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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x Quarterly Report Pursuant To Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended December 31, 2012

OR

¨ Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from                      to                     

Commission File No. 001-35693

Hamilton Bancorp, Inc.
(Exact name of registrant as specified in its charter)
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Maryland 46-0543309
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)

501 Fairmount Avenue, Suite 200, Towson, Maryland 21286
(Address of Principal Executive Offices) Zip Code

(410) 823-4510

(Registrant�s telephone number)

N/A

(Former name or former address, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such requirements for the past 90 days.    YES  x    NO  ¨

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 during the preceding 12 months (or 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. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one)

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer ¨  (Do not check if smaller reporting company) Smaller reporting company x
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    YES  ¨    NO  x

3,703,000 shares of the Registrant�s common stock, par value $0.01 per share, were issued and outstanding as of February 13, 2012.
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Part I. � Financial Information

Item 1. Financial Statements

HAMILTON BANCORP, INC AND SUBSIDIARIES

Consolidated Statements of Financial Condition

December 31, 2012 and March 31, 2012

December 31,
2012

March 31,
2012

(Unaudited)
Assets

Assets
Cash and due from banks $ 3,688,476 $ 4,278,096
Federal funds sold and Federal Home Loan Bank deposit 9,407,164 12,774,444
Interest-bearing deposits in other banks 38,775,821 18,197,008

Cash and cash equivalents 51,871,461 35,249,548
Certificates of deposit in other banks �  248,000
Investment securities available for sale 96,519,573 94,830,376
Loans, less allowance for loan losses of $1,943,193 and $3,552,364 164,558,338 169,904,425
Premises and equipment 2,492,749 2,518,804
Foreclosed real estate 1,183,647 755,659
Accrued interest receivable 889,135 936,283
Federal Home Loan Bank stock, at cost 480,800 501,900
Bank-owned life insurance 11,528,423 8,307,075
Deferred income taxes 951,189 1,100,145
Income taxes receivable 346,667 �  
Goodwill and other intangible assets 2,887,765 2,928,098
Other assets 1,073,465 1,188,044

Total Assets $ 334,783,212 $ 318,468,357

Liabilities and Shareholders� Equity
Liabilities
Noninterest-bearing deposits $ 10,474,754 $ 11,763,141
Interest-bearing deposits 254,227,935 269,251,661

Total deposits 264,702,689 281,014,802
Advances by borrowers for taxes and insurance 249,967 906,854
Income taxes payable �  278,543
Other liabilities 1,500,403 1,203,405

Total liabilities 266,453,059 283,403,604

Commitments and contingencies �  �  

Shareholders� Equity
Common stock, $.01 par value, 100,000,000 shares authorized. Issued: 3,703,000 shares at December 31,
2012 and -0- at March 31, 2012 37,030 �  
Additional paid in capital 35,542,062 �  
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Retained earnings 34,863,358 34,433,899
Unearned ESOP shares (2,962,400) �  
Accumulated other comprehensive income 850,103 630,854

Total shareholders� equity 68,330,153 35,064,753

Total Liabilities and Shareholders� Equity $ 334,783,212 $ 318,468,357

The accompanying notes are an integral part of these financial statements.
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HAMILTON BANCORP, INC AND SUBSIDIARIES

Consolidated Statements of Operations (Unaudited)

Three and Nine Months Ended December 31, 2012 and 2011

Three Months Ended
December 31,

Nine Months Ended
December 31,

2012 2011 2012 2011

Interest Revenue
Loans, including fees $ 2,217,531 $ 2,433,726 $ 6,833,584 $ 7,550,145
U.S. government agency securities 71,171 102,583 208,548 462,616
Mortgage-backed securities 283,160 425,343 1,097,304 1,410,229
Federal funds sold and other bank deposits 35,342 17,968 73,332 66,231

Total Interest Revenue 2,607,204 2,979,620 8,212,768 9,489,221

Interest Expense
Deposits 675,889 920,735 2,191,753 3,015,084

Net Interest Income 1,931,315 2,058,885 6,021,015 6,474,137
Provision for Loan Losses 335,000 (30,000) 393,000 387,330

Net Interest Income after Provision For Loan Losses 1,596,315 2,088,885 5,628,015 6,086,807

