may incladeappropriate level of interest reserv
carry the project through to completion. If estsliidid, such interest reserves are determined basgdaopercentage of the committed |
amount, (ii) the loan term, and (iii) the applicalbiterest rate. Regardless of whether a loan ttnga interest reserve, the total project
statement serves as the basis for underwriting ditermining which items will be funded by the loand which items will be fund:
through borrower equity. Bancorp has not advandelitianal interest reserves to keep a loan fronoberg nonperforming.
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The following is a summary of the allowance foarolosses for the years ended December 31, 201HDaceimber 31, 2013 (dollars

thousands):
Acquisition Commercial
Residentia and Lines of Commercial Non-Real Home
2014 Total Mortgage Developmen Land Credit Real Estate Estate Equity  Consumel
Beginning Balanc: $ 11,73¢ $ 6,291 $ 414 $ 1,34¢ $ 3€ $ 2512 $ 13t $ 1,000 $ 2
Provision 831 (1,089 11 (1,049 1,28t 59 1,39¢ 221 3)
Chargeoffs (3,999 (844 (63) - (1,329 (92 (1,410 (261) -
Recoveries 85¢ 30€ - 34¢ 15 25 15¢ - 5
Ending Balanct $ 943t $ 4,66/ $ 36z $ 64€ $ 12 $ 2,50 $ 28C $ 96 $ 4
Allowance on loans
individually evaluated for
impairment $ 2,771 $ 2,11 % - $ 53 $ - % 224 % 15 $ 37C $ 2
Allowance on loans
collectively evaluated for
impairment $ 6,65¢ $ 2551 % 36z $ 50 $ 12 % 2,280 $ 26t % 59 $ 2
Acquisition Commercial
Residentia and Lines of Commercial Non-Real Home
2013 Total Mortgage Developmen Land Credit Real Estate Estate Equity  Consumel
Beginning Balanc $ 17,47¢ $ 8,41¢ $ 212( $ 224 $ 87 $ 3,298 $ 46 $ 125« % 13
Provision 16,52( 4,75¢ 667 1,857 41C 7,50¢€ 76¢& 54z 11
Chargeoffs (25,299 (7,919 (2,439 (4,529 (521 (8,347 (687) (809) (46)
Recoveries 3,03¢ ,03¢ 66 1,77: 60 54 8 15 24
Ending Balance $ 11,73¢ $ 6,291 $ 414 $ 1,346 $ 3€ $ 251: $ 13t § 1,000 $ 2
Allowance on loans
individually evaluated for
impairment $ 330 $ 2,74¢ $ - $ 67 $ -9 241 $ - $ 24€ $ >
Allowance on loan
collectively evaluated for
impairment $ 8,43t $ 354: % 414 $ 1,27¢ $ 3€ $ 2,271 $ 13t % 757 $ 2
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Note 3 - Loans Receivable Continued

The allowance for loan losses is based on manag&srjadgment and evaluation of the loan portfolioarldgement assesses the adec
of the allowance for loan losses and the need figr addition thereto, by considering the nature aizé of the loan portfolio, over
portfolio quality, review of specific problem logreconomic conditions that may affect the borrowehslity to pay or the value of prope
securing loans, and other relevant factors. Whiknagement believes the allowance was adequatecesnider 31, 2014, chang
economic and market conditions may require futdjasiments to the allowance for loan losses.

For such loans that are classified as impairedllawance is established when the current markietevef the underlying collateral less
estimated disposal costs is lower than the carryaige of that loan. For loans that are not sotalilateral dependent, an allowanc
established when the present value of the expéaterk cash flows of the impaired loan is lowentliae carrying value of that loan.

During the year ended December 31, 2014, the poovfsr loan losses was $831,000 compared to $0608® for the year ended Decen
31, 2013. This decrease of $15,689,000, or 94886, a result of managementiecision to sell approximately $48,514,000 oflo&r
portfolio to reduce the amount of problem loang&srportfolio as of December 31, 2013. In accom#awith generally accepted accoun
principles, the losses on these sales, totalingoappately $14,199,000, were charged off and reedrih the allowance for loan losse:
2013.
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SEVERN BANCORP, INC. AND SUBSIDIARIES

Annapolis, Maryland

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following tables summarize impaired loans atémeber 31, 2014 and 2013 (dollars in thousands):

December 31, 201.
Residential mortgag
Construction, acquisition and developm
Land
Lines of credit
Commercial real esta
Commercial no-real estatt
Home equity
Consumer
Total Impaired loan

December 31, 201.
Residential mortgag
Construction, acquisition and developm
Land
Lines of credit
Commercial real esta
Commercial no-real estatt
Home equity
Consumer
Total Impaired loan

Impaired
Loans with
Impaired Loans with No Specific
Specific Allowance Allowance Total Impaired Loan
Unpaid
Recordec Relatec Recordec Recordec Principal
Investmen Allowance Investmen Investmen Balance
$ 14,090 $ 2,11:  $ 14,44. $ 28,53t $ 29,48
- - 917 917 917
35¢ 53 1,68¢ 2,03¢ 2,157
- - 454 454 54t
2,52¢ 224 3,78( 6,30¢ 6,53
274 15 - 274 274
1,472 37C 2,07¢ 3,551 4,27¢
12 2 - 12 12
$ 18,73¢ $ 2771 $ 23,35 $ 42,09 $ 44,19¢
Impaired
Loans with
Impaired Loans with No Specific
Specific Allowance Allowance Total Impaired Loan
Unpaid
Recordec Relatec Recordec Recordec Principal
Investmen Allowance Investmen Investmen Balance
$ 16,91 $ 2,74¢  $ 18,15 $ 35,06c $ 39,14¢
- - 2,80¢ 2,80¢ 3,45
362 67 90C 1,262 1,38(
- - 304 304 39t
2,092 241 2,58( 4,672 4,68t
491 24¢€ 1,28¢ 1,777 2,23¢
$ 19,85¢ $ 3,30 $ 26,03: $ 45,88t $ 51,30:
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Note 3 - Loans Receivable Continued

The following tables summarize average impairedsdar the years ended December 31, 2014 and 21@11ar¢ in thousands):

Impaired Loans witt Impaired Loans with Ni
Specific Allowance Specific Allowance Total Impaired Loan
Average Interest Average Interest Average Interest
Recorded Income Recorded Income Recorded Income
Investmen Recognizec Investmen Recognizec Investmen Recognizec
December 31, 201
Residential mortgag $ 14,22: $ 59z $ 17,34: $ 64t $ 3156 $ 1,24C
Construction, acquisition and developm - - 1,831 54 1,831 54
Land 35¢ 13 1,77¢ 89 2,13¢ 10z
Lines of credi 59¢ 15 61€ 41 1,21¢ 56
Commercial real esta 2,55¢ 12C 4 51F 23C 7,071 35C
Commercial no-real estatt 25¢ 5 40€ 23 664 28
Home equity 1,46( - 2,17¢ 65 3,63¢ 65
Consume 13 - - - 13 -
Total Impaired loan $ 19,467 $ 745 $ 28,65¢ $ 1,15C $ 48,12¢ 1,89¢
Impaired Loans witt Impaired Loans with N
Specific Allowance Specific Allowance Total Impaired Loan
Average Interest Average Interest Average Interest
Recorded Income Recorded Income Recorded Income
Investmen Recognizec Investmen Recognizec Investmen Recognizec
December 31, 201
Residential mortgag $ 18,02 $ 781 $ 28,94. $ 1,14¢  $ 46,96 $ 1,92¢
Construction, acquisition and developm 952 44 5,28¢ 164 6,23¢ 20¢
Land 1,92( 59 1,53¢ 79 3,45¢ 13¢
Lines of credit - - 36E 24 36E 24
Commercial real esta 5,69¢ 272 6,94¢ 27C 12,647 542
Commercial no-real estatt - - - - - -
Home equity 491 22 1,68¢ 88 2,17¢ 11C
Consume - - 1,077 43 1,077 43
Total Impaired loan $ 27,08 $ 1,17¢  $ 45,83t $ 1,81 $ 72,92: 2,99¢

During 2013, management elected to sell approxiye$#d48,514,000 of loans in two separate bulk sal&se loans sold includ
approximately $24,084,000 of non-accruing loans844,000 of performing troubled debt restructurifEDR’s”), and $16,586,000
classified and other loans.

Commercial loans represented approximately $240086, residential loans approximately $15,283,00d &nd loan approximate
$8,975,000. The loss on the two 2013 bulk loaessaitaled approximately $14,199,000.
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Note 3 - Loans Receivable Continued

Included in the above impaired loans amount at Bdsee 31, 2014 is $29,301,000 of loans that aradmabn-accrual status. In additic
there was a total of $28,535,000 of residentidl estate loans included in impaired loans at Deeerh, 2014, of which $23,626,000 w
to consumers and $4,909,000 to builders. The eofihsupporting impaired loans is individually mwied by management to determint
estimated fair market value, less estimated didposst and a chargeff to the loan is made, if necessary, for theedd#hce between t
carrying amount of any loan and the estimatedvaliue of the collateral less estimated disposal. cAsspecific allowance is establishe
the net collateral value has not been finalized nenagement determines that it is likely thatrtbecollateral value of the loan is lower t
the carrying value of the loan.

The following tables present the classes of the lpartfolio, including unfunded commitments sumrmed by the aggregate Pass anc
criticized categories of Special Mention, Substaddmd Doubtful within the internal risk rating ssm as of December 31, 2014 and -
(dollars in thousands):

Special
Pass Mention Substandar Doubtful Total
December 31, 201

Residential mortgag $ 295,58¢ $ 1,331 $ 12,54. % - $ 309,46:
Construction acquisition and developm 82,77¢ - 1,547 - 84,32t
Land 30,28t - 141 - 30,42¢
Lines of credit 16,11- 2,47¢ 66C - 19,25:
Commercial real esta 181,68t 7,172 9,681 - 198,53¢
Commercial no-real estat 9,27¢ 637 25E - 10,167
Home equity 25,76¢ - 2,981 - 28,75(
Consume 98t - 55 - 1,04(

Total loans $ 642,47¢ $ 11,61¢ $ 27,86 $ - $ 681,95¢

Special
Pass Mention Substandar Doubtful Total
December 31, 201.

