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Check whether the registrant (1) filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
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900 Bedford Street, Stamford, Connecticut 06901
(Address of principal executive offices)
(203) 324-7500

(Registrant s telephone number)

past 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days:

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or

Yes x No ~

for such shorter period that the registrant was required to submit and post such files).

Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company in Rule 12b-2 of the Exchange Act:

Large Accelerated Filer

Non-Accelerated Filer

Accelerated Filer

Smaller Reporting Company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act):

Yes © No x

State the number of shares outstanding of each of the registrant s classes of common equity, as of the latest practicable date.

Common stock, $0.01 par value per share, 38,467,073 shares outstanding as of the close of business July 31, 2012.
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PART I FINANCIAL INFORMATION
Item 1: Consolidated Financial Statements
PATRIOT NATIONAL BANCORP, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS

Cash and due from banks:
Noninterest bearing deposits and cash
Interest bearing deposits

Short-term investments

Total cash and cash equivalents

Securities:

Available for sale securities, at fair value (Note 2)
Other Investments

Federal Reserve Bank stock, at cost

Federal Home Loan Bank stock, at cost

Total securities

Loans receivable (net of allowance for loan losses: 2012: $6,673,648 2011: $9,384,672) (Note 3)

Loans held for sale

Accrued interest and dividends receivable
Premises and equipment, net

Cash surrender value of life insurance
Other real estate owned

Deferred tax asset (Note 6)

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS EQUITY
Liabilities

Deposits (Note 4):

Noninterest bearing deposits

Interest bearing deposits

Total deposits

Borrowings:
Repurchase agreements
Federal Home Loan Bank borrowings

Total borrowings
Junior subordinated debt owed to unconsolidated trust
Accrued expenses and other liabilities

Total liabilities

Table of Contents

June 30, 2012
(Unaudited)

$ 3,720,985
58,456,392
710,157

62,887,534

56,342,630
3,500,000
1,719,550
4,343,300

65,905,980
483,858,072

2,289,346
4,712,520
21,247,568
1,517,755

1,848,344

$ 644,267,119

$ 71,722,494
450,373,261

522,095,755

7,000,000
50,000,000

57,000,000
8,248,000
5,164,509

592,508,264

December 31, 2011

$ 4,241,552
50,474,257
709,567

55,425,376

66,469,972
3,500,000
1,707,000
4,508,300

76,185,272
501,227,297
250,000
2,453,179
4,108,318
20,984,604
2,762,640

2,419,592

$ 665,816,278

$ 65,613,374
479,296,019

544,909,393

7,000,000
50,000,000

57,000,000
8,248,000
5,109,225

615,266,618
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Commitments (Note 9)

Shareholders equity

Preferred stock, no par value; 1,000,000 shares authorized, no shares issued and outstanding
Common stock, $.01 par value, 100,000,000 shares authorized; 2012: 38,478,778 shares issued;
38,467,073 shares outstanding. 2011: 38,374,432 shares issued; 38,362,727, shares outstanding
Additional paid-in capital

Accumulated deficit

Less: Treasury stock, at cost: 2012 and 2011 11,705 shares

Accumulated other comprehensive income

Total shareholders equity
Total liabilities and shareholders equity

See Accompanying Notes to Consolidated Financial Statements.
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384,787

105,182,518
(53,968,019)
(160,025)

319,594

51,758,855

$ 644,267,119

$

383,744
105,050,433
(54,858,831)

(160,025)

134,339

50,549,660

665,816,278
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PATRIOT NATIONAL BANCORP, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Interest and Dividend Income
Interest and fees on loans

Interest on investment securities
Dividends on investment securities
Interest on federal funds sold
Other interest income

Total interest and dividend income

Interest Expense

Interest on deposits

Interest on Federal Home Loan Bank borrowings
Interest on subordinated debt

Interest on other borrowings

Total interest expense

Net interest income

Provision for Loan Losses

Net interest income after provision for loan losses

Non-interest Income

Mortgage brokerage referral fees

Loan application, inspection & processing fees
Deposit fees and service charges

Gain on sale of loans

Loss on sale of investment securities

Earnings on cash surrender value of life insurance
Other income

Total non-interest income

Non-interest Expense

Salaries and benefits

Occupancy and equipment expense

Data processing

Advertising and promotional expense
Professional and other outside services
Loan administration and processing expense
Regulatory assessments

Insurance expense

Table of Contents

Three Months Ended
June 30,

2012 2011
$ 5,811,733 $ 6,538,593
426,658 486,738
31,879 80,728
2,385
40,160 58,363
6,310,430 7,166,807
1,421,170 1,553,745
354,591 423,529
74,677 71,219
76,927 76,927
1,927,365 2,125,420
4,383,065 5,041,387
(1,713,425) 1,482,798
6,096,490 3,558,589
22,117 1,610
15,986 23,966
227,064 248,039
79,729
120,294 152,985
69,639 203,984
455,100 710,313
2,725,721 3,189,311
1,135,113 1,291,826
345,704 336,005
8,234 271,781
854,268 1,234,958
45,624 48,159
462,153 628,476
108,775 228,637

Six Months Ended
June 30,

2012 2011
$ 12,477,525 $ 13,495,154
903,688 760,921
65,160 150,629
6,411
50,638 120,253
13,497,011 14,533,368
2,938,014 3,419,094
711,428 842,404
151,244 141,617
153,853 153,009
3,954,539 4,556,124
9,542,472 9,977,244
(2,558,827) 8,464,427
12,101,299 1,512,817
34,537 14,610
30,713 40,765
455,732 528,940
263,646 79,729

(8,042)

262,963 321,245
165,548 307,874
1,205,097 1,293,163
5,616,445 6,403,826
2,258,697 2,646,393
691,725 663,809
25,963 429,755
1,469,350 2,116,665
53,904 85,218
872,154 1,239,744
278,020 459411
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Other real estate operations

Material and communications

Restructuring charges and asset disposals (Note 12)
Other operating expense

Total non-interest expense

Income (loss) before income taxes

Provision for Income Taxes
Net income (loss)
Basic and diluted income (loss) per share (Note 7)

See Accompanying Notes to Consolidated Financial Statements.
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16,351
132,734
126,730
244,901

6,206,308

345,282

$ 345,282

$ 0.01

774,450
164,115
2,986,441
290,111

11,444,270

(7,175,368)

$ (7,175,368)

$ 0.19)

$

$

(133,896)
263,912
495,207
524,103

12,415,584

890,812

890,812

0.02

$

$

1,044,957
364,253
2,986,441
523,474

18,963,946

(16,157,966)

(16,157,966)

0.42)
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PATRIOT NATIONAL BANCORP, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)

Net income (loss)
Other comprehensive income:

Unrealized holding gains on securities, net of taxes:
Unrealized holding gains arising during the period
Less reclassification adjustment for losses included in net income

Total

Comprehensive income (loss)

See Accompanying Notes to Consolidated Financial Statements.
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Three Months Ended
June 30,
2012 2011

$345,282  $(7,175,368)

122,856 247,521

122,856 247,521

$ 468,138  $(6,927,847)

Six Months Ended

June 30,
2012 2011
$ 890,812 $ (16,157,966)

190,241 250,746
(4,986)
185,255 250,746

$1,076,067 $(15,907,220)
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PATRIOT NATIONAL BANCORP, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

(Unaudited)

Additional
Number of Common Paid-In
Shares Stock Capital
Six months ended June 30, 2011
Balance at December 31, 2010 38,362,727  $383,744  $ 105,050,433
Comprehensive loss
Net loss
Unrealized holding gain on available for
sale securities, net of taxes
Total comprehensive loss
Balance, June 30, 2011 38,362,727  $383,744  $105,050,433
Six months ended June 30, 2012
Balance at December 31, 2011 38,362,727 $ 383,744 $ 105,050,433
Comprehensive income
Net income
Unrealized holding gain on available for
sale securities, net of taxes
Total comprehensive income
Share-based compensation expense 133,128
Issuance of restricted stock 104,346 1,043 (1,043)
Balance, June 30, 2012 38,467,073  $384,787  $105,182,518
See Accompanying Notes to Consolidated Financial Statements.
6
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Accumulated
Other
Accumulated Treasury  Comprehensive
Deficit Stock Income

$(39,399,345) $(160,025) $ 1,297,381

(16,157,966)

250,746

$(55,557,311)  $(160,025) $ 1,548,127

$(54,858,831) $(160,025) $ 134,339

890,812

185,255

$(53,968,019) $(160,025) $ 319,594

Total

$ 67,172,188

(16,157,966)
250,746
(15,907,220)

$ 51,264,968

$ 50,549,660

890,812

185,255

1,076,067

133,128

$ 51,758,855
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PATRIOT NATIONAL BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Cash Flows from Operating Activities:

Net income (loss)

Adjustments to reconcile net income (loss) to net cash

used in operating activities:

Restructuring charges and asset disposals

Amortization and accretion of investment premiums and discounts, net
Amortization and accretion of purchase loan premiums and discounts, net
Provision for loan losses

Gain on sale of loans

Loss on sale of investment securities

Amortization of core deposit intangible

Earnings on cash surrender value of life insurance
Depreciation and amortization

(Gain) loss on sale of other real estate owned

Impairment writedown on other real estate owned
Share-based compensation

Changes in assets and liabilities:

Decrease in deferred loan costs

Decrease in accrued interest and dividends receivable
Decrease in other assets

(Decrease) increase in accrued expenses and other liabilities

Net cash (used in) provided by operating activities

Cash Flows from Investing Activities:

Principal repayments on available for sale securities

Proceeds from the sale (purchases) of available for sale securities
Redemptions of Federal Reserve Bank Stock

Purchases of Federal Reserve Bank Stock

Proceeds from repurchase of excess Federal Home Loan Bank Stock
Proceeds from sale of loans

Net (increase) decrease in loans

Purchase of other real estate owned

Proceeds from sale of other real estate owned

Capital improvements of other real estate owned

Purchase of bank premises and equipment

Net cash provided by investing activities

Cash Flows from Financing Activities:
Net increase (decrease) in demand, savings and money market deposits
Net decrease in time certificates of deposits

Net cash used in financing activities
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Six Months Ended
June 30,
2012 2011
$ 890,812 $ (16,157,966)
(5,049) 1,996,441
213,178 116,431
7,272 5,028
(2,558,827) 8,464,427
(263,646) (79,729)
8,042
6,963 7,506
(262,964) (321,245)
606,350 684,904
(201,355) 58,215
165,764
133,128
36,089 100,958
163,833 182,723
564,285 6,717,760
(61,423) 457,203
(723,312) 2,398,420
5,039,296 3,976,411
5,165,626 (51,995,480)
455,500
(12,550) (1,174,100)
164,500
67,126,928 55,089,794
(47,966,735) 16,308,380
(481,165)
1,823,435 15,715,973
(89,051)
(252,341) (218,522)
30,999,108 37,676,791
7,813,928 (9,443,954)
(30,627,566) (112,860,038)
(22,813,638) (122,303,992)
10
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Net increase in cash and cash equivalents

Cash and Cash Equivalents:
Beginning

Ending
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7,462,158

55,425,376

$ 62,887,534

(82,228,781)

146,777,658

$ 64,548,877

11
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PATRIOT NATIONAL BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS, Continued

(Unaudited)

Supplemental Disclosures of Cash Flow Information
Interest paid

Income taxes paid

Supplemental disclosures of noncash operating, investing and financing activities:

Unrealized holding gain on available for sale securities arising during the period
Transfer of loans to other real estate owned
Transfer of other real estate owned to premises and equipment

See Accompanying Notes to Consolidated Financial Statements.
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Six Months Ended
June 30,
2012 2011

$ 3,807,140 $4,432,799
$ $ 10,534
$ 306,842 $ 459,133
$ 1,238,144 $2,661,330
$ 950,000 $

12
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PATRIOT NATIONAL BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Note 1: Basis of Financial Statement Presentation

The Consolidated Balance Sheet at December 31, 2011 has been derived from the audited financial statements of Patriot National Bancorp, Inc.
( Bancorp or the Company ) at that date, but does not include all of the information and footnotes required by accounting principles generally
accepted in the United States of America for complete financial statements.

The accompanying unaudited financial statements and related notes have been prepared pursuant to the rules and regulations of the Securities
and Exchange Commission. Accordingly, certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of America have been omitted. The accompanying consolidated
financial statements and related notes should be read in conjunction with the audited financial statements of Bancorp and notes thereto for the
year ended December 31, 2011.

The information furnished reflects, in the opinion of management, all normal recurring adjustments necessary for a fair presentation of the
results for the interim periods presented. The results of operations for the six months ended June 30, 2012 are not necessarily indicative of the
results of operations that may be expected for the remainder of 2012.

Note 2: Investment Securities

The amortized cost, gross unrealized gains, gross unrealized losses and approximate fair values of available-for-sale securities at June 30, 2012
and December 31, 2011 are as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
June 30, 2012:
U. S. Government agency bonds $ 5,000,000 $ 16,920 $ $ 5,016,920
U. S. Government agency mortgage-backed securities 38,624,381 1,020,326 (1,942) 39,642,765
Corporate bonds 12,202,773 8,553 (528,381) 11,682,945

$ 55,827,154 $ 1,045,799 $(530,323)  $56,342,630

December 31, 2011:

U. S. Government agency bonds $ 5,000,000 $ 37,085 $ $ 5,037,085
U. S. Government agency mortgage-backed securities 49,004,232 1,051,097 (5,900) 50,049,429
Corporate bonds 12,249,064 25,338 (890,944) 11,383,458

$ 66,253,296 $ 1,113,520 $(896,844)  $66,469,972

Table of Contents 13
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The following table presents the gross unrealized loss and fair value of Bancorp s available-for-sale securities, aggregated by the length of time
the individual securities have been in a continuous loss position, at June 30, 2012 and December 31, 2011:

Less Than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss

June 30, 2012:

U. S. Government mortgage - backed securities $ 67,729 % (160) $ 285040 $ (1,782) $ 352,769 $ (1,942)
Corporate bonds 5,814,060 (185,940) 2,657,559 (342,441) 8,471,619 (528,381)

Totals $ 5,881,789  $(186,100) $2,942,599  $(344,223) $ 8,824,388  $(530,323)

December 31, 2011:

U. S. Government mortgage - backed securities $ 4941662 $ (5.492) $ 68,309 $ 408) $ 5,009,971 $  (5,900)
Corporate bonds 8,358,120 (890,944) 8,358,120 (890,944)

Totals $13,299,782  $(896,436) $ 68309 $ (408) $13,368,091  $(896,844)

At June 30, 2012, eight securities had unrealized holding losses with aggregate depreciation of 5.7% from the amortized cost. At
December 31, 2011, nine securities had unrealized losses with aggregate depreciation of 6.3% from the amortized cost.

Bancorp performs a quarterly analysis of those securities that are in an unrealized loss position to determine if those losses qualify as
other-than-temporary impairments. This analysis considers the following criteria in its determination: the ability of the issuer to meet its
obligations, an impairment due to a deterioration in credit, management s plans and ability to maintain its investment in the security, the length of
time and the amount by which the security has been in a loss position, the interest rate environment, the general economic environment and
prospects or projections for improvement or deterioration.

Management believes that none of the unrealized losses on available-for-sale securities noted above are other than temporary due to the fact that
they relate to market interest rate changes on corporate debt and mortgage-backed securities issued by U.S. Government agencies. Management
considers the issuers of the securities to be financially sound, the corporate bonds are investment grade and the Company expects to receive all
contractual principal and interest related to these investments. Because the Company does not intend to sell the investments, and it is not
more-likely-than-not that the Company will be required to sell the investments before recovery of their amortized cost basis, which may be
maturity, the Company does not consider those investments to be other-than-temporarily impaired at June 30, 2012.

The amortized cost and fair value of available-for-sale debt securities at June 30, 2012 by contractual maturity are presented below. Actual
maturities of mortgage-backed securities may differ from contractual maturities because the mortgages underlying the securities may be prepaid
without any penalties. Because mortgage-backed securities are not due at a single maturity date, they are not included in the maturity categories
in the following maturity summary:

10
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T

n

n

Amortized Cost
Maturity:
Over 10 years $
Corporate bonds < 5 years 3,202,773
Corporate bonds 5 to 10 years 9,000,000
U.S. Government bonds 5 to 10 years 5,000,000
Mortgage-backed securities 38,624,381
Total $ 55,827,154

Note 3: Loans Receivable and Allowance for Loan Losses

A summary of the Company s loan portfolio at June 30, 2012 and December 31, 2011 is as follows:

June 30,
2012

Real Estate

Commercial $237,217,702
Residential 149,905,067
Construction 6,217,516
Construction to permanent 8,287,915
Commercial 32,379,945
Consumer home equity 53,587,509
Consumer installment 2,125,347
Total Loans 489,721,001
Premiums on purchased loans 223,853
Net deferred costs 586,866
Allowance for loan losses (6,673,648)
Loans receivable, net $ 483,858,072

Fair Value

$
3,211,326
8,471,619
5,016,920
39,642,765

$ 56,342,630

December 31,
2011

$215,659,837
188,108,855
12,306,922
10,012,022
31,810,735
49,694,546
2,164,972

509,757,889
231,125
622,955

(9,384,672)

$501,227,297

On March 29, 2012, the Bank completed the sale of $66.4 million of residential loans consummated for a cash purchase price of $66.7 million,
which represented 101% of the Bank s net book value for these assets.