Noninterest Revenue
Service charges 61,535 49,430 172,983 141,100
Gain on sale of investment securities 27,793 �  79,006 176,722
Gain on sale of loans held for sale 24,824 126 122,702 6,615
Earnings on bank-owned life insurance 73,158 77,156 221,348 236,901
Other 8,997 6,949 20,420 11,198

Total Noninterest Revenue 196,307 133,661 616,459 572,536

Noninterest Expenses
Salaries 547,509 659,429 2,070,664 2,013,097
Employee benefits 241,207 203,864 781,012 715,867
Occupancy 222,677 201,876 655,598 607,578
Advertising 100,334 64,111 280,649 182,398
Furniture and equipment 79,215 79,479 230,918 287,620
Data processing 133,780 97,762 417,669 303,492
Professional services 69,984 54,435 196,879 179,531
Deposit insurance premiums 70,605 61,252 215,552 182,456
Foreclosed real estate expense 44,966 �  118,264 �  
Other operating 222,911 223,907 714,810 624,810

Total Noninterest Expenses 1,733,188 1,646,115 5,682,015 5,096,849

Income Before Income Taxes 59,434 576,431 562,459 1,562,494
Income Tax Expense (6,000) 196,000 133,000 520,000
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Net Income $ 65,434 $ 380,431 $ 429,459 $ 1,042,494

Basic earnings per common share $ 0.02 N/A $ 0.13 N/A
Diluted earnings per common share 0.02 N/A 0.13 N/A
The accompanying notes are an integral part of these financial statements.
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HAMILTON BANCORP, INC AND SUBSIDIARIES

Consolidated Statements of Comprehensive Income (Unaudited)

Three and Nine Months Ended December 31, 2012 and 2011

Three Months Ended
December 31,

Nine Months Ended
December 31,

2012 2011 2012 2011

Net Income $ 65,434 $ 380,431 $ 429,459 $ 1,042,494
Other Comprehensive Income:
Unrealized (loss) gain on investment securities available for sale (13,593) (109,179) 447,211 2,152,025
Reclassification adjustment for realized gain on investment securities available for
sale included in net income (27,793) �  (79,006) (176,722) 

Total unrealized gain on investment securities available for sale (41,386) (109,179) 368,205 1,975,303
Income tax expense relating to investment securities available for sale (12,608) (43,066) 148,956 779,158

Other comprehensive (loss) income (28,778) (66,113) 219,249 1,196,145

Total Comprehensive Income $ 36,656 $ 314,318 $ 648,708 $ 2,238,639

The accompanying notes are an integral part of these financial statements.

5

Edgar Filing: Hamilton Bancorp, Inc. - Form 10-Q

Table of Contents 8



Table of Contents

HAMILTON BANCORP, INC AND SUBSIDIARIES

Consolidated Statements of Changes in Shareholders� Equity (Unaudited)

Nine Months Ended December 31, 2012 and 2011

Common
Stock

Additional

Paid-In
Capital

Retained
Earnings

Unearned
ESOP
Shares

Accumulated
Other

Comprehensive
Income

Total
Shareholders�

Equity

Balance March 31, 2011 $ �  $ �  $ 34,302,880 $ �  $ (211,429) $ 34,091,451
Comprehensive income:
Net income �  �  1,042,494 �  �  1,042,494
Unrealized gain on available for sale securities, net
of tax effect of $779,158 �  �  �  �  1,196,145 1,196,145

Balance December 31, 2011 $ �  $ �  $ 35,345,374 $ �  984,716 $ 36,330,090

Balance March 31, 2012 $ �  $ �  $ 34,433,899 $ �  $ 630,854 $ 35,064,753
Comprehensive income:
Net income �  �  429,459 �  �  429,459
Unrealized gain on available for sale securities, net
of tax effect of $148,956 �  �  �  �  219,249 219,249

Issuance of common stock 37,030 35,542,062 �  �  �  35,579,092
Acquisition of unearned ESOP shares �  �  �  (2,962,400) �  (2,962,400) 
ESOP shares released for allocation �  �  �  �  �  �  

Balance December 31, 2012 $ 37,030 $ 35,542,062 34,863,358 $ (2,962,400) $ 850,103 68,330,153

The accompanying notes are an integral part of these financial statements.
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HAMILTON BANCORP, INC AND SUBSIDIARIES