Residential mortgag $ 240,32 $ 3,45¢ $ 15,14 $ - $ 258,91¢
Construction acquisition and developm 72,104 25C 3,18¢ - 75,53¢
Land 33,80¢ 48C 145 - 34,42¢
Lines of credit 19,15: 56¢ 1,87¢ - 21,59¢
Commercial real esta 205,06 6,77t 8,32 - 220,16(
Commercial no-real estat 8,58: - - - 8,58:
Home equity 28,44% 115 1,777 - 30,33¢
Consume 29¢ - 88¢ - 1,18¢

Total loans $ 607,77. $ 11,64: $ 31,33 $ - $ 650,75:

Included in the Pass column were $36,162,000 add$9,000 in unfunded commitments at December @14 2nd 2013, respectively.
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Note 3 - Loans Receivable Continued

Management further monitors the performance anditcgeiality of the loan portfolio by analyzing tlage of the portfolio as determined
the length of time a recorded payment is past dueere were no loans past due greater than 90ataystill accruing as of December
2014 and 2013. Included in the Current column v&3€,162,000 and $34,069,000 in unfunded commitman3ecember 31, 2014 ¢
2013, respectively. The following table presentstlasses of the loan portfolio summarized by tiiegacategories of performing loans .
nonaccrual loans as of December 31, 2014 and 20i&1s in thousands):

90+
30-59 Days Total
Days Past 60-89 Days Past Past Total
Due Past Due Due Due Current Loans Non-Accrual
December 31, 201
Residential mortgag  $ 2,54¢ $ 233 $ 3,098 $ 7971 $ 301,48: $ 309,46. $ 6,052
Construction
acquisition and
developmen - - - - 84,32t 84,32t 11t
Land - - 6 6 30 42( 30,42¢ 847
Lines of credit - - - - 19,25: 19,25: 38¢
Commercial real este 447 45 37E 867 197,67 198,53¢ 652
Commercial non-real
estate - - - - 10,167 10,167 1,77¢
Home equity 174 242 2,417 2,83: 25,917 28,75( 3,01¢
Consume - - - - 1,04( 1,04( -
Total loans $ 3,17C $ 262( $ 589: $ 11,68 $ 670,27t $ 681,95¢ $ 12,84¢
90+
3C-59 Days Total
Days Past 60-89 Days Past Past Total
Due Past Due Due Due Current Loans Non-Accrual
December 31, 201.
Residential mortgag  $ 298 $ 3,83 $ 3,67¢ $ 10,497 $ 248,42 $ 258,91¢ $ 6,802
Constructior
acquisition and
developmen - - 70% 70% 74,83¢ 75,53¢ 814
Land 29 - - 29 34,40( 34,42¢ 18¢
Lines of credit 181 - - 181 21,417 21,59¢ 304
Commercial real este 42C 28 35C 79¢ 219,36: 220,16( 1,15¢
Commercial no-real
estate 1 - - 1 8,582 8,58: -
Home equity 29 13¢ 46¢ 63€ 29,70: 30,33¢ 1,77
Consumer 1 - - 1 1,18¢ 1,18¢ -
Total loans $ 3,64¢ $ 4,000 $ 520 $ 12,84¢ $ 637,90: $ 650,75: $ 11,03¢
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Note 3 -_Loans Receivable Continued
The Bank is a party to financial instruments wifilmlancesheet risk in the normal course of business to reefinancial needs of
customers. These financial instruments include citmemts to extend credit and standby letters aditrevhich involve, to varying degre:
elements of credit risk in excess of the amourgaized in the consolidated statements of finare@allition. The contract amounts of th
instruments express the extent of involvement thekBhas in each class of financial instruments.

The Bank's exposure to credit loss from mpanformance by the other party to the above meetidimancial instruments is representes
the contractual amount of those instruments.

The Bank uses the same credit policies in makimyneitments and conditional obligations as it doesfobalance-sheet instruments.

Unless otherwise noted, the Bank requires collbterather security to support financial instrumreenith off-balance-sheet credit risk.

Financial Instruments Whose Contract Contract Amount
Amounts Represent Credit Ri At December 31
2014 2013
(dollars in thousand:

Standby letters of crec $ 7351 $ 14,71¢
Home equity lines of cred 8,571 12,34¢
Unadvanced construction commitme 36,16: 34,02
Mortgage loan commitmen 2,12( 4,197
Lines of credi 23,84« 30,96¢
Loans sold with limited repurchase provisic 38,247 28,13«

Standby letters of credit are conditional committeassued by the Bank guaranteeing performancedus@smer to various municipalitii
These guarantees are issued primarily to suppdidrpgance arrangements, limited to real estateséretions. The majority of these stan
letters of credit expire within the next twelve nfwn The credit risk involved in issuing letterfscoedit is essentially the same as
involved in extending other loan commitments. TB&nk requires collateral supporting these lettdrsredit as deemed necesse
Management believes, except for certain standbgrtebf credit, that the proceeds obtained thrautiquidation of such collateral would
sufficient to cover the maximum potential amounfudfire payments required under the correspondirsgamntees. The current amour
the liability as of December 31, 2014 and 2013gfamrantees under standby letters of credit isswed$814,000 and $0, respectively.

Home equity lines of credit are loan commitmentittividuals as long as there is no violation of @ondition established in the contr:
Commitments under home equity lines expire tengaéter the date the loan closes and are securegbbgstate. The Bank evaluates
customer's credit worthiness on a case-by-cass.basi

Unadvanced construction commitments are loan comenits made to borrowers for both residential andrgercial projects that are eitl
in process or are expected to begin constructiortigh
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Note 3 - Loans Receivable Continued

Mortgage loan commitments not reflected in the agaanying statements of financial condition at Delsen81, 2014 include $2,120,00(
a fixed interest rate range of 3.750% to 4.50% raowe at floating interest rates, and at Decembgf@13 included $4,193,000 at a fi:
rate range of 3.625% to 5.250% and none at floatitegest rates.

Lines of credit are loan commitments to individualsd companies as long as there is no violatioanyf condition established in 1
contract. Lines of credit have a fixed expirati@ted The Bank evaluates each customer's credihinegs on a case-by-case basis.

The Bank has entered into several agreements ltonseigage loans to third parties. The loans solden these agreements for the y
ended December 31, 2014 and 2013 were $90,560/80&¥24,178,000, respectivelyThese agreements contain limited provisions
require the Bank to repurchase a loan if the loacomes delinquent within a period ranging from 80120 days after the sale ¢
depending on the investeragreement. The credit risk involved in theserfoia instruments is essentially the same as thadlved ir
extending loan facilities to customers. No amouag heen recognized in the consolidated stateméimanfcial condition at December .
2014 and 2013 as a liability for credit loss redatie these loans. The Bank repurchased no loater tinese agreements in 2014 or 2013 .

Only loans originated specifically for sale areareted as held for sale at the period ended Decefihe2014 and December 31, 2013.

Except for the $314,000 liability recorded for sthy letters of credit at December 31, 2014, ligib#i for credit losses associated with fl
commitments were not material at December 31, 20142013.

Bancorp offers a variety of modifications to boreya. The modification categories offered can gahebe described in the followil
categories:

« Rate Modification — A modification in which the arest rate is changed.

« Term Modification — A maodification in which the maity date, timing of payments or frequency of pants is changed.

« Interest Only Modification — A modification in whicthe loan is converted to interest only paymemtsfperiod of time.

« Payment Modification -A modification in which the dollar amount of theypaent is changed, other than an interest only rmaadibr
above.

« Loan Balance Modification — A modification in whiehportion of the outstanding loan balance is fegi

« Combination Modificatior— Any other type of modification, including the usenaultiple categories abov

Bancorp considers a modification of a loan term BRTif Bancorp for economic or legal reasons relatedhe borrowes financia
difficulties grants a concession to the debtor thabuld not otherwise consider. Prior to entgrinto a loan modification, Bancorp asse
the borrowers financial condition to determine if the borroweas the means to meet the terms of the modificafidmns includes obtaining
credit report on the borrower as well as the boendsmtax returns and financial statements.
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Note 3 - Loans Receivable Continued

The following tables present newly restructuredn®#hat occurred during the years ended DecemheP@®U and 2013 by the type
concession (dollars in thousands):

Year ended December 31, 2C

Rate Term Combinatior Total
Modification Contracte  Modifications Contracts  Modifications Contracts Total Contracts

Pre-Modification Outstanding Recorded Investme

Residential mortgag - - - - % 447 2 $ 447 2
Construction, acquisition

and developmer - - - - - - - -
Land - = = - i - - -
Lines of credit - - - - - - - -
Commercial real esta - - - - 541 3 541 3
Commercial no-real estat - - - - - - -
Home equity - - - - i - - -
Consume - - - - - - -

Total loans - - - - $ 98¢ 5 $ 98¢ 5

Pos-Modification Outstanding Recorded Investme

Residential mortgag - - - - % 447 2 $ 447 2
Construction, acquisitio

and developmer - - - - - - - -
Land - = = - i - - -
Lines of credit - - - - - - - -
Commercial real esta - - - - 541 3 541 3
Commercial no-real estat: - - - - - - - -
Home equity - - - - i - - -
Consumer - - - - - - -

Total loans - - - - $ 98¢ 5 % 98¢ 5
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Note 3 - Loans Receivable Continued

Year ended December 31, 2C
Rate Term Combinatior Total
Modification Contracte  Modifications Contracts  Modifications Contracts Total Contracts