11
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The changes in the allowance for loan losses for the periods shown are as follows:

Three months ended Six months ended
June 30, June 30,
2012 2011 2012 2011
Balance, beginning of period $ 8,460,943 $ 12,208,476 $ 9,384,672 $ 15,374,101
Provision for loan losses (1,713,425) 1,482,798 (2,558,827) 8,464,427
Loans charged-off (90,739) (3,034,591) (193,223) (7,188,138)
Recoveries of loans previously charged-off 16,869 743,044 41,026 763,650
Transferred to loans held-for-sale (6,014,313)
Balance, end of period $ 6,673,648 $ 11,399,727 $ 6,673,648 $11,399,727

At June 30, 2012 and December 31, 2011, the unpaid balances of loans 90 days or more past maturity, and still accruing interest were
$4,234,926 and $9,461,106, respectively. All of the borrowers of said loans at June 30, 2012 continue to make interest payments, but are past
maturity where payoff is pending or are in the process of being renewed.

The unpaid principal balances of loans on nonaccrual status and considered impaired were $17.5 million at June 30, 2012 and $20.7 million at
December 31, 2011.

If non-accrual loans had been performing in accordance with their contractual terms, the Company would have recorded approximately
$274,000 of additional income during the quarter ended June 30, 2012 and $0.5 million during the quarter ended June 30, 201 1. If non-accrual
loans had been performing in accordance with their contractual terms, the Company would have recorded approximately $584,000 of additional
income for the six months ended June 30, 2012 and $1.5 million for the six months ended June 30, 2011.

For the three months ended June 30, 2012 and 2011, the interest collected and recognized as income on impaired loans, which includes
non-accrual loans, TDRs and loans that were previously classified as TDRs that have been upgraded, was approximately $0 and $30,000,
respectively. For the six months ended June 30, 2012 and 2011, the interest income collected and recognized on impaired loans was
approximately $180,000 and $461,000 respectively. The average recorded investment in impaired loans for the three and six months ended
June 30, 2012 was $34.0 million and $34.1 million respectively.

At June 30, 2012, there were ten loans totaling $22.9 million that were considered troubled debt restructurings, as compared to December 31,
2011 when there were twelve loans totaling $25.5 million, all of which were included in impaired loans. At June 30, 2012, six of the ten loans
aggregating $16.0 million were accruing loans and four loans aggregating $6.8 million were non-accruing loans.

The Company s lending activities are conducted principally in Fairfield and New Haven Counties in Connecticut and Westchester County, New
York City and Long Island, New York. The Company originates commercial real estate loans, commercial business loans and a variety of
consumer loans. In addition, the Company had originated loans for the construction of residential homes, residential developments and for land
development projects. A moratorium on all new speculative construction loans was instituted by management in July 2008. All residential and
commercial mortgage loans are collateralized primarily by first or second mortgages on real estate. The ability and willingness of borrowers to
satisty their loan obligations is dependent to some degree on the status of the regional economy as well as upon the regional real estate market.
Accordingly, the ultimate collectability of a substantial portion of the loan portfolio and the recovery of a substantial portion of any resulting real
estate acquired is susceptible to changes in market conditions.

12
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The Company has established credit policies applicable to each type of lending activity in which it engages, evaluates the creditworthiness of
each customer and, in most cases, extends credit of up to 75% of the market value of the collateral for commercial real estate at the date of the
credit extension depending on the Company s evaluation of the borrowers creditworthiness and type of collateral and up to 80% for residential
1-4 family real estate. In the case of construction loans, the maximum loan-to-value was 65% of the as completed market value. The market
value of collateral is monitored on an ongoing basis and additional collateral is obtained when warranted. Real estate is the primary form of
collateral. Other important forms of collateral are accounts receivable, inventory, other business assets, marketable securities and time deposits.
While collateral provides assurance as a secondary source of repayment, the Company ordinarily requires the primary source of repayment to be
based on the borrower s ability to generate continuing cash flows on all loans not related to construction.

Risk characteristics of the Company s portfolio classes include the following:

Commercial Real Estate Loans In underwriting commercial real estate loans, the Company evaluates both the prospective borrower s ability to
make timely payments on the loan and the value of the property securing the loans. Repayment of such loans may be negatively impacted should
the borrower default or should there be a substantial decline in the value of the property securing the loan or a decline in the general economic
conditions. Where the owner occupies the property, the Company also evaluates the business s ability to repay the loan on a timely basis. In
addition, the Company may require personal guarantees, lease assignments and/or the guarantee of the operating company when the property is
owner occupied. These types of loans may involve some additional risks than in investor owned commercial real estate lending, because
payments on such loans are dependent upon the successful operation of the business involved, therefore, repayment of such loans may be
negatively impacted by adverse changes in economic conditions affecting the borrowers businesses.

Construction Loans ~ Construction loans are short-term loans (generally up to 18 months) secured by land for both residential and commercial
development. The loans are generally made for acquisition and improvements. Funds are disbursed as phases of construction are completed.

In the past, the Company funded construction of single family homes, when no contract of sale existed, based upon the experience of the builder,
the financial strength of the owner, the type and location of the property and other factors. Construction loans are generally personally
guaranteed by the principal(s). Repayment of such loans may be negatively impacted by the builders inability to complete construction, by a
downturn in the new construction market, by a significant increase in interest rates or by a decline in general economic conditions. The
Company has had a moratorium in place since mid-2008 on new speculative construction loans.

Residential Real Estate Loans Various loans secured by residential real estate properties are offered by the Company, including 1-4 family
residential mortgages, multi-family residential loans and a variety of home equity line of credit products. Repayment of such loans may be
negatively impacted should the borrower default, should there be a significant decline in the value of the property securing the loan or should
there be a decline in general economic conditions.

Commercial and Industrial Loans The Company s commercial and industrial loan portfolio consists primarily of commercial business loans and
lines of credit to businesses and professionals. These loans are usually made to finance the purchase of inventory, new or used equipment or

other short or long-term working capital purposes. These loans are generally secured by corporate assets, often with real estate as secondary
collateral, but are also occasionally offered on an unsecured basis. In granting this type of loan, the Company primarily looks to the borrower s
cash flow as the source of repayment with collateral and personal guarantees, where obtained, as a secondary source. Commercial loans are often
larger and may involve greater risks than other types of loans offered by the Company. Payments on such loans are often dependent upon the
successful operation of the underlying business involved and, therefore, repayment of such loans may be negatively impacted by adverse

changes in economic conditions, management s inability to effectively manage the business, claims of others against the borrower s assets which
may take priority over the Company s claims against assets, death or disability of the borrower or loss of market for the borrower s products or
services.

13
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Other Loans The Company also offers installment loans and reserve lines of credit to individuals. Repayments of such loans are often
dependent on the personal income of the borrower which may be negatively impacted by adverse changes in economic conditions. The
Company does not place an emphasis on originating these types of loans.

The Company does not have any lending programs commonly referred to as subprime lending. Subprime lending generally targets borrowers
with weakened credit histories typically characterized by payment delinquencies, previous charge-offs, judgments, bankruptcies, or borrowers
with questionable repayment capacity as evidenced by low credit scores or high debt-burdened ratios.

14
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The following table sets forth activity in our allowance for loan losses, by loan type, for the three months ended June 30, 2012. The following
table also details the amount of loans receivable, net, that are evaluated individually, and collectively, for impairment, and the related portion of
the allowance for loan losses that is allocated to each loan portfolio segment.