Consolidated Statements of Cash Flows (Unaudited)

Nine Months Ended December 31, 2012 and 2011

Nine Months Ended
December 31,

2012 2011

Cash flows from Operating Activities:
Interest received $ 9,601,849 $ 10,318,179
Fees and commissions received 278,471 152,298
Interest paid (2,237,718) (3,118,132) 
Cash paid to suppliers and employees (4,959,320) (4,321,574) 
Origination of loans held for sale (3,155,000) (1,040,000) 
Proceeds from sale of loans held for sale 3,192,634 1,046,615
Income taxes paid (758,210) (764,464) 

Net cash provided by operating activities 1,962,706 2,272,922

Cash flows from Investing Activities
Proceeds from maturities of certificates of deposit 248,000 �  
Proceeds from sale of securities available for sale 13,048,297 11,306,432
Proceeds from maturing and called securities available for sale, including principal pay downs 43,690,170 35,903,636
Purchase of investment securities available for sale (59,292,546) (50,149,471) 
Purchase of Federal Home Loan Bank stock 21,100 1,600
Loans made, net of principal repayments 4,495,259 2,873,404
Purchase of Bank-owned life insurance (3,000,000) �  
Purchase of premises and equipment (239,765) (391,884) 

Net cash used by investing activities (1,029,485) (456,283) 

Cash flows from Financing Activities
Net increase (decrease) in
Deposits (16,271,113) (16,685,404) 
Advances by borrowers for taxes and insurance (656,887) (716,589) 
Proceeds from issuance of common stock 35,579,092 �  
Purchase of unearned ESOP shares (2,962,400) �  

Net cash provided (used) by financing activities 15,688,692 (17,401,993) 

Net increase (decrease) in cash and cash equivalents 16,621,913 (15,585,354) 

Cash and cash equivalents at beginning of period 35,249,548 39,473,433

Cash and cash equivalents at end of period $ 51,871,461 $ 23,888,079

The accompanying notes are an integral part of these financial statements.
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HAMILTON BANCORP, INC AND SUBSIDIARIES

Consolidated Statements of Cash Flows (Unaudited)

(Continued)

Nine Months Ended
December 31,

2012 2011

Reconciliation of net income to net cash provided (used) by operating activities
Net income $ 429,459 $ 1,042,494
Adjustments to reconcile net income to net cash provided (used) by operating activities:
Amortization of premiums on securities 1,312,093 831,683
Gain on sale of investment securities (79,006) (176,722) 
Loan premium amortization 17,250 17,250
Deposit premium amortization (41,000) (101,000) 
Core deposit intangible asset amortization 40,333 49,917
Premises and equipment depreciation and amortization 265,820 212,142
Gain on disposal of fixed assets �  (5,069) 
Provision for loan losses 393,000 387,330
Decrease (increase) in
Accrued interest receivable 47,148 53,977
Cash surrender value of life insurance (221,348) (236,901) 
Income taxes receivable (346,667) �  
Other assets 114,579 31,320
Increase (decrease) in
Accrued interest payable (4,965) (2,048) 
Income taxes payable (278,543) (244,464) 
Deferred loan origination fees 12,590 (73,952) 
Other liabilities 301,963 486,965

Net cash provided by operating activities $ 1,962,706 $ 2,272,922

Noncash investing activity
Real estate acquired through foreclosure $ 427,988 $ �  

The accompanying notes are an integral part of these financial statements.
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HAMILTON BANCORP, INC AND SUBSIDIARIES

Form 10-Q

Notes to Consolidated Financial Statements (Unaudited)

Note 1: Nature of Operations and Summary of Significant Accounting Policies
Basis of Presentation

Hamilton Bancorp, Inc. (the �Company�) was incorporated on June 7, 2012 to serve as the stock holding company for Hamilton Bank (the �Bank�),
a federally chartered savings bank. On October 10, 2012, in accordance with a Plan of Conversion adopted by its Board of Directors and
approved by its members, the Bank converted from a mutual savings bank to a stock savings bank and became the wholly owned subsidiary of
the Company. The conversion was accomplished through the sale and issuance of 3,703,000 shares of common stock at a price of $10.00 per
share, through which the Company received proceeds of approximately $35,640,000, net of offering expenses of approximately $1,390,000. In
connection with the conversion, the Bank�s Board of Directors adopted an employee stock ownership plan (the �ESOP�) which subscribed for 8.0%
of the shares sold in the offering, or 296,240 shares. Accordingly, the reported results for the three months and nine months ended December 31,
2012 relate to the consolidated holding company and the results for the three months and nine months ended December 31, 2011 relate solely to
the operations of the Bank. All material intercompany accounts and transactions have been eliminated in consolidation.