Pre-Modification Outstanding Recorded Investme

Residential mortgag $ 21¢ 1 - - $ 5,27¢ 8 $ 5,49¢ 9
Construction, acquisition

and developmer - - - - - - - -
Land - - - S i - - -
Lines of credit - - - - - -
Commercial real esta - - - - 1,25( 1 1,25( 1
Commercial no-real estat - - - - - -
Home equity - - - - i - - -
Consume - - - - - - - -

Total loans $ 21¢ 1 - - $ 6,52¢ 9 $ 6,74¢ 1C

Pos-Modification Outstanding Recorded Investme

Residential mortgag $ 21C 1 - - $ 4,077 8 $ 4,28 9
Construction, acquisition

and developmer - - - - - - - -
Land - - - - - - - -
Lines of credit - - - - -
Commercial real esta - - - - 1,23¢ 1 1,23¢ 1
Commercial no-real estat: - - - - -
Home equity - - - - - - - -
Consumer - - - -

Total loans $ 21C 1 - - $ 5,31¢ 9 % 5,52¢ 1C

In addition, the TDR is considered an impaired lo@ndetermination is made as to whether an imgaifBR is cash flows or collate
dependent. If the TDR is cash flows dependentalimwvance for loan losses specific reserve is daled based on the difference in
present value of future cash flows between theimaigand modified loan terms. If the TDR is cadiatl dependent, the collateral secu
the TDR, which is always real estate, is evaludedmpairment based on an appraisal. If a TD&llateral valuation is less than its cur
loan balance, the TDR is written down for accountpurposes by the amount of the difference betvibercurrent loan balance and
collateral. If the borrower performs under thertgrof the modification, generally six consecutiventis, and the ultimate collectability
all amounts contractually due under the modifigthteis not in doubt, the loan is returned to adcstetus but continues to be an impa
loan. There are no loans that have been modifiedta the financial difficulties of the borrowetrare not considered a TDR.
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Note 3 - Loans Receivable Continued

Interest on TDRs was accounted for under the fofigumethods as of December 31, 2014 and Decembh&033 (dollars in thousands):

Nonr- Total
Number of Accrual Number of Accrual Number of Total
Contracts Status Contracts Status Contracts Modifications
December 31, 201
Residential mortgag 57 $ 22,15¢ 5 % 2,40z 62 $ 24,55¢
Construction, acquisition ar
developmen 2 80:3 - - 2 80:3
Land 5 982 1 6 6 98¢
Lines of credit - - - - - -
Commercial real esta 6 3,62: 1 10¢ 7 3,73:
Commercial no-real estat 5 15C 2 124 7 274
Home equity - - - - - -
Consumer 1 12 - - 1 12
Total loans 76 $ 27,72¢ 9 $ 2,641 85 $ 30,36¢
December 31, 201
Residential mortgag 66 $ 28,96¢ 5 $ 85€ 71 3 29,82:
Construction, acquisition and
developmen 3 1,99/ 1 70% 4 2,69¢
Land 5 1,08( 2 6 7 1,08¢
Lines of credit - - - - - -
Commercial real esta 5 3,19¢ 1 112 6 3,311
Commercial no-real estat: - - - - - -
Home equity - - - - - -
Consume - - - - - -
Total loans 79 $ 35,23¢ 9 $ 1,67¢ 88 $ 36,91¢

Management does not charge off a TDR, or a podfanTDR, until one of the following conditions hiasen met:

« The loan has been foreclosed on. Once the loabdes transferred from the loans receivable tocfosed real estate, a charge o
recorded for the difference between the recordeslatof the loan and the net value of the undeglyiallateral.

« An agreement to accept less than the face valtteedban has been made with the borrower. On@gegement has been finalized,
any proceeds from the borrower are received, ageheif is recorded for the difference between georded amount of the loan and
net value of the underlying collater

Prior to either of the above conditions, a loaassessed for impairment when a loan becomes a Th)Rased on managemengissessme

of the underlying collateral of the loan, it is elehined that the TDR’ collateral valuation is less than its currennlbalance, the TDR
written down for accounting purposes by the amaditihe difference between the current loan balamzkthe collateral.
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Note 4 - Premises and Equipment

Premises and equipment are summarized by majaifatation as follows:

December 31

Estimate:

201/ 201 Useful Lives
(dollars in thousand:
Land $ 1531 $ 1,53 -
Building 29,42: 29,16: 39 Year
Leasehold improvemen 1,67 1,657 15-27.5 Year
Furniture, fixtures and equipme 2,98t 3,221 3-10 Year
Construction in proces - 54
Total at cos 35,62( 35,63:
Accumulated depreciation (10,467) (9,797)
$ 25,15¢ $ 25,83¢

Depreciation expense was $1,110,000 and $1,054¢00@0e years ended December 31, 2014 and 20k cteeely.

Bancorp has four retail branch locations in Annerflel County, Maryland, of which it owns three dsases the fourth from a third par
The lease term expires July 2015. There is an mp8maining to renew the lease for one additioiva year term. In addition, the Be
leases office space in Annapolis, Maryland fronhiedtparty. The lease expires January 2016, vhighdption to renew the lease for

additional five year term.
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Note 4 - Premises and Equipment Continued

The minimum future annual rental payments on leasess follows:

Years Ended December 31, (in thousai

2015 92
2016 21
2017 18

Total rent expense was $121,000 and $99,000 foyehes ended December 31, 2014 and 2013, resgdgctive
The minimum future annual rental income on leasesifollows:

Years Ended December 31, (in thousal

2015 90¢
2016 92¢
2017 674
2018 45t
2019 217

H.S. West, LLC, a subsidiary of the Bank, leasexepo three unrelated companies and to a lawdfrwhich the President of Bancorp :
the Bank is a partner. Total gross rental inconctuded in occupancy expense on the Consolidateer8ents of Operations was $956,
and $648,000 for the years ended December 31, &4 2013, respectively.
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Note 5 — Foreclosed Real Estate

As of December 31, 2014, Bancorp had foreclosedastate consisting of 11 residential propertiethwai carrying value of $1,947,0C
During the year ended December 31, 2014, Bancddpastotal of 21 properties previously includedaneclosed real estate. The prope
sold during 2014 had a combined net book value708#2,000 after total writdewns taken subsequent to their transfer from Ida
foreclosed real estate of $2,338,000, and were aoddcombined net gain of $302,000. In additBancorp incurred $1,103,000 in cos
related to the sale of the properties. The foll@nmable summarizes the changes in foreclosedestale for the years ended Decembe
2014 and 2013 (dollars in thousands):

Foreclosed real estate at December 31, : $ 11,44:
Transferred from impaired loans, net of specifeerees of $3,26 10,16¢
Property improvemen: 92t
Additional write downs (4,610
Property sold, including loss on sale (8,959

Foreclosed real estate at December 31, : $ 8,97
Transferred from impaired loans, net of specifeerges of $3,30 847

Property improvemen -
Additional write downs

Property sold, including loss on sale (7,872)
Foreclosed real estate at December 31, 2014 $ 1,947

Total foreclosed real estate expense for 2014 WADH0. Net gain on the property sales was $302 @perty write downs totaled $0 ¢
operating expense was $312,000. Total foreclosaldestate expense for 2013 was $6,132,000. Neblo the property sales was $367,
property write downs totaled $4,610,000 and opegatixpense was $1,155,000.

Note 6 - Investment in Federal Home Loan Bank of Aanta Stock

TheBank is required to maintain an investment in tieelsof the FHLB in an amount equal to at leastdfihe unpaid principal balances
the Bank's residential mortgage loans or 1/20s0bittstanding advances from the FHLB, whicheveréater. Purchases and sales of ¢
are made directly with the FHLB at par value.

Note 7 — Deposits
Deposits in the Bank as of December 31, 2014 ad@ 20nsisted of the following:

December 31, 201 December 31, 201
Category Amoun Percer Amoun Percen
(dollars in thousands

NOW account: $ 54,827 10.0¢% $ 40,067 7.01%
Money market accoun 39,57¢ 7.28% 38,61¢ 6.7¢%
Passbook 126,06: 23.1&% 164,50« 28.7%%
Certificates of depos 298,48 54.8%% 301,35! 52.7%%
Non-interest bearing accour 24,857 4.57% 26,70 4.6%%
Total deposits $ 543,81: 100.00% $ 571,24¢ 100.0(%
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Note 7 — Deposits Continued

At December 31, 2014 scheduled maturities of deatiés of deposit are as follows:

Amount

(dollars in thousand

One year or les $ 197,60:
More than 1 year to 2 yee 47,66
More than 2 years to 3 ye: 37,40¢
More than 3 years to 4 ye: 11,023
More than 4 years to 5 yee 4,78¢
$ 298,48

The aggregate amount of jumbo certificates of dépaish a minimum denomination of $100,000 was $B39,000 and $131,425,00(C
December 31, 2014 and 2013, respectively.

Note 8 — Long Term Borrowings

The Bank's total credit availability under the FHERredit availability program was $153,070,000 062,110,000 at December 31, 2
and 2013, respectively. The Bank is able to borupmo 20% of total assets. There were no steont borrowings with the FHLB
December 31, 2014 and 2013. Ldegm advances outstanding were $115,000,000 atletbmber 31, 2014 and 2013. The maturiti
these long-term advances at December 31, 2014 dofi@ws (dollars in thousands):

Rate Amount Maturity
1.81%1t01.83¢ $ 15,00( 201¢€
2.43% to 4.05¢ 70,00( 2017
2.58% to 3.43¢ 15,00( 201¢

4.00% 15,00( 201¢
$ 115,00(

The Bank's stock in the FHLB is pledged as secdioitythe advances and under a blanket floating diecurity agreement with the FHL
The Bank is required to maintain as collateralifoadvances, qualified loans in varying amountgedeling on the loan type. Loans witt
approximate fair value of $261,682,000 are pledgedollateral at December 31, 2014.
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Note 9 - Subordinated Debentures

As of December 31, 2014, Bancorp had outstandipgosgmately $20,619,000 principal amount of JurBobordinated Debt Securities [
2035 (the “2035 Debentures”). The 2035 Debentweee issued pursuant to an Indenture dated as oérbleer 17, 2004 (the203t
Indenture”) between Bancorp and Wells Fargo Bank, National éission as Trustee. The 2035 Debentures pay stteyearterly at
floating rate of interest of &onth LIBOR (0.23% December 31, 2014) plus 200%psints, and mature on January 7, 2035. Paynoé
principal, interest, premium and other amounts urile 2035 Debentures are subordinated and junigight of payment to the pri
payment in full of all senior indebtedness of Bapc@s defined in the 2035 Indenture. The 2035eDalyes became redeemable, in w
or in part, by Bancorp on January 7, 2010.