Three months ended June 30,2012 Commercial

Allowance for loan losses:
Beginning Balance
Charge-offs

Recoveries

Provision

Ending Balance
Ending balance: individually
evaluated for impairment

Ending balance: collectively
evaluated for impairment

Total Allowance for Loan
Losses

Total Loans ending balance

Ending balance:
individually evaluated for
impairment

Ending balance :
collectively evaluated for
impairment

Table of Contents

Commercial Real

Estate

Construction

$ 1,094,736 $ 4,645248 $ 842,636

(44,471)

1,500

(316,423)
$ 735,342
$ 37,330
$ 698,012
$ 735,342
$32,379,945
$ 191,375
$ 32,188,570

14,988

(877,846)

$ 3,782,390

$ 139,851

$ 3,642,539

$ 3,782,390

$ 237,217,702

$ 9,406,325

$227,811,377

(592,125)

$ 250,511

$ 31,520

$ 218,991

$ 250,511

$6,217,516

$ 3,081,562

$ 3,135,954

15

Construction
to Permanent

$ 236,313

(114,863)

$ 121,450

$ 110,045

$ 11,405

$ 121,450

$ 8,287,915

$6,192,645

$2,095,270

Residential

$ 1,049,555
(32,150)
192,498

$ 1,209,903

$ 30,291

$ 1,179,612

$ 1,209,903

$ 149,905,067

$ 14,400,401

$ 135,504,666

Consumer

$ 413,724
(14,118)

381

103,345

$ 503,332
$ 151,501
$ 351,831
$ 503,332
$ 55,712,856
$ 1,417,742
$54,295,114

Unallocated

$ 178,731

$
$

(108,011)

70,720

70,720

70,720

Total

$ 8,460,943
(90,739)

16,869
(1,713,425)

$ 6,673,648

$ 500,538

$ 6,173,110

$ 6,673,648

$ 489,721,001

$ 34,690,050

$ 455,030,951
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The following table sets forth activity in our allowance for loan losses, by loan type, for the six months ended June 30, 2012. The following table
also details the amount of loans receivable, net, that are evaluated individually, and collectively, for impairment, and the related portion of the
allowance for loan losses that is allocated to each loan portfolio segment.

Six months ended June 30,2012 Commercial

Allowance for loan losses:
Beginning Balance
Charge-offs

Recoveries

Provision

Ending Balance
Ending balance: individually
evaluated for impairment

Ending balance: collectively
evaluated for impairment

Total Allowance for Loan
Losses

Total Loans ending balance

Ending balance:
individually evaluated for
impairment

Ending balance :
collectively evaluated for
impairment

Table of Contents

$ 882,062
(44.,471)
2,500
(104,751)

$ 735,340
$ 37,330
$ 698,010
$ 735340
$32,379,945
$ 191,375
$32,188,570

Commercial
Real Estate

$ 4,018,746

(49,922)

36,976

(223,410)

$ 3,782,390

$ 139,851

$ 3,642,539

$ 3,782,390

$237,217,702

$ 9,406,325

$227,811,377

Construction

$ 867,159

(616,648)

$ 250511

$ 31,520

$ 218,991

$ 250,511

$6,217,516

$ 3,081,562

$3,135,954

16

Construction
to Permanent

$ 547,333

(425,883)

$ 121,450

$ 110,045

$ 11,405

$ 121,450

$ 8,287,915

$6,192,645

$2,095,270

Residential

$ 2,550,588

(84,711)

(1,255,972)

$ 1,209,905

$ 30,291

$ 1,179,614

$ 1,209,905

$ 149,905,067

$ 14,400,401

$ 135,504,666

Consumer

$ 458,762
(14,119)
1,550

57,139

$ 503,332
$ 151,501
$ 351,831
$ 503,332
$ 55,712,856
$ 1,417,742
$54,295,114

Unallocated

$ 60,022

10,698

$ 70,720

$

$ 70,720

$ 70,720

Total

$ 9,384,672
(193,223)

41,026
(2,558,827)

$ 6,673,648

$ 500,538

$ 6,173,110

$ 6,673,648

$ 489,721,001

$ 34,690,050

$ 455,030,951
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The Company monitors the credit quality of its loans receivable in an ongoing manner. Credit quality is monitored by reviewing certain credit
quality indicators. Management has determined that internally assigned risk ratings and loan-to-value ratios ( LTVs ), at period end, are the key
credit quality indicators that best help management monitor the credit quality of the Company s loans receivable. Loan-to-value ratios used by
management in monitoring credit quality are based on current period loan balances and original values at time of originations (unless a current
appraisal has been obtained as a result of the loan being deemed impaired or the loan is a maturing construction loan).

Appraisals on properties securing impaired loans and Other Real Estate Owned ( OREO ) are updated annually. Additionally, appraisals on
construction loans are updated four months in advance of scheduled maturity dates. We update our impairment analysis monthly based on the
most recent appraisal as well as other factors (such as senior lien positions, e.g. property taxes). We are subscribers to a national real estate
valuation database service and use published information regarding home sales prices in the towns/counties where our collateral is located in CT
and NY.

The majority of the Company s impaired loans have been resolved through courses of action other than via bank liquidations of real estate
collateral through OREO. These include normal loan payoffs, the traditional workout process, triggering personal guarantee obligations, and
troubled debt restructurings. However, as loan workout efforts progress to a point where the bank s liquidation of real estate collateral is the
likely outcome, the impairment analysis is updated to reflect recent actual experience with bank sales of OREO properties.

A disposition discount is built into our impairment analysis and reflected in our allowance once a property is determined to be a likely OREO
(e.g. foreclosure is probable). To determine the discount, we compare the actual sales prices of our OREO properties to the appraised value that
was obtained as of the date when we took title to the property. The difference is the bank-owned disposition discount.

The Company has a risk rating system as part of the risk assessment of its loan portfolio. The Company s lending officers are required to assign
an Obligor and a Facility risk rating to each loan in their portfolio at origination, which is ratified or modified by the Committee to which the
loan is submitted for approval. When the lender learns of important financial developments, the risk rating is reviewed accordingly, and adjusted
if necessary. All loans are reviewed annually. Similarly, the Loan Committee can adjust a risk rating.

In addition, the Company engages a third party independent loan reviewer that performs quarterly reviews of a sample of loans, validating the
Bank s risk ratings assigned to such loans. The risk ratings play an important role in the establishment of the loan loss provision and to confirm
the adequacy of the allowance for loan losses. Any upgrades to criticized loans must be approved by the Board Loan Committee.

When assigning a risk rating to a loan, management utilizes the Bank s internal eleven-point risk rating system.

An asset is considered special mention when it has a potential weakness based on objective evidence, but does not currently expose the

Company to sufficient risk to warrant classification in one of the following categories. An asset is considered substandard if it is not adequately

protected by the current net worth and paying capacity of the obligor or of the collateral pledged, if any. Substandard assets have well defined

weaknesses based on objective evidence, and are characterized by the distinct possibility that the Company will sustain some loss if the

deficiencies are not corrected. Assets classified as doubtful have all of the weaknesses inherent in those classified substandard with the added

characteristic that the weaknesses present make collection or liquidation in full, on the basis of currently existing facts, conditions, and values,
highly questionable and improbable.

As of this quarter, the Bank implemented enhancements to the allowance methodology, resulting in a reduction of the allowance for loan losses
of $1.1 million. In making this transition, the changes serve to update and enhance the methodology to reflect the direction of the current loan
portfolio. The changes are threefold:

First, the Bank adopted a two year, instead of a three year, weighted average historical loss factor as the basis for the calculation of
its historical loss experience. This is used to calculate expected losses in the Accounting Standards Codification ( ASC ) (Topic
450-20), Loss Contingencies pools prior to the application of qualitative risk adjustment factors. This change was made to be more
responsive to the changing credit environment. Net charge-offs have declined, especially in 2012 when they averaged $76,000 per
quarter. This shorter average historical loss period will produce results more indicative of the current and expected behavior of the
portfolio.
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Second, the Bank adopted an Internal Risk Ratings Based (IRB) approach to calculating historical loss rates. This approach calibrates
expected losses with actual risk assessment and equates the likelihood of loss to the level of risk in a credit facility rating. Previously,
loss history was applied to categories of loans and qualitative adjustments were apportioned by risk rating within the categories.

Third, the Bank increased the detail of analysis within the segments, particularly within Commercial Real Estate lending, which is
currently the Bank s largest concentration overall, by expanding the number of ASC 450-20 pools. In all, ten sub-concentrations have
been added to the analysis. The greater level of detail enables the Bank to better apply qualitative risk adjustment factors to the
segments affected and to monitor changes in credit risk within the portfolio.

17
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Charge-off generally commences in the month that the loan is classified doubtful and is fully charged off within six months of such
classification. If the account is classified loss the full balance is charged off immediately. The full balance is charged off regardless of the
potential recovery from the sale of the collateral. This amount is recognized as a recovery once the collateral is sold.

In accordance with FFIEC ( Federal Financial Institutions Examination Council ) published policies establishing uniform criteria for the
classification of retail credit based on delinquency status, Open-end credits are charged-off when 180 days delinquent and Closed-end credits are
charged-off when 120 days delinquent. Typically, consumer installment loans are charged off no later than 90 days past due.