In accordance with Office of the Comptroller of the Currency (the �OCC�) regulations, upon the completion of the conversion, the Bank restricted
retained earnings by establishing a liquidation account. The liquidation account will be maintained for the benefit of eligible account holders
who continue to maintain their accounts at the Bank after conversion. The liquidation account will be reduced annually to the extent that eligible
account holders have reduced their qualifying deposits. Subsequent increases will not restore an eligible account holder�s interest in the
liquidation account. In the event of a complete liquidation of the Bank, and only in such event, each account holder will be entitled to receive a
distribution from the liquidation account in an amount proportionate to the adjusted qualifying account balances then held. The Bank may not
pay dividends if those dividends would reduce equity capital below the required liquidation account amount.

The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting principles generally accepted
in the United States of America (�GAAP�) for interim financial reporting and with instructions for Form 10�Q and Regulation S�X as promulgated
by the Securities and Exchange Commission (the �SEC�). Accordingly, certain information and footnote disclosures normally included in financial
statements prepared in accordance with GAAP have been condensed or omitted pursuant to such rules and regulations. In the opinion of
management, the preceding unaudited consolidated financial statements contain all adjustments (consisting of normal recurring accruals)
considered necessary for a fair presentation of the financial condition and results of operations for the periods presented. We derived the
balances as of March 31, 2012 from audited financial statements. Operating results for the three and nine months ended December 31, 2012 are
not necessarily indicative of the results that may be expected for the fiscal year ending March 31, 2013, or any other period. These consolidated
financial statements should be read in conjunction with the consolidated financial statements of the Bank for the year ended March 31, 2012
included as part of Hamilton Bancorp, Inc.�s Prospectus dated August 13, 2012 as filed with the SEC pursuant to Securities Act Rule 424(b)(3)
on August 22, 2012 (the �Prospectus�). Certain amounts from prior period financial statements have been reclassified to conform to the current
period�s presentation.

Nature of Operations

The Bank provides a full range of banking services to individuals and businesses through its main office and five branches in the Baltimore
metropolitan area. Its primary deposit products are certificates of deposit and demand, savings, NOW, and money market accounts. Its primary
lending products are real estate mortgages and commercial business loans.

9

Edgar Filing: Hamilton Bancorp, Inc. - Form 10-Q

Table of Contents 13



Table of Contents

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Subsequent Events

Management has evaluated events and transactions subsequent to December 31, 2012 through February 13, 2013, the date these financial
statements were issued. No significant subsequent events were identified that would affect the presentation of the financial statements.

Note 2: New Accounting Pronouncements
Recent Accounting Pronouncements

ASU No. 2011-03, �Transfers and Servicing (Topic 860) � Reconsideration of Effective Control for Repurchase Agreements.� ASU 2011-03 is
intended to improve financial reporting of repurchase agreements and other agreements that both entitle and obligate a transferor to repurchase
or redeem financial assets before their maturity. ASU 2011-03 removes from the assessment of effective control (i) the criterion requiring the
transferor to have the ability to repurchase or redeem the financial assets on substantially the agreed terms, even in the event of default by the
transferee, and (ii) the collateral maintenance guidance related to that criterion. ASU 2011-03 became effective for Hamilton on April 1, 2012,
and has not had a significant impact on our financial statements.

ASU 2011-04, �Fair Value Measurement (Topic 820) � Amendments to Achieve Common Fair Value Measurements and Disclosure
Requirements in U.S. GAAP and IFRSs.� ASU 2011-04 amends Topic 820, �Fair Value Measurements and Disclosures,� to converge the fair
value measurement guidance in U.S. generally accepted accounting principles and International Financial Reporting Standards. ASU 2011-04
clarifies the application of existing fair value measurement requirements, changes certain principles in Topic 820 and requires additional fair
value disclosures. ASU 2011-04 became effective for Hamilton on April 1, 2012, and has not had a significant impact on our financial
statements.