The 2035 Debentures were issued and sold to S&vapital Trust | (the “Trust”)pf which 100% of the common equity is ownec
Bancorp. The Trust was formed for the purposesstiing corporation-obligated mandatorily redeemalégital Securities Capita
Securities”) to thirdparty investors and using the proceeds from the shbuch Capital Securities to purchase the 2088ebtures. Tt
2035 Debentures held by the Trust are the soldsae$¢he Trust. Distributions on the Capital Sé@s issued by the Trust are pay:
quarterly at a rate per annum equal to the inteagstbeing earned by the Trust on the 2035 DebesiturThe Capital Securities are subje
mandatory redemption, in whole or in part, uponasgpent of the 2035 Debentures. Bancorp has entetedn agreement which, tal
collectively, fully and unconditionally guarantethe Capital Securities subject to the terms ofgharantee. $17,000,000 of the procee
from Bancorps$ issuance of the debentures was contributed t8aimé&, and qualifies as Tier 1 capital for the Bamkler Federal Resel
Board guidelines. Under the terms of the 2035 ihale, Bancorp is permitted to defer the paymemteirest on the 2035 Debentures fo
to 20 consecutive quarterly periods provided tlmaewvent of default has occurred and is continuiAg.of December 31, 2014, Bancorp
deferred the payment of eleven quarters of inteaastthe cumulative amount of interest in arreatspaid, including interest on unp
interest, was $1,350,000. This amount is includdtie accrued interest payable and other liakditotal on the balance sheet.

Under the terms of Bancogp2035 Indenture, if Bancorp has deferred paymeiisterest on the 2035 Debentures, the Bancorp mad
among other things, declare or pay any dividenddistributions on, or redeem, purchase, acquirenake a liquidation payment w
respect to, any of its capital stock, including coom stock until all such deferred interest has kmd. Accordingly, Bancorp will not
able to pay dividends on its common stock untildeéerred interest on the 2035 Debentures has fedrin full.

On November 15, 2008, Bancorp completed a privieeement offering consisting of a total of 70 unitsan offering price of $100,000
unit, for gross proceeds of $7.0 million. Each woihsisted of 6,250 shares of Bancorp's Serieefeped stock and Bancorp's Subordin
Note in the original principal amount of $50,000.

The Subordinated Notes pay interest at an anntalofa8.0%, payable quarterly in arrears on theday of March, June, September
December commencing December 31, 2008. The Suiatedi Notes are redeemable in whole or in paheabption of Bancorp at any tii
beginning on December 31, 2009 until maturity, ahic December 31, 2018. Debt issuance costs tb&#45,000 and are being amorti
over 10 years. Interest payments on the Suboetifdbtes are current as of December 31, 2014.

Note 10 — Employee Benefit Plans

The Bank has a 401(k) Retirement Savings Plan. I&&mps may contribute a percentage of their salprio the maximum amount allown
by law. The Bank is obligated to contribute 50%tleé employee's contribution, not to exceed 6% ef émployee's annual salary.
employees who have completed one
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Note 10 — Employee Benefit PlansContinued

year of service with the Bank are eligible to pap@te. The Bank's contributions to this plan w$t88,000, and $175,000 for the ye
ended December 31, 2014 and 2013, respectively.

The Bank has an Employee Stock Ownership Plan (FEBr the exclusive benefit of participating elmyes. The Bank recognized ES
expense of $140,000 for each of the years endedrbleer 31, 2014 and 2013, and had unallocated stmapssticipants in the plan totali
25,000 shares and 40,000 shares as of Decemb2084 ,and 2013, respectively. The fair value ofuhallocated shares at Decembel
2014 was approximately $114,000.

Note 11 - Stockholders Equity

As part of the private placement offering discusseNote 9, Bancorp issued a total of 437,500 shafets Series A 8.0% NoGumulative
Convertible preferred stock (“Series A preferreatkt). The liquidation preference is $8.00 per share.deia of Series A preferred st
will not be entitled to any further liquidation tibution on the Series A preferred stock. Eachreslo& Series A preferred stock is convert
at the option of the holder into one share of Bagmamommon stock, subject to adjustment upon certaiporate events. The init
conversion rate is equivalent to an initial coni@rsrice of $8.00 per share of Bancorp commonkstét the option of Bancorp, on a
after December 31, 2014, at any time and from timéme, some or all of the Series A preferred Istoy be converted into shares
Bancorp common stock at the thapplicable conversion rate. Costs related tosheance of the preferred stock totaled $247,000name
netted against the proceeds.

If declared by Bancorp's board of directors, castiends at an annual rate of 8.0% will be paidrtgry in arrears on the last day of Mai
June, September and December commencing Decemp20@3. Dividends will not be paid on Bancorp comnstock in any quarter ur
the dividend on the Series A preferred stock has Ipaid for such quarter; however, there is noirement that Bancorp's board of direc
declare any dividends on the Series A preferrecksamd any unpaid dividends shall not be cumulafigidends on the Series A prefer
stock have not been declared since the first quaft2012.

On November 21, 2008, Bancorp entered into an aggeewith the United States Department of the Tinga§ Treasury”), pursuant t
which Bancorp issued and sold (i) 23,393 sharets@eries B Fixed Rate Cumulative Perpetual prefestock, par value $0.01 per st
and liquidation preference $1,000 per share, (8&ries B preferred stock”) and (ii) a warrant (tharrant”) to purchase 556,976 share
Bancorps common stock, par value $0.01 per share, forggmegate purchase price of $23,393,000. Costgeteta the issuance of |
preferred stock and warrants totaled $45,000 ane wetted against the proceeds. On September023, Zhe Treasury sold all of
23,393 shares of Series B preferred stock to aatsidestors as part of their ongoing efforts to dvolown and recover its remain
investments under the Troubled Asset Relief Progfd@RP’). The terms of the Series B preferred stock remansdime. The Treast
continues to hold the Warrant.

The Series B preferred stock qualifies as Tiergditahand pays cumulative compounding dividenda edte of 9% per annum. The Serie
preferred stock may be redeemed by Bancorp.

The Series B preferred stock has no maturity dadleranks pari passu with Banca@xisting Series A preferred stock, in terms gfd#inc
payments and distributions upon liquidation, diggoh and winding up of Bancorp.
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The Series B preferred stock is meoting, other than class voting rights on certaatters that could adversely affect the Series Bepex
stock. If dividends on the Series B preferred sthake not been paid for an aggregate of six quwriividend periods or more, whetl
consecutive or not, Bancogauthorized number of directors will be automdliidacreased by two and the holders of the SeBigseferres
stock, voting together with holders of any thenstaniding voting parity stock, will have the rigbtelect those directors at Bancarpiex
annual meeting of stockholders or at a special imgef stockholders called for that purpose. Thasferred share directors will be elec
annually and serve until all accrued and unpaiidivds on the Series B preferred stock have been lpaconnection with the sale by
Treasury of the Series B preferred stock, the F¢dReserve obtained waivers from the outside imvesivho purchased the Serie
preferred stock in which such investors agreedmetxercise their right to elect directors, andaiarother voting or control rights, withc
the prior approval of the Federal Reserve.

The Warrant has a Iykar term and is immediately exercisable at anaiseiprice of $6.30 per share of Common Stocke &kercise pric
and number of shares subject to the Warrant ate sadiject to antdilution adjustments. Pursuant to the Purchase exgest, Treasury h
agreed not to exercise voting power with respeangpshares of Common Stock issued upon exercigedVarrant.

Bancorp’s ability to declare dividends on its conmrgiock are limited by the terms of BancaeriBeries A preferred stock and Serie
preferred stock. Bancorp may not declare or paydividend on, make any distributions relatingdoyedeem, purchase, acquire or mg
liquidation payment relating to, or make any gusgarmayment with respect to its common stock in gugrter until the dividend on t
Series A preferred stock has been declared andfpaglich quarter, subject to certain minor exaei Additionally, Bancorp may r
declare or pay dividend or distribution on its coamrstock, and Bancorp may not purchase, redeerthervaise acquire for considerat
any of its common stock, unless all accrued andaighgdividends for all past dividend periods, indhglthe latest completed divide
period, on all outstanding shares of Series B predestock have been or are contemporaneouslyrédcénd paid in full (or have be
declared and a sum sufficient for the payment tifdias been set aside), subject to certain minocemions. As of December 31, 2014,
cumulative amount of dividends of the Series B gmefd stock in arrears not declared, includingréste on unpaid dividends w
$4,442,000. Accordingly, Bancorp will not be alitepay dividends on its common stock until the diérid arrearages on its Serie
preferred stock have been paid in full and untihn®ap declares and pays a dividend on its Seripeferred stock.