18
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The following table details the credit risk exposure of loans receivable, by loan type and credit quality indicator at June 30, 2012:

CREDIT RISK PROFILE BY CREDITWORTHINESS CATEGORY

Commercial Construction to Residential
mmercial Real Estate Construction Permanent Real Estate Consumer
>=75% < 75% >=75% <75% >=75% <75% >=75% <75% >=75% <75% >=75%
34 $1,456,449  $176,063,752 $ 9,310,101 $ $ $2,095269 $ $ 100,682,616 $26,642,690 $49,265371 $1,519,501
5 170,214 14,315,821 5,683,817 3,135,953 5,313,385 99,532 2,711,032
|5 923,208 18,170,351 13,673,860 1,219,528 1,862,035 6,192,646 5,197,208 12,069,168 1,417,741

74 $2,549,871  $208,549,924  $28,667,778 $4,355481 $1,862,035 $2,095269 $6,192,646 $111,193,209 $38,711,858 $49,364,903 $5,648,274

CREDIT RISK PROFILE
Construction
Commercial to Residential
Commercial Real Estate Construction Permanent Real Estate Consumer Totals
Performing $32,188,570  $229,248,655 $ 3,135,953 $ 7,000,270 $ 145,976,052 $54,719,115 $ 472,268,615
Non Performing 191,375 7,969,047 3,081,563 1,287,645 3,929,015 993,741 17,452,386
Total $ 32,379,945 $ 237,217,702 $ 6,217,516 $ 8,287,915 $ 149,905,067 $ 55,712,856 $ 489,721,001
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The following table details the credit risk exposure of loans receivable, by loan type and credit quality indicator at December 31, 2011:

CREDIT RISK PROFILE BY CREDITWORTHINESS CATEGORY

Commercial Construction to Residential
mmercial Real Estate Construction Permanent Real Estate Consumer
>=75% < 75% >=75% <75% >=75% <75% >=75% <75% >=75% <75% >=75%

00 $1,737,893 $151,392,526 $11,680,310 $ $ $903,035 $ $129,132,494  $34,895,858  $44,969,963 $ 1,531,223
20 170,575 22,426,235 4,585,523 9,210,344 5,316,201 2,400,000 274,365 3,029,362
40 55,207 15,981,747 9,593,496 1,243,579 1,852,999 9,108,987 3,587,607 12,776,695 1,417,742
60  $1,963,675 $189,800,508 $25,859,329 $10453,923 $1,852,999 $903,035 $9,108,987 $138,036,302 $50,072,553 $45,244,328 $5,978,327

CREDIT RISK PROFILE

Commercial Construction Residential
Commercial Real Estate Construction to Permanent Real Estate Consumer Totals

Performing $ 31,521,175 $206,322,032  $10,928,343 $ 5,808,035 $ 183,629,363 $50,865,776  $489,074,724

Non Performing 289,560 9,337,805 1,378,579 4,203,987 4,479,492 993,742 20,683,165

Total $ 31,810,735 $ 215,659,837 $12,306,922 $10,012,022 $ 188,108,855 $51,859,518 $ 509,757,889
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Included in loans receivable are loans for which the accrual of interest income has been discontinued due to deterioration in the financial
condition of the borrowers. The recorded balance of these non-accrual loans was $17.5 million and $20.7 million at June 30, 2012, and
December 31, 2011 respectively. Generally, loans are placed on non-accruing status when they become 90 days or more delinquent, or earlier if
deemed appropriate, and remain on non-accrual status until they are brought current, have six months of performance under the loan terms, and
factors indicating reasonable doubt about the timely collection of payments no longer exist. Therefore, loans may be current in accordance with
their loan terms, or may be less than 90 days delinquent and still be on a non-accruing status. Additionally, certain loans that cannot demonstrate
sufficient global cash flow to continue loan payments in the future and certain troubled debt restructures (TDRs) are placed on non-accrual

status.

The following table sets forth the detail, and delinquency status, of non-accrual loans and past due loans at June 30, 2012:

Non-Accrual and Past Due Loans
Non-Accrual Loans

31-60 Days
Past  61-90 Days Greater Than Total Past

2012 Due Past Due 90 Days Due Current
Commercial
Pass $ $ $ $ $
Substandard 191,375 191,375
Total Commercial $ $ $ 191,375 $ 191,375  $
Commercial Real Estate
Pass $ $ $ $ $
Special Mention
Substandard $ $ $ 5,808,987 $ 5,808,987 $2,160,060
Total Commercial Real Estate $ $ $ 5,808,987 $ 5,808,987 $2,160,060
Construction
Substandard $ $ $ 1,862,035 $ 1,862,035 $1,219,528
Total Construction $ $ $ 1,862,035 $ 1,862,035 $1,219,528
Construction to Permanent
Substandard $ $ $ $ $ 1,287,645
Total Construction to Permanent $ $ $ $ $ 1,287,645
Residential Real Estate
Substandard $ $ 371,920 $ 3,557,095 $ 3,929,015 $
Total Residential Real Estate $ $ 371,920 $ 3,557,095 $ 3,929,015 $
Consumer
Substandard $ $ $ 993,741 $ 993741 $
Total Consumer $ $ $ 993,741 $ 993,741 $
Total $ $ 371,920 $ 12,413,233  $12,785,153  $4,667,233

Table of Contents

>90 Days Past
Due and
Accruing
$
448,000
$ 448,000
$
304,388
$ 3,482,538
$ 3,786,926
$
$
$
$
$
$
$
$
$ 4,234,926

Total Non-
Accrual and
Past Due
Loans

639,375

$ 639,375

$
304,388
$ 11,451,585

$ 11,755,973

$ 3,081,563

$ 3,081,563

$ 1,287,645

$ 1,287,645

$ 3,929,015

$ 3,929,015

$ 993,741
$ 993,741

$21,687,312
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The following table sets forth the detail, and delinquency status, of non-accrual loans and past due loans at December 31, 2011:

2011
Commercial
Special Mention
Substandard

Total Commercial
Commercial Real Estate
Pass

Special Mention
Substandard

Total Commercial Real Estate

Construction
Substandard

Total Construction

Construction to Permanent
Substandard

Total Construction to Permanent

Residential Real Estate
Substandard

Total Residential Real Estate

Consumer
Substandard

Total Consumer

Total

31-60 Days

Past
Due

$

Non-Accrual and Past Due Loans
Non-Accrual Loans

61-90 Days
Past Due

$

$

$ 443,259

$ 443,259

$ 443,259

Greater Than

90 Days

$

289,560
$ 289,560
$
$ 6,670,730
$ 6,670,730
$ 135,000
$ 135,000
$
$
$ 4,479,492
$ 4,479,492
$ 993,742
$ 993,742
$ 12,568,524

Total Past
Due
$
289,560
$ 289,560
$
$ 7,113,989
$ 7,113,989
$ 135,000
$ 135,000
$
$
$ 4,479,492
$ 4,479,492
$ 993,742
$ 993,742
$13,011,783

Current

$

$2,223,816

$2,223,816

$ 1,243,579

$ 1,243,579

$4,203,987

$4,203,987

$7,671,382

>90 Days Past
Due and
Accruing

$ 44,296
947,847

$ 992,143

$ 402,663
2,832,452
$ 3,515,848

$ 6,750,963

$ 1,717,999

$ 1,717,999

$ 9,461,105

Total Non-
Accrual and
Past Due
Loans

$ 44,296
1,237,407

$ 1,281,703

$ 402,663
2,832,452
$ 12,853,653

$ 16,088,768

$ 3,096,578

$ 3,096,578

$ 4,203,987

$ 4,203,987

$ 4,479,492

$ 4,479,492

$ 993,742

$ 993,742

$ 30,144,270

These non-accrual and past due amounts included loans deemed to be impaired of $17.5 million and $20.7 million at June 30, 2012, and
December 31, 2011, respectively. Loans past due and still accruing interest were $4.2 million and $9.5 million at June 30, 2012, and
December 31, 2011 respectively, and consisted of seven loans at June 30, 2012. All of the borrowers of said loans at June 30, 2012 continue to
make interest payments, but are past maturity where payoft is pending or are in the process of being renewed.
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The following table sets forth the detail and delinquency status of loans receivable, by performing and non-performing loans at June 30, 2012.