ASU 2011-05, �Comprehensive Income (Topic 220) � Presentation of Comprehensive Income.� ASU 2011-05 amends Topic 220,
�Comprehensive Income,� to require that all non-owner changes in shareholders� equity be presented in either a single continuous statement of
comprehensive income or in two separate but consecutive statements. Additionally, ASU 2011-05 requires entities to present, on the face of the
financial statements, reclassification adjustments for items that are reclassified from other comprehensive income to net income in the statement
or statements where the components of net income and the components of other comprehensive income are presented. The option to present
components of other comprehensive income as part of the statement of changes in shareholders� equity was eliminated. ASU 2011-05 became
effective for Hamilton on April 1, 2012; however, certain provisions related to the presentation of reclassification adjustments have been
deferred by ASU 2011-12 �Comprehensive Income (Topic 220) � Deferral of the Effective Date for Amendments to the Presentation of
Reclassifications of Items Out of Accumulated Other Comprehensive Income in Accounting Standards Update No. 2011-05,� as further discussed
below. In connection with the application of ASU 2011-05, our financial statements now include separate statements of comprehensive income.

ASU 2011-08, �Intangibles � Goodwill and Other (Topic 350) � Testing Goodwill for Impairment.� ASU 2011-08 amends Topic 350,
�Intangibles � Goodwill and Other,� to give entities the option to first assess qualitative factors to determine whether the existence of events or
circumstances leads to a determination that it is more likely than not that the fair value of a reporting unit is less than its carrying amount. If,
after assessing the totality of events or circumstances, an entity determines it is not more likely than not that the fair value of a reporting unit is
less than its carrying amount, then performing the two-step impairment test is unnecessary. However, if an entity concludes otherwise, then it is
required to perform the first step of the two-step impairment test by calculating the fair value of the reporting unit and comparing the fair value
with the carrying amount of the reporting unit. ASU 2011-08 became effective for Hamilton on April 1, 2012, and has not had a significant
impact on our financial statements.

10
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HAMILTON BANCORP, INC AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Continued)

ASU 2011-11, �Balance Sheet (Topic 210) � Disclosures about Offsetting Assets and Liabilities.� ASU 2011-11 amends Topic 210, �Balance
Sheet,� to require an entity to disclose both gross and net information about financial instruments, such as sales and repurchase agreements and
reverse sale and repurchase agreements and securities borrowing/lending arrangements, and derivative instruments that are eligible for offset in
the statement of financial position and/or subject to a master netting arrangement or similar agreement. ASU 2011-11 is effective for annual and
interim periods beginning on April 1, 2013, and is not expected to have a significant impact on our financial statements.

ASU 2011-12 �Comprehensive Income (Topic 220) � Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of
Items Out of Accumulated Other Comprehensive Income in Accounting Standards Update No. 2011-05.� ASU 2011-12 defers changes in ASU
2011-05 that relate to the presentation of reclassification adjustments to allow the FASB time to redeliberate whether to require presentation of
such adjustments on the face of the financial statements to show the effects of reclassifications out of accumulated other comprehensive income
on the components of net income and other comprehensive income. ASU 2011-12 allows entities to continue to report reclassifications out of
accumulated other comprehensive income consistent with the presentation requirements in effect before ASU 2011-05. All other requirements in
ASU 2011-05 are not affected by ASU 2011-12. ASU 2011-12 became effective for Hamilton on April 1, 2012 and has not had a significant
impact on our financial statements.

Note 3: Earnings per Share
When presented, basic earnings per share is computed by dividing income available to common shareholders by the weighted average number of
common shares outstanding for the period. Diluted earnings per share reflects the potential dilution that could occur if securities or other
contracts to issue common stock were exercised or converted into common stock or resulted in the issuance of common stock that then shared in
the earnings of the entity. Because the mutual to stock conversion was not completed until October 10, 2012, per share earnings data is not
meaningful for prior comparative periods and therefore is not presented. The end of period shares outstanding is being used for the earnings per
share calculation for the three and nine months ended December 31, 2012, assuming for calculation purposes that the shares were outstanding
for the entire period and not since the issue date of October 10, 2012.