Additionally, under the terms of Bancorp's 2035 &sres, if (i) there has occurred and is contig@in event of default, (i) Bancorp is
default with respect to payment of any obligatiamsler the related guarantee or (iii) Bancorp hagrginotice of its election to de
payments of interest on the 2035 Debentures byndixtg the interest distribution period as providedhe indenture governing the 2(
Debentures and such period, or any extension thdras commenced and is continuing, then Banconpmog among other things, decl
or pay any dividends or distributions on, or redepuarchase, acquire, or make a liquidation paymaitht respect to, any of its capital stc
including common stock. As permitted under thenteof the 2035 Debentures, as of December 31, BHraorp has deferred the payn
of eleven quarters of interest and the cumulatimeunt of interest in arrears not paid, includinggiast on unpaid interest, was $1,350,(
Accordingly, Bancorp will not be able to pay dividks on its common stock until the interest defercal the 2035 Debentures have t
paid in full.
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Bancorp has a stodkased compensation plan for directors, officerd,@her key employees of Bancorp. The aggregatéeu of shares
common stock that may be issued with respect tatrsrds granted under the plan is 500,000 plushayes forfeited under Bancosmlc
stockbased compensation plan. Under the terms of the, @ancorp has the ability to grant various stooknpensation incentive
including stock options, stock appreciation riglatsd restricted stock. The number of shares aleita grant under the plan was 293,1(
December 31, 2014. The stololised compensation is granted under terms andtimmeddetermined by the Compensation Committee
Board of Directors. Under the stock based compamsalan, stock options generally have a maximemmtof ten years, and are grar
with an exercise price at least equal to the fairkat value of the common stock on the date thowptare granted. Generally, opti
granted to directors of Bancorp vest immediatefy] aptions granted to officers and employees vest a fiveyear period, although t
Compensation Committee has the authority to profadéifferent vesting schedules.

Bancorp follows FASB ASC 718, Compensation — St6oknpensation (FASB ASC 718) to account for stbaked compensation. FA
ASC 718 requires all shabmsed payments to employees, including grants @iame stock options, to be recognized as compen
expense in the statement of operations at fairevaltASB ASC 718 requires an entity to recognize élpense of employee servi
received in sharbased payment transactions and measure the expassd on the grant date fair value of the awarde &xpense
recognized over the period during which an emplageequired to provide service in exchange fordheard. Stockkased compensati
expense included in the consolidated statementspefations for the years ended December 31, 2042843 totaled $201,000 &
$108,000, respectively. There was no income tamefie recognized in the consolidated statementsopérations for stockase!
compensation for the years ended December 31, 20d2013.

There were 50,000 options granted in 2014 and P60Ptions granted in 2013.
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Information regarding Bancorp’s stock option plarofand for the years ended December 31, 2012@h8l is as follows:

Weightec Weightec

Average Average Aggregat

Exercis! Remainin Intrinsic

Share Price Life Value
Options outstanding, December 31, 2! 81,000 $ 4.2t
Options grante: 260,00( 417
Options exercise - -
Options forfeitec (22,000 3.61
Options outstanding, December 31, 2! 319,00( 4.2:
Options grante: 50,00( 4.67
Options exercise (700) 3.37
Options forfeitec (40,100 3.9:

Options outstanding, December 31, 2014 328,20( 4.3z 3.0 $ 122,16(

Options exercisable, December 31, 2 129,69! 4.1¢€ 178 $ 60,03:
Option price range at December 31, 2 $3.37 to $5.3

The stock-based compensation expense amounts eered using the Black-Scholes optiprieing model. The following weight
average assumptions were used to value optionsegrancurrent and prior periods presented.

2014 2013
Expected life of option 5.5 year 5.0 year
Risk-free interest rat 1.7¢% 1.09%
Expected volatility 66.61% 79.1%
Expected dividend yiel 0.0(% 0.0(%
Weighted average fair value of options grar $ 26: $ 2.5¢

The expected life of options amount is based orvésting period and the expiration date of thearstigranted. The Ridkee interest ra
is based on the US Treasuwgyfive year Treasury note rate at the time of thoa grant. The expected volatility is based ba tlosin
common stock price of Bancorp over a five yearqukriThe expected dividend yield is based on Bansaurrent policy of not payinc
common stock dividend. In addition, option valoatmodels require the input of highly subjectivewssptions including the expected st
price volatility.
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The following table summarizes the nonvested ogtiarBancorp’s stock option plan as of December2814.

Weightec

Average

Exercist

Share Price

Nonvested options outstanding, December 31, . 236,38: $ 4.2¢
Nonvested options grant: 50,00( 4.67
Nonvested options vest: (47,779 4.3t
Nonvested options forfeite (40,100 3.92
Nonvested options outstanding, December 31, ! 198,50' $ 4.44

As of December 31, 2014, there was approximately6#80 of total unrecognized stock-based compensaibst related to novestet
stock options, which is expected to be recognizezt a period of fifty-eight months.

Note 13-_Regulatory Matters

As of December 31, 2014, Bancap'eservable liability was below the threshold ld&thed by the Federal Reserve Bank and ther:
Bancorp was not required to maintain reservesh@nform of deposits with the Federal Reserve Bank correspondent bank on behal
the Federal Reserve Bank.)

The Bank is subject to variousregulatory capital requirements administered by fdderal banking agencies. Failure to meet minii
capital requirements can initiate certain mandatorg possible additional discretionary, actiongh®y regulators that, if undertaken, cc
have a direct material effect on the Bancsrfihancial statements. Under capital adequacyedines and the regulatory framework
prompt corrective action, the Bank must meet specHpital guidelines that involve quantitative rme@s of the Bank’ assets, liabilitie
and certain off-balance sheet items as calculatelruregulatory accounting practices. The Barddpital amounts and classifications
also subject to qualitative judgments by the regutaabout components, risk weightings, and othetofs.

Quantitative measures established by regulaticensure capital adequacy require the Bank to maimt@nimum amounts and ratios (

forth in the table below) of total and Tier 1 capifas defined in the regulations) to riskighted assets (as defined), and of Tier 1 cafat
defined) to average assets (as defined).

As of December 31, 2014, the most recent notificefrom the regulators categorized the Bank as wagtitalized under the regulat
framework for prompt corrective action. To be gatézed as well capitalized the Bank must maintainimum total risk-based, Tier 1 risk-
based, and Tier 1 leverage ratios as set forthdrtable. There are no conditions or events simaertotification that management belie
have changed the Bank’s category. The Bank’s acaital amounts and ratios are also presentdtkitable.
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The following table presents the Bank's actualtehpimounts and ratios at December 31, 2014 an8:201

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adeguacy Purpose Action Provisions
Amount % Amouni % Amouni %
(dollars in thousands
December 31, 201
Tangible (1) $ 106,91¢ 13.6% $ 11,59( 1.5(% N/A N/A
Tier 1 capital (2 106,91¢ 19./% N/A NA $ 33,08: 6.00%
Core (1) 106,91¢ 13.8% 30,90¢ 4.0(% 38,63 5.0(%
Total (2) 113,84t 20.6% 44,10¢ 8.0(% 55,13t 10.0(%
December 31, 201
Tangible (1) $ 102,79( 12.9% $ 11,92: 1.5(% N/A N/A
Tier 1 capital (2 102,79( 18.6% N/A NA  $ 33,11« 6.0(%
Core (1) 102,79( 12.% 31,79' 4.0(% 39,747 5.0(%
Total (2) 109,05! 19.8% 44,15:; 8.0(% 55,19: 10.0(%

(1) To adjusted total assets.
(2) To risk-weighted assets.

On April 23, 2013, the Bank was notified by the O@@t the OCC established minimum ratios for thalBeequiring it to immediate
maintain a Tier 1 Leverage Capital Ratio to Adjdsi®tal Assets of at least 10% and a Total RiskeBaSapital to RiskA/eighted Asse
ratio of at least 15%. The Bank was in compliawith these requirements as of December 31, 201Dacdmber 31, 2013.

Bancorp is currently under a supervisory agreenw@iginally entered into with the OTS on Novemb&; 2009. Due to the passage of
Dodd+rank Act, effective July 21, 2011, the supervissdiBancorp was transferred to the FRB and, asuatréhe supervisory agreemer
now enforced by the FRB. The supervisory agreementides, among other things, that

« Bancorp will not make any dividends or capital dlsttions, and Bancorp will not redeem any Banccopmmon stock, without tl
prior approval of the Federal Reser

« Bancorp will not, and will not permit its subsidis to, incur, issue, renew or rollover any debtebt securities, increase any cur
lines of credit, guarantee the debt of any entityptherwise incur any additional debt, without fivéor written nonebjection of th
Federal Reserve

« Bancorp will submit to the Federal Reserve a bussinglan designed to, among other things, improveradipns, earnings a
profitability and reduce Bancorp debt and, after Hederal Reser’s approval, implement such plan and review such gigrterly; an

« Bancorp will make various periodic reports to tleel€ral Reserve and their board of direct
In a separate matter, on April 23, 2013, the Bartkred into a formal agreement with the OCC, wisigheement primarily addressed ist

identified in the OCC's report of examination o&tBanks operations and financial condition in 2012. e Tormal agreement superse
and terminates the supervisory agreement

F-44




Table of Content

SEVERN BANCORP, INC. AND SUBSIDIARIES
Annapolis, Maryland
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 13- Regulatory Matters— Continued

entered into between the OTS and the Bank on Noge2® 2009. The formal agreement provides, anodingr things, that

The Banl's Board will appoint a Compliance Committee of east three directors, which will be responsible rffaonitoring an
coordinating the Bar's adherence to the provisions of the Agreemensahdhitting progress reports to the Boe

The Banks Board will assess the qualifications of each@eekecutive officer and director and ensure that Bank has compett
management in place on a -time basis in all senior executive officer posig@and a competent Board of Directc

The Banks Board will adopt, implement, and thereafter easts adherence to an independent, internal avdgram, directed by al
reporting to the Board, sufficient to detect angdor on irregularities and weak practices in thenlBs operations and report on
Bank's compliance with applicable laws, rules and reipiia;

The Bank will take immediate and continuing actiorreduce the level of criticized assets in the GC@port of examination and
develop and adhere to a written program designetirtonate the basis of criticism of those assetstioer subsequently criticize