2012
Commercial
Pass

Special Mention
Substandard

Total Commercial

Commercial Real Estate
Pass

Special Mention
Substandard

Total Commercial Real
Estate

Construction
Pass

Special Mention
Substandard

Total Construction

Construction to Permanent
Pass

Special Mention
Substandard

Total Construction to
Permanent

Residential Real Estate
Pass

Special Mention
Substandard

Total Residential Real
Estate

Consumer

Pass

Special Mention
Substandard

Total Consumer

Total

Table of Contents

31-60
Days Past
Due

$ 3,990,000

394,137

$ 4,384,137

1,638,262

$ 1,638,262

$ 7,953

$ 7,953

$ 6,030,352

61-90 Days
Past Due

$ 298,000

500,000

$ 798,000

&~

$ 798,000

Performing (Accruing) Loans

Greater
Than 90
Days

$

$

1,907,661

$ 1,907,661

$ 1,907,661

Total Past
Due

$ 298,000

500,000

$ 798,000

$ 3,990,000

2,301,798

$6,291,798

1,638,262

$ 1,638,262

$ 7,953

$ 7,953

$ 8,736,013

23

Current

$ 26,008,483
539,239
4,394,848

$ 30,942,570

$ 181,383,853
19,695,250
18,090,828

$219,169,931

3,135,953

$ 3,135,953

$ 2,095,269

4,905,002

$ 7,000,271

$ 127,325,306
5,313,385
11,699,099

$ 144,337,790

$ 51,476,598
2,810,564
423,999

$ 54,711,161

$ 459,297,676

Total
Performing
Loans

$ 26,306,483
539,239
4,894,848

$ 31,740,570

$ 185,373,853
19,695,250
20,392,626

$ 225,461,729

3,135,953

$ 3,135953

$ 2,095,269

4,905,002

$ 7,000,271

$ 127,325,306
5,313,385
13,337,361

$ 145,976,052

$ 51,484,551
2,810,564
423,999

$ 54,719,114

$ 468,033,689

Total Non-
Accrual
and Past

Due Loans

$

639,375

$ 639375

304,388
11,451,585

$ 11,755,973

3,081,563

$ 3,081,563

1,287,644

$ 1,287,644

3,929,015

$ 3,929,015

993,742

$ 993,742

$21,687,312

Total Loans

$ 26,306,483
539,239
5,534,223

$ 32,379,945

$ 185,373,853
19,999,638
31,844,211

$237,217,702

3,135,953
3,081,563

$ 6,217,516

$ 2,095,269

6,192,646

$ 8287915

$ 127,325,306
5,313,385
17,266,376

$ 149,905,067

$ 51,484,551
2,810,564
1,417,741

$ 55,712,856

$ 489,721,001
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The following table sets forth the detail and delinquency status of loans receivable, net, by performing and non-performing loans at

December 31, 2011.

2011
Commercial
Pass

Special Mention
Substandard

Total Commercial

Commercial Real Estate
Pass

Special Mention
Substandard

Total Commercial Real
Estate

Construction
Pass

Special Mention
Substandard

Total Construction

Construction to Permanent
Pass

Special Mention
Substandard

Total Construction to
Permanent

Residential Real Estate
Pass

Special Mention
Substandard

Total Residential Real Estate

Consumer

Pass

Special Mention
Substandard

Total Consumer

Total
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31-60 Days
Past Due

$ 10971

233,781

$ 244,752

$
1,915,504

$ 1,915,504

$ 42,181
4,800,000

$ 4,842,181

$ 1,459

$ 1,459

$ 7,003,896

Performing (Accruing) Loans

Greater
Than 60
Days

84,225

$ 84,225

$ 84,225

Total Past
Due

$ 10,971

233,781

$ 244,752

$
1,915,504

$ 1,915,504

$ 42,181
4,800,000
84,225

$ 4,926,406

$ 1,459

$ 1,459

$ 7,088,121

Current

$ 25,504,826
1,714,995
3,064,459

$ 30,284,280

$ 162,670,173
22,263,802
12,721,590

$ 197,655,565

9,210,344

$ 9,210,344

$ 903,035

4,905,000

$ 5,808,035

$ 163,986,171
2,916,201
11,800,585

$ 178,702,957

$ 47,136,590
3,303,727
424,000

$ 50,864,317

$ 472,525,498

Total
Perfoming
Loans

$ 25,515,797
1,714,995
3,298,240

$ 30,529,032

$ 162,670,173
24,179,306
12,721,590

$ 199,571,069

9,210,344

$ 9,210,344

$ 903,035

4,905,000

$ 5,808,035

$ 164,028,352
7,716,201
11,884,810

$ 183,629,363

$ 47,138,049
3,303,727
424,000

$ 50,865,776

$479,613,619

Total Non-
Accrual and
Past Due
Loans

$ 44,296

1,237,407

$ 1,281,703

$ 402,663
2,832,452
12,853,653

$ 16,088,768

3,096,578

$ 3,096,578

4,203,987

$ 4,203,987

4,479,492

$ 4,479,492

993,742

$ 993,742

$ 30,144,270

Total Loans

$ 25,560,093
1,714,995
4,535,647

$ 31,810,735

$ 163,072,836
27,011,758
25,575,243

$ 215,659,837

9,210,344
3,096,578

$ 12,306,922

$ 903,035

9,108,987

$ 10,012,022

$ 164,028,352
7,716,201
16,364,302

$ 188,108,855

$ 47,138,049
3,303,727
1,417,742

$ 51,859,518

$509,757,889
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The following table summarizes impaired loans as of June 30, 2012:

2012

With no related allowance recorded:

Commercial

Commercial Real Estate
Construction

Construction to Permanent
Residential

Consumer

Total:

With an allowance recorded:
Commercial

Commercial Real Estate
Construction

Construction to Permanent
Residential

Consumer

Total:

Commercial

Commercial Real Estate
Construction

Construction to Permanent
Residential

Consumer

Total:

Recorded
Investment

$ 18,167
7,927,165
2,946,562
4,905,000

13,730,710
993,742

$ 30,521,346

$ 173,208
1,479,160
135,000
1,287,645
669,691
424,000

$ 4,168,704

$ 191,375
9,406,325
3,081,562
6,192,645

14,400,401
1,417,742

$ 34,690,050

Unpaid Principal
Balance

$ 250,893
8,755,486
2,946,592
4,905,000

13,730,710
993,742

$ 31,582,423

$ 350,000
1,595,500
286,625
1,425,000
669,691
424,000

$ 4,750,816

$ 600,893
10,350,986
3,233,217
6,330,000
14,400,401
1,417,742

$ 36,333,239

Related Allowance

$ 37,330
139,851
31,520
110,045
30,291
151,501

$ 500,538

$ 37,330
139,851
31,520
110,045
30,291
151,501

$ 500,538

Impaired loans consist of non-accrual loans, TDRs and loans that were previously classified as TDRs that have been upgraded.
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The following table summarizes impaired loans as of December 31, 2011:

Recorded Unpaid Principal

Investment Balance Related Allowance
2011
With no related allowance recorded:
Commercial $ 210,091 $ 581,974 $
Commercial Real Estate 4,444,315 5,174,124
Construction 1,243,579 1,247,627
Construction to Permanent 6,614,333 6,614,333
Residential 9,789,727 9,789,727
Consumer 993,742 1,038,640
Total: $ 23,295,787 $ 24,446,425 $
With an allowance recorded:
Commercial $ 79,469 $ 130,137 $ 61,145
Commercial Real Estate 5,131,655 5,354,025 319,894
Construction 135,000 286,625 31,520
Construction to Permanent 2,494,654 2,634,000 498,254
Residential 5,196,516 5,196,516 197,478
Consumer 424,000 424,000 151,500
Total: $ 13,461,294 $ 14,025,303 $ 1,259,791
Commercial $ 289,560 $ 712,111 $ 61,145
Commercial Real Estate 9,575,970 10,528,149 319,894
Construction 1,378,579 1,534,252 31,520
Construction to Permanent 9,108,987 9,248,333 498,254
Residential 14,986,243 14,986,243 197,478
Consumer 1,417,742 1,462,640 151,500
Total: $ 36,757,081 $ 38,471,728 $ 1,259,791

The recorded investment of impaired loans at June 30, 2012 and December 31, 2011 was $34.7 million and $36.8 million, with related
allowances of $501,000 and $1.3 million, respectively.

Included in the tables above at June 30, 2012 and December 31, 2011 are loans with carrying balances of $30.5 million and $23.3 million that
required no specific reserves in our allowance for loan losses. Loans that did not require specific reserves at June 30, 2012 and December 31,
2011 have sufficient collateral values, less costs to sell, supporting the carrying balances of the loans. In some cases, there may be no specific
reserves because the Company already charged-off the specific impairment. Once a borrower is in default, the Company is under no obligation
to advance additional funds on unused commitments.