Both the basic and diluted earnings per share for the three and nine months ended December 31, 2012 are summarized below:

Three Months Ended
December 31, 2012

Nine Months Ended
December 31,

2012

Net income $ 65,434 $ 429,459

Average common shares outstanding 3,406,760 3,406,760

Earnings per common share - basic and diluted $ 0.02 $ 0.13

Note 4: Goodwill and Other Intangible Assets
On December 4, 2009, the Bank acquired a branch office in Pasadena, Maryland from K Bank. The Bank paid premiums of $653,000 and
$92,000 for the certificates of deposit and loans that were acquired, respectively. The premiums are being amortized over four years, which is
the estimated lives of the certificates and loans. The Bank also purchased $757,432 of premises and equipment, which includes the building,
land, and equipment. In addition, the Bank recorded goodwill totaling $2,664,432 and identifiable intangibles (core deposit intangible) totaling
$434,000. The goodwill is deductible for tax purposes.
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HAMILTON BANCORP, INC AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Continued)

The activity in goodwill and acquired intangible assets related to the branch purchase is as follows:

Goodwill
Core deposit

intangible

Balance March 31, 2011 $ 2,664,432 $ 327,333
Acquired during the period �  �  
Amortization �  (49,917) 

Balance December 31, 2011 $ 2,664,432 $ 277,416

Goodwill
Core deposit

intangible

Balance March 31, 2012 $ 2,664,432 $ 263,666
Acquired during the period �  �  
Amortization �  (40,333) 

Balance December 31, 2012 $ 2,664,432 $ 223,333

Note 5: Investment Securities Available for Sale
The amortized cost and fair value of securities at December 31, 2012 and March 31, 2012, are summarized as follows:

December 31, 2012
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Estimated
Fair

Value

Investment securities available for sale:
U.S. government agency $ 22,587,539 $ 97,576 $ 58,823 $ 22,626,292
Mortgage-backed 72,515,362 1,433,965 57,887 73,891,440

95,102,901 1,531,541 116,710 96,517,732
FHLMC stock 6,681 �  4,840 1,841

$ 95,109,582 $ 1,531,541 $ 121,550 $ 96,519,573

March 31, 2012
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses

Estimated
Fair

Value
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Investment securities available for sale:
U.S. government agency $ 18,766,086 $ 118,981 $ 64,504 $ 18,820,563
Mortgage-backed 75,015,823 1,249,592 257,177 76,008,238

93,781,909 1,368,573 321,681 94,828,801
FHLMC stock 6,681 �  5,106 1,575

$ 93,788,590 $ 1,368,573 $ 326,787 $ 94,830,376

Proceeds from sales of investment securities were $13,048,297 and $11,306,432 during the nine months ended December 31, 2012 and 2011,
respectively, with gains of $122,314 and losses of $43,308 for the nine months ended December 31, 2012 and gains of $176,722 and no losses
for the nine months ended December 31, 2011.
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Notes to Consolidated Financial Statements (Continued)

As of December 31, 2012, the Bank had pledged one security to the Federal Reserve Bank with a book value of $520,552 and a fair value of
$560,541.

As of December 31, 2012 and March 31, 2012, all mortgage-backed securities are backed by U.S. Government-Sponsored Enterprises (GSE�s).

The amortized cost and estimated fair value of debt securities by contractual maturity at December 31, 2012 and March 31, 2012 follow. Actual
maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations.

Available-for-Sale
December 31, 2012 March 31, 2012

Amortized
cost

Fair
value

Amortized
cost

Fair
value

Maturing
Within one year $ 1,511,275 $ 1,520,240 $ 1,012,984 $ 1,018,605
Over one to five years 2,084,926 2,147,575 3,711,405 3,800,596
Over five to ten years 11,998,756 11,988,110 5,991,697 5,990,794
Over ten years 6,992,582 6,970,367 8,050,000 8,010,568
Mortgage-backed, in monthly installments 72,515,362 73,891,440 75,015,823 76,008,238

$ 95,102,901 $ 96,517,732 $ 93,781,909 $ 94,828,801

The following table presents the Bank�s investments� gross unrealized losses and the corresponding fair values by investment category and length
of time that the securities have been in a continuous unrealized loss position at December 31, 2012.