The Banl's Board will establish credit risk management peastthat ensure effective credit administraticortfplio management al
monitoring, and risk mitigation, including a writteredit policy and portfolio stress testil

The Banl's Board will review the adequacy of the B’s allowance for loan and lease losses and willbéstaa program for tt
maintenance of an adequate allowai

The Banl's Board will ensure the implementation of apprajgalicies and controls to ensure full compliancehwall regulator
requirements

The Bank’s Board will develop, implement, and tladter ensure Bank’s adherence to a written threglyesiness plan;

The Bank’s Board will submit to the OCC a revisedtten capital plan for the Bank, consistent wttle Banks business plan, cover
at least a thre-year period; an

The Banks Board will review and revise as necessary, aate#fter maintain a comprehensive liquidity risknegement program a
a contingency funding plan consistent with regulatguidance

The terms of the agreement with Bancorp and theesgent with the Bank will remain in effect untitrrénated, modified or suspended
the FRB and OCC, respectively. The foregoing suniesare qualified by reference to (i) the supemyisgreement, a copy of which is fi
as an exhibit to Bancorp’s Annual Report on ForrKlfor fiscal year ended December 31, 2009 filechvitie Securities and Exchal
Commission on March 15, 2010 and (ii) the formakagnent, a copy of which is filed as an exhibiBancorps Quarterly Report on Fo
10-Q for the quarter ended March 31, 2013 filedhulite Securities and Exchange Commission on M20 83.
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The income tax provision consists of the followfogthe years ended December 31:

201¢ 2012
Current
Federa $ 12 $ -
State 18 2
31 2
Deferred
Federa 1,02¢ (5,272)
State 251 (1,327
1,28( (6,595
Valuation allowanct (1,280) 15,30¢
Total income tax provision $ 31 $ 8,71(

The amount computed by applying the statutory f@ldecome tax rate to income before taxes is leas the tax provision for the followi
reasons for the years ended December 31:

2014 2013

Percent ¢ Percent c

Preta: Preta:

Amoun’ Income Amount Income
Statutory Federal income tax r: $ 1,00( 34.% $ (5,599 34.(%
State tax net of Federal income tax ber 17¢ 6.1% (872 5.5%
Valuation allowance chang (2,280) (43.5% 15,30: (93.0%
Other adjustments 13: 4.5% (12€) 0.6%
$ 31 1.1% $ 8,71( (52.9%

Bancorp does not have a liability related to tasifions at December 31, 2014 or 2013.

The tax effects of temporary differences that gige to significant portions of the deferred tagets and deferred tax liabilities at Decer
31, 2014 and 2013 are presented below:
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201¢ 2012

(dollars in thousand:
Deferred Tax Asset:

Allowance for loan losse $ 564¢ $ 4,73
Loan charg-offs - 1,982
Reserve on foreclosed real est 56E 1,49¢
Reserve for uncollected intere 263 247
Reserve for contingent liabilit 12¢ -
Federal net operating loss carryforwa 8,59: 7,92:
State net operating loss carryforwa 1,60¢ 1,49¢
Charitable contribution carryforwar 31¢ 24z
Other 12 -
Total deferred tax asse 17,13« 18,12¢
Valuation allowanct (14,297) (15,577)
Total deferred tax assets, net of valuation allane: 2,84z 2,557

Deferred Tax Liabilities

Federal Home Loan Bank stock divider (84) (84
Loan origination cost (627) (547)
Accelerated depreciatic (1,599 (1,659
Prepaid expense (26%) -
Mortgage servicing right (26%) -
Other (2) (27¢)
Total deferred tax liabilitie (2,847) (2,557
Net deferred tax asse $ - $ =

At December 31, 2014, federal net operating lotstated $24,552,000 and expire in 2033 and 2034 sfate net operating losses total
29,954,000 and expire at various times from 2028utph 2033.

In assessing the realizability of federal or stiferred tax assets at December 31, 2014, manageoresiders whether it is more likely tt
not that some portion or all of the deferred tazess will not be realized. The ultimate realizataf deferred tax assets is dependent

the generation of future taxable income duringquisiin which those temporary differences becomeicidrle. Management considers
scheduled reversal of deferred tax liabilities,jgrted future taxable income and prudent, feasiblé permissible as well as available
planning strategies in making this assessmentedas its review of all available evidence, anérfonsideration of the losses recorde
the loan sales in 2013, management determinedstmae likely than not that the deferred tax assdétsot be realized and accordin
determined that a valuation allowance should berdsdl as of December 31, 2014 and 2013. The eéef¢ax asset valuation may,
accordance with the requirements of generally aecepccounting principles, be reversed in futurgopls, depending upon Bancasp’
financial position and results of operations infiltere, among other factors, and, in such eveny; be available to increase future earnings.
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Bancorp will continue to have the benefit of theé ogerating loss carryforward relating to the defdrtax asset, and will have the abilit
utilize the carryforward against future federal atate income taxes.

The statute of limitations for Internal Revenuev@ar examination of Bancorg’federal consolidated tax returns remains opetafoyear
2011 through 2014.

Note 15 - Related Party Transactions

During the years ended December 31, 2014 and 2b&3Bank engaged in the transactions describedvbelith parties that are deen
affiliated.

During January, 2007, a law firm, in which the Rteat of Bancorp and the Bank is a partner, enteneda five year lease agreement wi
subsidiary of Bancorp. The term of the leasevs fiears with the option to renew the lease foedhadditional five year terms. The {
option to renew was exercised in January 2012. fbiel payments received by the subsidiary, whictludes rent, common al
maintenance and utilities were $385,000 and $318{00the years ended December 31, 2014 and 2@%Bectively. In addition, the I
firm represents Bancorp and the Bank in certaiallegatters. The fees for services rendered byfitmtwere $324,000, and $615,000
the years ended December 31, 2014 and 2013 resgegcti

Members of the Board of Directors of Bancorp haankb outstanding totaling $846,000 and $905,000ete®ber 31, 2014 and 20
respectively. The following table shows loan atfifor the year ended December 31, 2014:

201<
Beginning balance as of December 31, 2 $ 905,00(
Loan funding -
Loan pay off/paymer 59,00(
Ending balance as of December 31, 2014 $ 846,00(

Note 16 - Fair Value of Financial Instruments

A fair value hierarchy that prioritizes the inptisvaluation methods is used to measure fair valtee hierarchy gives the highest priorit
unadjusted quoted prices in active markets fortidahassets or liabilities (Level 1 measuremeaty) the lowest priority to unobservs
inputs (Level 3 measurements). The three levelbefair market hierarchy are as follows:

Level 1: Unadjusted quoted prices in active marlteis are accessible at the measurement dateefiotiédl, unrestricted assets or liabilities.
Level 2: Significant other observable inputs otteem level 1 such as quoted prices for similaetsar liabilities: quoted prices in mark
that are not active, or inputs that are observaltker directly or indirectly, inputs that are obsgble or can be corroborated by observ
market data.

Level 3: Significant unobservable inputs thateefla companyg own assumptions about the assumption that mpakétipants would ut

in pricing an asset or liability.
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An asset or liabilitys level within the fair value hierarchy is based the lowest level of input that is significant tbet fair valus
measurement.

The following information should not be interpretesian estimate of the fair value of Bancorp saéar value calculation is only provid
for a limited portion of Bancorp’assets and liabilities. Due to a wide rangeadfiation techniques and the degree of subjectisid ir
making the estimates, comparisons between Barxdaligtlosures and those of other companies map@aheaningful. The followir
methods and assumptions were used to estimataitheafues of Bancorp’ financial instruments at December 31, 2014 anceBéer 31
2013.

Impaired Loans:

Impaired loans are carried at the lower of costher present value of expected future cash flowthefloan. If it is determined that -
repayment of the loan will be provided solely bg tinderlying collateral, and there are no otheilabl@ and reliable sources of repaym
the loan is considered collateral dependent. Imddbans that are considered collateral deperatentarried at the lower of cost or the
value of the underlying collateral. Collateral mzgyin the form of real estate or business asselisding equipment, inventory and accol
receivable. The use of independent appraisalsrarhgement best judgment are significant inputs in arrivatghe fair value measure
the underlying collateral and impaired loans aegdfore classified within level 3 of the fair valbierarchy.

For such loans that are classified as impairedhliamvance is established when the present valubeoexpected future cash flows of
impaired loan is lower than the carrying value tudittloan. For such loans that are classified #iatecal dependent impaired loans,
allowance is established when the current markeewvaf the underlying collateral less its estimatégposal costs has not been finalized
management determines that it is likely that thieievas lower than the carrying value of that loddnce the net collateral value has
determined, a charge-off is taken for the diffeeehetween the net collateral value and the carryahge of the loan.

Impaired loans are those for which Bancorp has oredsmpairment based on the present value of éggdature cash flows or on the 1
value of the loan’s collateral. Fair value is gaflg determined based upon independent thady appraisals of the properties,
discounted cash flows based upon the expected guteceThese assets are included as Level 3 faiesabased upon the lowest leve
input that is significant to the fair value measneats. The fair value consisted of the loan balarafe$18,736,000 and $19,856,00!
December 31, 2014 and December 31, 2013, resplyctless their valuation allowances of $2,777,00@ 3,303,000 at December
2014 and December 31, 2013, respectively.
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Note 16 - Fair Value of Financial Instruments- Continued

Foreclosed Real Estate:

Real estate acquired through foreclosure is indudethe following disclosure at the lower of camgy value or fair value less estima
disposal costs. Management periodically evaludiesrécoverability of the carrying value of the reatate acquired through foreclos
using current estimates of fair value. In the ewvand subsequent decline, management provides@fispalowance to reduce real est
acquired through foreclosure to fair value lessmested disposal cost. Expenses incurred on foredlosal estate prior to disposition
charged to expense. Gains or losses on the stdeegfosed real estate are recognized upon disposif the property.