On a case-by-case basis, the Company may agree to modify the contractual terms of a borrower s loan to remain competitive and assist customers
who may be experiencing financial difficulty, as well as preserve the Company s position in the loan. If the borrower is experiencing financial
difficulties and a concession has been made at the time of such modification, the loan is classified as a troubled debt restructured loan.
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The following table presents the total troubled debt restructured loans as of June 30, 2012:

Accrual Non-accrual Total
#of #of #of
Loans Amount Loans Amount Loans Amount
Commercial Real Estate 1 $ 233817 2 $ 4,315,060 3 $ 4,548,877
Residential Real Estate 3 10,471,386 3 10,471,386
Construction 1 1,219,528 1 1,219,528
Construction to permanent 1 4,905,000 1 1,287,645 2 6,192,645
Consumer home equity 1 424,000 1 424,000
Total Troubled Debt Restructurings 6 $16,034,203 4 $ 6,822,233 10  $22,856,436
The following table presents the total troubled debt restructured loans as of December 31, 2011:
Accrual Non-accrual Total
#of #of #of
Loans Amount Loans Amount Loans Amount
Commercial Real Estate 1 $ 238,165 3 $5,666,382 4 $ 5,905,047
Residential Real Estate 3 10,506,751 3 10,506,751
Construction 1 1,243,579 1 1,243,579
Construction to permanent 1 4,905,000 2 2,494,654 3 7,399,654
Consumer home equity 1 424,000 1 424,000
Total Troubled Debt Restructurings 6 $16,073,916 6 $9405,115 12 $25,479,031

One loan was modified in a troubled debt restructuring during the three months ended June 30, 2012. The following table summarizes loans that
were modified in a troubled debt restructuring during the six months ended June 30, 2012.
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Six months ended June 30, 2012

Number Pre-Modification Number Post-Modification
of Outstanding Recorded of Outstanding Recorded
Relationships Investment Relationships Investment

Troubled Debt Restructurings
Commercial Real Estate $ $
Residential Real Estate 1 4,661,109 1 4,661,109
Construction to permanent
Total Troubled Debt Restructurings 1 $ 4,661,109 1 $ 4,661,109

Substantially all of our troubled debt restructured loan modifications involve lowering the monthly payments on such loans through either a
reduction in interest rate below market rate, an extension of the term of the loan, or a combination of these two methods. These modifications
rarely result in the forgiveness of principal or accrued interest. In addition, we frequently obtain additional collateral or guarantor support when
modifying commercial loans. If the borrower had demonstrated performance under the previous terms and our underwriting process shows the
borrower has the capacity to continue to perform under the restructured terms, the loan will continue to accrue interest. Non-accruing
restructured loans may be returned to accrual status when there has been a sustained period of repayment performance (generally six consecutive
months of payments) and both principal and interest are deemed collectible.

During the six months ended June 30, 2012, one of the troubled debt restructured loans was upgraded and is no longer classified as a troubled
debt restructuring as compared to December 31, 2011. The upgrade was a commercial construction loan for $1.2 million where the bank
received additional collateral. There was another troubled debt restructuring of a residential loan for $4.7 million that was upgraded to special
mention due to increased liquidity of the borrower during the first quarter of 2012, which has since been downgraded to substandard, due to
financial hardship of the borrower in the second quarter. One troubled debt restructuring had a payment default on a commercial real estate loan
and is currently in OREO.

All troubled debt restructurings are impaired loans, which are individually evaluated for impairment.
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Note 4: Deposits

The following table is a summary of the Company s deposits at:

June 30, December 31,
2012 2011

Non-interest bearing $ 71,722,494 $ 65,613,374
Interest bearing

NOW 24,297,309 24,396,210
Savings 66,862,473 59,396,310
Money market 47,227,188 52,889,642
Time certificates, less than $100,000 179,310,667 198,207,998
Time certificates, $100,000 or more 132,675,624 144,405,859
Total interest bearing 450,373,261 479,296,019
Total Deposits $ 522,095,755 $ 544,909,393

Included in time certificates are certificates of deposit through the Certificate of Deposit Account Registry Service (CDARS) network of $0 and
$1,361,544 at June 30, 2012 and December 31, 2011, respectively. These are considered brokered deposits. Pursuant to the Agreement discussed
in Note 10, the Bank s participation in the CDARS program, as an issuer of deposits to customers of other banks in the CDARS program, may
not exceed 10% of total deposits.

Note 5: Share-Based Compensation

The Company maintains the Patriot National Bancorp, Inc. 2012 Stock Plan to provide an incentive by the grant of options, restricted stock
awards or phantom stock units to directors and employees of the Company. The Plan provides for the issuance of up to 3,000,000 shares of the
Company s common stock subject to certain Plan limitations. 2,045,654 shares of stock remain available for issuance under the Plan as of

June 30, 2012. The vesting of options and restricted stock awards may accelerate in accordance with terms of the plan. The Compensation
Committee shall make terms and conditions applicable to the vesting of restricted stock awards and stock options. Restricted stock grants vest in
quarterly installments over a four year period from the date of grant. The Compensation Committee accelerated the vesting of the initial grant of
restricted stock, whereby the first year of the tranche vested immediately. Stock options were granted at an exercise price equal to $2.20 based
on a price determined by the Compensation Committee and all have an expiration period of 10 years. The fair value of stock options granted on
January 24, 2012, was estimated utilizing the Black-Scholes option pricing model using the following assumptions: an expected life of 6.28
years utilizing the simplified method, risk-free rate of return of 1.28%, volatility of 61.29% and no dividend yield. The Company is expensing
the grant date fair value of all share-based compensation over the requisite vesting periods on a straight-line basis.

During the three and six months ended June 30, 2012, the Company recorded $53,497 and $133,128 of total stock-based compensation,
respectively.
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The following table is a summary of the Company s non-vested stock options as of June 30, 2012, and changes therein during the period then

ended:

Outstanding December 31, 2011
Granted
Exercised

Outstanding June 30, 2012

Exercisable June 30, 2012

Number of
Stock Options

850,000

850,000

Weighted
Weighted Average
Weighted Average Contractual
Average Grant Exercise Life
Date Fair Value Price (years)
$ $
0.90 2.20 10
$ 0.90 $ 220 10
$ $

Expected future stock option expense related to the non-vested options outstanding as of June 30, 2012, is $669,877 over an average period of

2.28 years.

The following is a summary of the status of the Company s restricted shares as of June 30, 2012, and changes therein during the period then

ended.

Non-vested at December 31, 2011
Granted

Vested

Forfeited

Non-vested at June 30, 2012

Number Weighted
of Shares Average Grant
Awarded Date Fair Value
$
104,346 1.73
(25,715) 1.73
78,631 $ 1.73

Expected future stock award expense related to the non-vested restricted awards as of June 30, 2012, is $135,638 over an average period of 3.10

years.
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Note 6: Income Taxes

The determination of the amount of deferred income tax assets which are more likely than not to be realized is primarily dependent on
projections of future earnings, which are subject to uncertainty and estimates that may change given economic conditions and other factors. A
valuation allowance related to deferred tax assets is required when it is considered more likely than not that all or part of the benefit related to
such assets will not be realized. Management has reviewed the deferred tax position of the Company at June 30, 2012. The deferred tax position
has been affected by several significant transactions in the past several years. These transactions include increased provision for loan losses, the
levels of non-accrual loans and other-than-temporary impairment write-offs of certain investments, as well as a loss on the bulk sale of loans in
2011. As a result, the Company is in a cumulative net loss position at June 30, 2012, and under the applicable accounting guidance, has
concluded that it is not more-likely-than-not that the Company will be able to realize its deferred tax assets and, accordingly, has established a
full valuation allowance totaling $13.5 million against its deferred tax asset at June 30, 2012. The valuation allowance is analyzed quarterly for
changes affecting the deferred tax asset. In the future, if the Company generates taxable income on a sustained basis, management s conclusion
regarding the need for a deferred tax asset valuation allowance could change, resulting in the reversal of all or a portion of the deferred tax asset
valuation allowance.

An ownership change occurred with respect to the Company in 2010 for purposes of Section 382 of the Internal Revenue Code of 1986, as
amended. Consequently, the Company s ability to claim net operating loss carryforwards attributable to periods prior to the ownership change

and certain recognized built-in losses and deductions ( pre-ownership change losses ) against income in years subsequent to the ownership change
is limited. The amount of pre-ownership change losses that may be applied against income in a tax year subsequent to the ownership change is
generally limited to the product of (x) the Company s fair market value on the date of the ownership change and (y) the highest federal long-term
tax-exempt rate in effect for any month in the three-month period ending with the calendar month in which the ownership change occurred, plus
any unused capacity to claim pre-ownership change losses from prior years.

In 2011 the Company calculated the annual limitation on its use of pre-ownership change losses under Section 382 as a result of the 2010
ownership change as $284,000. The Company also determined that the amount of its pre-ownership change losses was $36.2 million. Based on
that analysis and a 20-year carryforward period, the Company may utilize approximately $5.7 million of the pre-ownership change losses.
Accordingly, the Company wrote-off approximately $10.4 million of deferred tax assets in 2011. The write-off of the deferred tax asset did not
affect the consolidated financial statements as there was a full valuation allowance against the deferred tax assets.
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Note 7: Income (loss) per share

The Company is required to present basic income (loss) per share and diluted income (loss) per share in its consolidated statements of
operations. Basic income (loss) per share amounts are computed by dividing net income (loss) by the weighted average number of common
shares outstanding. Diluted income (loss) per share reflects additional common shares that would have been outstanding if potentially dilutive
common shares had been issued, as well as any adjustment to income that would result from the assumed issuance. Potential common shares that
may be issued by the Company relate to outstanding stock options and are determined using the treasury stock method. The Company is also
required to provide a reconciliation of the numerator and denominator used in the computation of both basic and diluted income (loss) per share.