Less than 12 months 12 months or longer Total

Unrealized
losses

Fair
value

Unrealized
losses

Fair
value

Unrealized
losses

Fair
value

U.S. government agency obligations $ 58,823 $ 10,935,244 $ �  $ �  $ 58,823 $ 10,935,244
Mortgage-backed 55,853 17,653,348 2,034 55,943 57,887 17,709,291
FHLMC stock �  �  4,840 1,841 4,840 1,841

$ 114,676 $ 28,588,592 $ 6,874 $ 57,784 $ 121,550 $ 28,646,376

The unrealized losses on debt securities are considered temporary because the impairment in value is caused by fluctuation in the current interest
rate market. These securities are expected to be redeemed at par at maturity.
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Note 6: Loans Receivable and Allowance for Loan Losses
Loans receivable consist of the following at December 31, 2012 and March 31, 2012:

December 31,
2012

March 31,
2012

Real estate loans:
One-to four-family:
Residential $ 67,276,544 $ 76,687,365
Investor 16,309,852 17,265,202
Commercial 35,472,360 31,017,798
Construction 3,479,463 3,865,397
Commercial 28,313,427 27,158,449
Home equity loans 14,625,193 16,343,508
Consumer 1,116,395 1,180,933

Total Loans 166,593,234 173,518,652
Premium on loans purchased 21,084 38,334
Net deferred loan origination fees and costs (112,787) (100,197) 
Allowance for loan losses (1,943,193) (3,552,364) 

$ 164,558,338 $ 169,904,425

Residential lending is generally considered to involve less risk than other forms of lending, although payment experience on these loans is
dependent on economic and market conditions in the Bank�s lending area. Construction loan repayments are generally dependent on the related
properties or the financial condition of its borrower or guarantor. Accordingly, repayment of such loans can be more susceptible to adverse
conditions in the real estate market and the regional economy.

A substantial portion of the Bank�s loan portfolio is mortgage loans secured by residential and commercial real estate properties located in the
Baltimore metropolitan area. Loans are extended only after evaluation of a customer�s creditworthiness and other relevant factors on a
case-by-case basis. The Bank generally does not lend more than 90% of the appraised value of a property and requires private mortgage
insurance on residential mortgages with loan-to-value ratios in excess of 80%. In addition, the Bank generally obtains personal guarantees of
repayment from borrowers and/or others for construction loans and disburses the proceeds of those and similar loans only as work progresses on
the related projects.

14
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The following tables set forth for the nine months ended December 31, 2012 and for the year ended March 31, 2012, the balance of the
allowance for loan losses by portfolio segment, disaggregated by impairment methodology, which is further segregated by amounts evaluated for
impairment collectively and individually. The allowance for loan losses allocated to each portfolio segment is not necessarily indicative of future
losses in any particular portfolio segment and does not restrict the use of the allowance to absorb losses in other portfolio segments. There were
no recoveries during the nine months ended December 31, 2012 and the year ended March 31, 2012.

Allowance Loan Balance

Nine months ended

December 31, 2012:
Allowance
3/31/2012

Provision for
loan losses

Charge
offs Recoveries

Allowance
12/31/2012

Individually
Evaluated

for
Impairment

Collectively
Evaluated

for
Impairment

Individually
Evaluated

for
Impairment

Collectively
Evaluated

for

Impairment
Real estate loans
One-to four-family $ 342,905 $ 232,591 $ 76,546 $ �  $ 498,950 $ 194,656 $ 304,294 $ 1,880,992 $ 81,705,404
Commercial 879,698 335,970 701,272 �  514,396 �  514,396 1,406,421 34,065,939
Construction 1,047,658 (293,932) 337,076 �  416,650 416,650 �  3,479,463 �  
Commercial 1,231,723 120,535 873,603 �  478,655 12,739 465,916 1,137,251 27,176,176
Home Equity
Loans 41,829 (2,947) 5,330 �  33,552 �  33,552 23,513 14,601,680
Consumer 270 9,064 8,344 �  990 �  990 �  1,116,395
Unallocated 8,281 (8,281) �  �  �  �  �  �  �  

$ 3,552,364 $ 393,000 $ 2,002,171 $ �  $ 1,943,193 $ 624,045 $ 1,319,148 $ 7,927,640 $ 158,665,594