The following table sets forth financial assets thare accounted for at fair value on a nonrecgrend recurring basis by level within
fair value hierarchy as of December 31, 2014:

December 31, 2014
Fair Value Measurement Usin

Quoted Prices
Active Markets Significant Othe  Significant

For Identical Observable  Unobservabli
Assets Inputs Inputs
December 31, 20: (Level 1) (Level 2) (Level 3)

(dollars in thousand:
Nonrecurring fair value measureme

Impaired loan: $ 15,95¢ $ - $ -3 15,95¢
Foreclosed real esta 1,947 - - 1,947
Total nonrecurring fair value measureme $ 17,90¢ $ - $ - $ 17,90¢
Recurring fair value measureme

Mortgage servicing right $ 65¢ $ - $ - $ 65¢
Rate lock commitment 13¢ - 13¢ -
Mandatory forward contrac (59 - (59 -
Total recurring fair value measureme $ 73€ $ - $ 80 $ 65€

The following table sets forth financial assets thare accounted for at fair value on a nonrecgrend recurring basis by level within
fair value hierarchy as of December, 31, 2013:
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December 31, 201
Fair Value Measurement Usin

Quoted Prices
Active Markets Significant Othe  Significant

For Identical Observable  Unobservabli
Assets Inputs Inputs
December 31, 20: (Level 1) (Level 2) (Level 3)

(dollars in thousand:

Nonrecurring fair value measureme

Impaired loan: $ 16,55: $ - $ -3 16,55
Foreclosed real esta 8,972 - - 8,97
Total nonrecurring fair value measureme $ 25,52t $ - $ - $ 25,52¢
Recurring fair value measureme

Mortgage servicing right $ 728 $ - $ - $ 728

There were no liabilities that were required tadeneasured on a nonrecurring basis at Decemb@034, or December 31, 2013.
All appraisals are reviewed by the credit departieowever, no modifications or adjustments are ertatthe appraisals received.

The following table presents additional quantitativéoirmation about assets measured at fair value nonaecurring basis and for wh
Bancorp has utilized Level 3 inputs to determirievalue:

Quantitative Information about Level 3 Fair Valuedsurement

Fair Value Range (Weighte
Estimate Valuation Technique Unobservable InpL Average)
December 31, 201
Impaired loan: $  15,58¢PV of future cash flows (1 Discount Rate -6.0(%
$ 37C Appraisal of collateral (2 Liquidation expenses (! -6.0(%
Foreclosed real esta $ 1,947 Appraisal of collateral (2),(« Appraisal adjustments (. -6.51% t0-100% -13.94%)
December 31, 201
Impaired loan: $ 15,94 PV of future cash flows (1 Discount Rate -6.0(%
$ 611 Appraisal of collateral (2 Liquidation expenses (: -6.0(%
Foreclosed real esta $ 8,97 Appraisal of collateral (2),(¢ Appraisal adjustments (. -6.00% t0-44.08% -12.69%)

(1) Cash flow which generally include various levehputs which are not identifiabl

(2) Fair value is generally determined through indepanh@ppraisals for the underlying collateral, whighnerally include various leve
inputs which are not identifiabl

(3) Appraisals may be adjusted by management for qtiakt factors such as economic conditions and agtidhliquidation expenses. 1
range and weighted average of liquidation expeardother appraisal adjustments are presentepasent of the apprais:

(4) Includes qualitative adjustments by managementatithated liquidation expenst
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The estimated fair values of Bancorp's financiatriiments as of December 31, 2014 and Decemb@0338, were as follows:

Financial Asset

Cash and cash equivalel
Investment securities (HTN
Loans held for sal

Loans receivable, n

FHLB stock

Accrued interest receivab
Mortgage servicing right
Rate lock commitment
Mandatory forward contrac
Financial Liabilities
Deposits

FHLB advance:
Subordinated debentur
Accrued interest payab

Off Balance Sheet Commitmer

Financial Asset

Cash and cash equivalel
Investment securities (HTN
Loans held for sal

Loans receivable, ni
FHLB stock

Accrued interest receivab
Mortgage servicing right
Financial Liabilities
Deposits

FHLB advance:
Subordinated debentur
Accrued interest payab

Off Balance Sheet Commitmer

Fair Value Measurement
December 31, 201

Quoted Prices

Active Markets  Significant Othe Significant
For Identical Observable Unobservable
Carrying Fair Assets Inputs Inputs
Amount Value (Level 1) (Level 2) (Level 3)
(dollars in thousand:
$ 33,33¢ 33,33 % 33,33 % - 9% =
59,61¢ 60,12: - 60,12: -
7,16t 7,211 - 7,211 -
633,88 636,69t - - 636,69¢
5,93¢ 5,93¢ - 5,93¢ -
2,291 2,297 - 2,297 -
65¢ - - - 65€
41€ - - 41€ -
4 - - 4 -
$ 543,81« 544.75: - 544.75: -
115,00( 108,85¢ - 108,85¢ -
24,11¢ 24,11¢ - - 24,11¢
2,13¢ 2,13¢ - 2,13¢ -
$ - - 3% - 3 - 3 -
Fair Value Measurement
December 31, 201
Quoted Prices
Active Markets  Significant Othe Significant
For Identical Observable Unobservable
Carrying Fair Assets Inputs Inputs
Amount Value (Level 1) (Level 2) (Level 3)
(dollars in thousand:
$ 98,37¢ 98,37¢ $ 98,37¢ $ - 9% =
44,66 45,21 - 45,21 -
3,72¢ 3,82¢ - 3,82¢ -
602,81 631,03: - - 631,03:
6,19( 6,19( - 6,19( -
2,35: 2,35¢ - 2,35¢ -
72z 725 - - 728
$ 571,24¢ 573,37: - 573,37: -
115,00( 106,87¢ - 106,87¢ -
24,11¢ 24,11¢ - - 24,11¢
1,37¢ 1,37¢ - 1,37t -
$ - - % - % - % -
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The foregoing information should not be interpregsdan estimate of the fair value of Bancorp sméar value calculation is only provid
for a limited portion of Bancorp’assets and liabilities. Due to a wide rangeabfiation techniques and the degree of subjectisid ir
making the estimates, comparisons between Barxaligtlosures and those of other companies map@aheaningful. The followir
methods and assumptions were used to estimataithefues of Bancorp’s financial instruments at&maber 31, 2014 and 2013.

Cash and cash equivalents:
The carrying amounts reported in the consolidatattsients of financial condition for cash and caghivalents approximate those assets’
fair values.

Investment Securities:

Bancorp utilizes a third party source to deternihefair value of its securities. The methodologysists of pricing models based on &
class and includes available trade, bid, other ptaikformation, broker quotes, proprietary modetstious databases and trading ¢
quotes. All Bancorp’s investments are consideregel 2.

FHLB stock:

The carrying amount of FHLB stock approximates Yailue based on the redemption provisions of theBzHThere have been no identif
events or changes in circumstances that may hasignificant adverse effect on the FHLB stock. Bas& our evaluation, we he
concluded that our FHLB stock was not impaired e¢&mber 31, 2014 and 2013.

Loans held for sale:
The fair value of loans held for sale is based grily on mandatory contracts.

Loansreceivable:

The fair values of loans receivable was estimatdgudiscounted cash flow analyses, using marketést rates currently being offered
loans with similar terms to borrowers of similaedit quality. These rates were used for each ggtgd category of loans as reported ol
OCC Quarterly Report.

Accrued interest receivable and payable:
The carrying amounts of accrued interest receivabteaccrued interest payable approximates itvédire.

Derivative | nstruments:

Mortgage banking derivatives used in the ordinemyrse of business primarily consist of mandatamwérd sales contractsf¢rwarc
contract”) and rate lock commitments. The fairueabf Bancorps derivative instruments is primarily measured byaming pricing fron
brokerdealers recognized to be market participants. prleing is derived from observable market inputst tten generally be verified &
do not typically involve significant judgment by Bzorp. Forward contracts and rate lock loan comeritts are classified as Level 2 in
fair value hierarchy.

Mortgage servicing rights:

The fair value of mortgage servicing rights is detieed using a valuation model administered byial tharty that calculates the pres
value of estimated future net servicing income.e Tiodel incorporates assumptions that market paatits use in estimating future
servicing income, including estimates of prepaymspéeds, discount rate, default rates, cost toicgerfincluding delinquency a
foreclosure costs), escrow account earnings, atothservicing fee income and other ancillary messuch as late
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Note 16 - Fair Values of Financial Instruments — Continued

fees. Management reviews all significant assumptmn a monthly basis. Mortgage loan prepaymesgdipa key assumption in the mo
is the annual rate at which borrowers are foredatsteepay their mortgage loan principal. The diistt rate used to determine the pre
value of estimated future net servicing income tlagokey assumption in the model, is an estimath®fequired rate of return investor
the market would require for an asset with similsk. Both assumptions can, and generally wilarae as market conditions and inte
rates change.

Deposit liabilities:

The fair values disclosed for demand deposit agspwavings accounts and money market depositdwamefinition, equal to the amot
payable on demand at the reporting date (i.e.r tarying amounts). Fair values for fixeate certificates of deposit are estimated us
discounted cash flow calculation that applies markierest rates currently being offered in the kearon certificates to a schedule
aggregated expected monthly maturities on time siepo

FHLB advances:
Fair values of londerm debt are estimated using discounted cash dloalysis, based on rates currently available fwaades from tt
FHLB with similar terms and remaining maturities.

Subordinated debentures:

Current economic conditions have rendered the nhéokehis liability inactive. As such, Bancorpusable to determine a good estimal
fair value. Since the rate paid on the debenthedd is lower than what would be required to seaurénterest in the same debt at year
and we are unable to obtain a current fair valwaddrp has disclosed that the carrying value apmates the fair value.