The stock options and non-vested restricted stock awards did not have an impact on the diluted earnings per share. The following is information
about the computation of income (loss) per share for the three and six months ended June 30, 2012 and 2011:

Weighted Average
Common Shares
Three months ended June 30, 2012 Net Income o/S Amount
Basic and Diluted Income Per Share
Income attributable to common shareholders $ 345,282 38,381,988 $ 0.01
Weighted
Average
Common Shares
Three months ended June 30, 2011 Net Loss O/S Amount
Basic and Diluted Loss Per Share
Loss attributable to common shareholders $ (7,175,368) 38,362,727 $ (0.19)
Weighted
Average
Common Shares
Six months ended June 30, 2012 Net Income O/S Amount
Basic and Diluted Income Per Share
Income attributable to common shareholders $ 890,812 38,377,166 $ 0.02
Weighted
Average
Common Shares
Six months ended June 30, 2011 Net Loss O/S Amount
Basic and Diluted Loss Per Share
Loss attributable to common shareholders $ (16,157,966) 38,362,727 $ (0.42)
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Note 8: Other Comprehensive Income

Other comprehensive income, which is comprised solely of the change in unrealized gains and losses on available-for-sale securities, is as

follows:

Unrealized holding gains arising during the period

Reclassification adjustment for (losses) recognized in

income

Unrealized holding gains on available for sale securities,

net of taxes

Unrealized holding gains arising during the period

Reclassification adjustment for gains recognized in

income

Unrealized holding gains on available for sale securities,

net of taxes

Table of Contents

Three Months Ended

June 30, 2012
Before Tax Net of Tax
Amount Tax Effect Amount

$198,155 $ (75,299) $122,856

$198,155 $ (75,299) $122,856

Three Months Ended

June 30, 2011

Before
Tax Net of Tax
Amount Tax Effect Amount

$453,931 $(206,410) $247,521

$453931  $(206,410) $247,521
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Six Months Ended

June 30, 2012
Before Tax Net of Tax
Amount Tax Effect Amount

$306,842  $(116,601) $190,241

(8,042) 3,056 (4,986)

$298,800 $(113,545) $185,255

Six Months Ended

June 30, 2011

Before
Tax Net of Tax
Amount Tax Effect Amount

$459,133  $(208,387) $250,746

$459,133  $(208,387) $250,746
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Note 9: Financial Instruments with Off-Balance Sheet Risk

In the normal course of business, the Company is a party to financial instruments with off-balance-sheet risk to meet the financing needs of its
customers. These financial instruments include commitments to extend credit and standby letters of credit and involve, to varying degrees,
elements of credit and interest rate risk in excess of the amounts recognized in the balance sheet. The contractual amounts of these instruments
reflect the extent of involvement the Company has in particular classes of financial instruments.

The contractual amount of commitments to extend credit and standby letters of credit represent the total amount of potential accounting loss
should: the contracts be fully drawn upon; the customers default; and the value of any existing collateral becomes worthless. The Company uses
the same credit policies in making commitments and conditional obligations as it does for on-balance-sheet instruments and evaluates each
customer s creditworthiness on a case-by-case basis. Management believes that the Company controls the credit risk of these financial
instruments through credit approvals, credit limits, monitoring procedures and the receipt of collateral as deemed necessary.

Financial instruments whose contractual amounts represent credit risk at June 30, 2012 are as follows:

Commitments to extend credit:

Future loan commitments $ 35,782,667
Home equity lines of credit 30,738,527
Unused lines of credit 37,402,837
Undisbursed construction loans 4,304,731
Financial standby letters of credit 7,000

$ 108,235,762

Standby letters of credit are written commitments issued by the Company to guarantee the performance of a customer to a third party. The credit
risk involved in issuing letters of credit is essentially the same as that involved in extending loan facilities to customers. Guarantees that are not
derivative contracts are recorded on the Company s consolidated balance sheet at their fair value at inception.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the contract.
Commitments to extend credit generally have fixed expiration dates, or other termination clauses, and may require payment of a fee by the
borrower. Since these commitments could expire without being drawn upon, the total commitment amounts do not necessarily represent future
cash requirements. The amount of collateral obtained, if deemed necessary by the Company upon extension of credit, is based on management s
credit evaluation of the counterparty. Collateral held varies, but may include residential and commercial property, deposits and securities. Based
on the growth in the unfunded commitments, the bank has established a reserve of $26,000 as of June 30, 2012.

Note 10: Regulatory and Operational Matters

The Company and the Bank are subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that, if undertaken, could
have a direct material effect on the Company s financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Company and the Bank must meet specific capital guidelines that involve quantitative measures of the Company s and the
Bank s assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices. The Company s and the Bank s
capital amounts and classification are also subject to qualitative judgments by the regulators about components, risk weightings, and other

factors.

34

Table of Contents 41



Edgar Filing: PATRIOT NATIONAL BANCORP INC - Form 10-Q

Table of Conten

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to maintain minimum amounts
and ratios (set forth in the table below) of total and Tier I capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier I
capital (as defined) to average assets (as defined). In addition, due to the Bank s asset profile and current economic conditions in its markets, the
Bank s capital plan targets a minimum 9% Tier 1 leverage capital ratio.

In February 2009 the Bank entered into a formal written agreement (the Agreement ) with the Office of the Comptroller of the Currency. Under
the terms of the Agreement, the Bank has appointed a Compliance Committee of outside directors and the Chief Executive Officer. The
Committee must report quarterly to the Board of Directors and to the OCC on the Bank s progress in complying with the Agreement. The
Agreement requires the Bank to review, adopt and implement a number of policies and programs related to credit and operational issues. The
Agreement further provides for limitations on the acceptance of certain brokered deposits and the extension of credit to borrowers whose loans
are criticized. The Bank may pay dividends during the term of the Agreement only with prior written permission from the OCC. The Agreement
also requires that the Bank develop and implement a three-year capital plan. The Bank has taken or put into process many of the steps required

by the Agreement, and does not anticipate that the restrictions included within the Agreement will impair its current business plan.

In June 2010 the company entered into a formal written agreement (the Reserve Bank Agreement ) with the Federal Reserve Bank of New York
(the Reserve Bank ). Under the terms of the Reserve Bank Agreement, the Board of Directors of the Company are required to take appropriate
steps to fully utilize the Company s financial and managerial resources to serve as a source of strength to the Bank including taking steps to
insure that the Bank complies with the Agreement with the OCC. The Reserve Bank Agreement requires the Company to submit, adopt and
implement a capital plan that is acceptable to the Reserve Bank. The Company must also report to the Reserve Bank quarterly on the Company s
progress in complying with the Reserve Bank Agreement. The Agreement further provides for certain restrictions on the payment or receipt of
dividends, distributions of interest or principal on subordinate debentures or trust preferred securities and the Company s ability to incur debt or
to purchase or redeem its stock without the prior written approval of the Reserve Bank. The Company has taken or put into process many of the
steps required by the Reserve Bank Agreement, and does not anticipate that the restrictions included within the Reserve Bank Agreement will
impair its current business plan.
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The Company s and the Bank s actual capital amounts and ratios at June 30, 2012 and December 31, 2011 were:

(dollars in thousands)

June 30, 2012

The Company:

Total Capital (to Risk Weighted Assets)
Tier 1 Capital (to Risk Weighted Assets)
Tier 1 Capital (to Average Assets)

The Bank:

Total Capital (to Risk Weighted Assets)
Tier 1 Capital (to Risk Weighted Assets)
Tier 1 Capital (to Average Assets)

December 31, 2011

The Company:

Total Capital (to Risk Weighted Assets)
Tier 1 Capital (to Risk Weighted Assets)
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Actual

Amount

$ 64,556
59,439
59,439

$62,935
57,819
57,819

$ 63,658
58,377

Ratio

15.85%
14.60%
9.13%

15.43%
14.18%
8.88%

15.22%
13.95%

For Capital
Adequacy
Purposes

Amount Ratio
$32,583 8.00%
16,285 4.00%
26,041 4.00%
$ 32,630 8.00%
16,310 4.00%
26,045 4.00%
$ 33,469 8.00%
16,735 4.00%

To Be Well
Capitalized Under
Prompt Corrective
Action Provisions

Amount

N/A
N/A
N/A

$40,787
24,465
32,556

N/A

Ratio

N/A
N/A
N/A

10.00%
6.00%
5.00%

N/A
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