Off-balance sheet financial instruments:

Fair values for Bancorp’s offalance sheet financial instruments (lending commemiits and letters of credit) are not significard are base

on fees currently charged to enter into similaleagrents, taking into account the remaining ternmbefagreements and the counterparties’
credit standing.
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Note 17 - Condensed Financial Information (Parent @mpany Only)

Information as to the financial position of Sev&ancorp, Inc. as of December 31, 2014 and 2013 esults of operations and cash fl
for each of the years ended December 31, 2014 @h8li2 summarized below.

December 31
2014 2013

(dollars in thousand:
Statements of Financial Condition

Cash $ 1,31€¢ $ 96¢
Equity in net assets of subsidiari

Bank 107,31t 103,19¢

Non-Bank 3,75¢ 3,67¢
Loans, net of allowance for loan losses - and $19, respective - 331
Foreclosed real esta - 25C
Other asset 92C 1,47¢
Total asset $ 113,31 $ 109,90(
Subordinated debentur $ 24,11¢ $ 24,11¢
Other liabilities 5,381 3,01z
Total liabilities 29,50( 27,13
Stockholder' equity 83,81( 82,76¢
Total liabilities and stockholde’ equity $ 113,31 $ 109,90(

December 31

2014 2013
Statements of Operations
Interest incomt $ 34 $ 26
Interest expense on subordinated debentures 1,08¢ 857
Net interest expens (1,0572) (83))
General and administrative expen 242 184
Provision for loan losses (19 -
Loss before income taxes and equity in undistrithuiet income (loss) of subsidiari (2,275 (1,015
Income tax expens (20) (©)]
Equity in undistributed net income (loss) of sulmigs 4,20¢ (24,14°)
Net income (loss $ 2,90¢ $ (25,165
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Statements of Cash Flow

Cash Flows from Operating Activitie
Net income (loss

For the Years Ended December

2014

2013

(dollars in thousands

Adjustments to reconcile net income (loss) to mshcused in operating activitie

Equity in undistributed (earnings) loss of subgieis

Provision for loan losse
Decrease (increase) in other as
Stocl-based compensation expel
Increase in other liabilitie

Cash (used in) operating activities

Cash Flows from Investing Activitie
Net decrease in loai

Cash provided by investing activiti
Cash Flows from Financing Activitie
Proceeds from sale of foreclosed real e
Proceeds from exercise of optic

Cash provided by financing activities

Increase (decrease) in cash and cash equivi
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosure of cash flows informat
Transfer of net loans to foreclosed real estate

$ 2,90¢ $ (25,16%)
(4,209) 24,14

(19 -

55¢ (65)

201 10¢

29¢ 57¢

(256) (396)

35(C -

35( -

25(C -

3 -

257 -

347 (396)

96¢ 1,36¢

$ 1,31¢ $ 96¢
$ - $ 25C
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Exhibit 21.1

Subsidiaries of Severn Bancorp, Inc.

The following is a list of subsidiaries of Severar8orp, Inc. at December 31, 2014. All entitietetisbelow are subsidiaries of Severn Bancorp,
Inc. and, if indented, subsidiaries of the entitgler which they are listed.

Entity Jurisdiction of Formation
Severn Savings Bank, FS United States of America (federally chartered sgsiassociatior
Louis Hyatt, Inc. (d/b/a Hyatt Commerci Maryland
HS West, LLC Maryland
Severn Financial Services Corporat Maryland
SSB Realty Holdings, LL( Maryland
SSB Realty Holdings I, LL( Maryland
Homeowners Title and Escrow Corporat Maryland
SBI Mortgage Compan Maryland
Crownsville Development Corporation (d/b/a Annapdiuity Group’ Maryland

Crownsville Holdings I, LLC Maryland




Exhibit 23.1

Consent of Independent Registered Public Accouriing

Severn Bancorp, Inc.
Annapolis, Maryland

We hereby consent to the incorporation by referémd¢be Registration Statements on Form S-3 (N8-B36343) and Forms S-8 (No. 3332657 and Nt
333-133242) of Severn Bancorp, Inc. of our report dawatch 17, 2015, relating to the consolidated foiahstatements, which is incorporated

reference in this Annual Report on Form 10-K.
/s/BDO USA, LLP

Harrisburg, Pennsylvania
March 17, 2015




Exhibit 31.1

Certification of Principal Executive Officer

I, Alan J. Hyatt, certify that:

1)

2)

3)

4)

5)

I have reviewed this annual report on Forr-K of Severn Bancorp, Inc

Based on my knowledge, this report does not cordain untrue statement of a material fact or omistitte a material fact necessary to maki
statements made, in light of the circumstancesmwti&h such statements were made, not misleaditigrespect to the period covered by this ref

Based on my knowledge, the financial statementd, ather financial information included in this refcfairly present in all material respects
financial condition, results of operations and ci@lvs of the registrant as of, and for, the pesipdesented in this repo

The registrant's other certifying officer and | agsponsible for establishing and maintaining disgte controls and procedures (as defined in Ex
Act Rules 13a-15(e) and 15d-15(e)) and internatrobmover financial reporting (as defined in ExchanAct Rules 13a-15(f) and 18df)) for the
registrant and hav

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tesigned under our supervision, to er
that material information relating to the registrancluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@ateing preparec

b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be designed under our supervi:
to provide reasonable assurance regarding thebiléieof financial reporting and the preparatiohfmancial statements for external purpose
accordance with generally accepted accounting iptes;

c) Evaluated the effectiveness of the registrantelassire controls and procedures and presentedsimetport our conclusions about the effective
of the disclosure controls and procedures, aseoétid of the period covered by this report basesligh evaluation; ar

d) Disclosed in this report any change in the regi¢’s internal control over financial reporting thatoaed during the registre's most recent fisc
quarter (the registrargt’fourth fiscal quarter in the case of an annuabr® that has materially affected, or is reasopéikely to materially affec
the registrar's internal control over financial reporting; ¢

The registrant's other certifying officer and | badisclosed, based on our most recent evaluatiantefal control over financial reporting, to
registrant's auditors and the audit committee efrégistrant's board of directors (or persons periftg the equivalent functions

a) all significant deficiencies and material weaknessethe design or operation of internal contraéofinancial reporting which are reasonably il
to adversely affect the registrant's ability toarel; process, summarize and report financial infdgrom; anc

b) any fraud, whether or not material, that involvemnagement or other employees who have a significéain the registrant's internal control c
financial reporting

Date: March 17, 2015

/s/ Alan J. Hyat

President and Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2

Certification of Principal Financial Officer

I, Thomas G. Bevivino, certify that:

1)

2)

3)

4)

5)

I have reviewed this annual report on Forr-K of Severn Bancorp, Inc

Based on my knowledge, this report does not cordain untrue statement of a material fact or omistitte a material fact necessary to maki
statements made, in light of the circumstancesmwti&h such statements were made, not misleaditigrespect to the period covered by this ref

Based on my knowledge, the financial statementd, ather financial information included in this refcfairly present in all material respects
financial condition, results of operations and ci@lvs of the registrant as of, and for, the pesipdesented in this repo

The registrant's other certifying officer and | agsponsible for establishing and maintaining disgte controls and procedures (as defined in Ex
Act Rules 13a-15(e) and 15d-15(e)) and internatrobmover financial reporting (as defined in ExchanAct Rules 13a-15(f) and 18df)) for the
registrant and hav

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tesigned under our supervision, to er
that material information relating to the registrancluding its consolidated subsidiaries, is m&dewn to us by others within those entit
particularly during the period in which this rep@ateing preparec

b) Designed such internal control over financial réipgr, or caused such internal control over finaheporting to be designed under our supervi:
to provide reasonable assurance regarding thebiléieof financial reporting and the preparatiohfmancial statements for external purpose
accordance with generally accepted accounting iptes;

c) Evaluated the effectiveness of the registrantelassire controls and procedures and presentedsimetport our conclusions about the effective
of the disclosure controls and procedures, aseoétid of the period covered by this report basesligh evaluation; ar

d) Disclosed in this report any change in the regi¢’s internal control over financial reporting thatoaed during the registre's most recent fisc
quarter (the registrargt’fourth fiscal quarter in the case of an annuabr® that has materially affected, or is reasopéikely to materially affec
the registrar's internal control over financial reporting; ¢

The registrant's other certifying officer and | badisclosed, based on our most recent evaluatiantefal control over financial reporting, to
registrant's auditors and the audit committee efrégistrant's board of directors (or persons periftg the equivalent functions

a) all significant deficiencies and material weaknessethe design or operation of internal contraéofinancial reporting which are reasonably il
to adversely affect the registrant's ability toarel; process, summarize and report financial infdgrom; anc

b) any fraud, whether or not material, that involvemnagement or other employees who have a significéain the registrant's internal control c
financial reporting

Date: March 17, 2015

/s/ Thomas G. Bevivin

Executive Vice President and Chief Financial Office
(Principal Financial Officer)




Exhibit 32

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (Section 1350 of Chapter 63 of Title 18taf United States Code), each of the undersigned

officers of Severn Bancorp, Inc. (“Bancorp”) doesdby certify with respect to the Annual ReporBafhcorp on Form 16 for the period ended Decemt
31, 2014 (the “Report”) that:

Q) The Report fully complies with the requirementsSettion 13(a) or 15(d) of the Securities Exchangeoh 1934; and
(2) The information contained in the Report fairly mnets, in all material respects, the financial ctadiand results of operations of Bancorp.
SEVERN BANCORP, INC

Date: March 17, 2015 /s/ Alan J. Hyat
Alan J. Hyatt, President, Chief Executive Offi
and Chairman of the Boa
(Principal Executive Officer

Date: March 17, 201 /s/ Thomas G, Bevivin
Thomas G. Bevivino, Executive Vice Preside
and Chief Financial Office
(Principal Financial Officer

The foregoing certification is being furnished $pleursuant to Section 906 of the Sarba@adey Act of 2002 (Section 1350 of Chapter 63 dfel
18 of the United States Code) and is not beingd fie part of the Report or as a separate disclosmement.