Allowance Loan Balance

Year ended

March 31, 2012:
Allowance
3/31/2011

Provision for
loan losses

Charge
offs Recoveries

Allowance
3/31/2012

Individually
Evaluated

for
Impairment

Collectively
Evaluated

for
Impairment

Individually
Evaluated

for
Impairment

Collectively
Evaluated

for

Impairment
Real estate
loans
One-to
four-family $ 652,459 $ 27,354 $ 336,908 $ �  $ 342,905 $ 72,999 $ 269,906 $ 1,945,248 $ 92,007,319
Commercial 159,934 731,770 12,006 �  879,698 417,229 462,469 2,598,012 28,419,786
Construction 48,856 998,802 �  �  1,047,658 991,673 55,985 3,649,473 215,924
Commercial 194,180 1,037,543 �  �  1,231,723 770,643 461,080 2,374,967 24,783,482
Home Equity
Loans 38,380 3,449 �  �  41,829 �  41,829 30,033 16,313,475
Consumer 681 (411) �  �  270 �  270 �  1,180,933
Unallocated 88,510 (80,229) �  �  8,281 �  8,281 �  �  

$ 1,183,000 $ 2,718,278 $ 348,914 $ �  $ 3,552,364 $ 2,252,544 $ 1,299,820 $ 10,597,733 $ 162,920,919
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Past due loans, segregated by age and class of loans, as of December 31, 2012 and March 31, 2012, were as follows. There were no loans ninety
days or more past due and accruing interest at December 31, 2012, and March 31, 2012.

December 31, 2012

Loans
30-59 days

past due

Loans
60-89 days

past due

Loans
90 or more

days
past due

Total past
due loans

Current
loans Totals loans

Accruing
loans 90 or

more
days
past
due

Nonaccrual
loans

Nonaccrual

interest

not
accrued

Real estate loans
One-to four-family $ 567,136 $ 538,535 $ 1,032,788 $ 2,138,459 $ 81,447,937 $ 83,586,396 $ �  $ 1,098,002 $ 124,833
Commercial �  �  1,406,422 1,406,422 34,065,938 35,472,360 �  1,406,422 133,795
Construction �  �  1,003,314 1,003,314 2,476,149 3,479,463 �  1,003,314 89,440
Commercial 1,065,157 �  771,024 1,836,181 26,477,246 28,313,427 �  771,024 45,932
Home equity loans 30,589 �  36,891 67,480 14,557,713 14,625,193 �  60,404 749
Consumer �  �  �  �  1,116,395 1,116,395 �  �  �  

$ 1,662,882 $ 538,535 $ 4,250,439 $ 6,451,856 $ 160,141,378 $ 166,593,234 $ �  $ 4,339,166 $ 394,749

March 31, 2012

Loans
30-59 days

past due

Loans
60-89 days

past due

Loans
90 or more

days
past due

Total past
due loans

Current
loans Totals loans

Accruing
loans 90 or

more
days
past
due

Nonaccrual
loans

Nonaccrual

interest

not
accrued

Real estate loans
One-to four-family $ 367,937 $ 6,514 $ 1,011,073 $ 1,385,524 $ 92,567,043 $ 93,952,567 $ �  $ 1,011,073 $ 72,110
Commercial �  �  2,598,200 2,598,200 28,419,598 31,017,798 �  2,598,200 78,405
Construction �  �  1,336,726 1,336,726 2,528,671 3,865,397 �  1,336,726 28,423
Commercial 628,839 �  2,374,561 3,003,400 24,155,049 27,158,449 �  2,374,561 100,734
Home equity loans 60,628 �  29,778 90,406 16,253,102 16,343,508 �  29,778 516
Consumer 4,980 1,309 18,189 24,478 1,156,455 1,180,933 �  18,189 573

$ 1,062,384 $     7,823 $ 7,368,527 $ 8,438,734 $ 165,079,918 $ 173,518,652 $ �  $ 7,368,527 $ 280,761

Impaired Loans as of and for the nine months ended December 31, 2012 and the year ended March 31, 2012 were as follows:

December 31, 2012

Unpaid
contractual
principal
balance

Recorded
investment

with no
allowance

Recorded
investment

with
allowance

Total recorded
investment

Related
allowance

Average
recorded

investment
Interest

recognized

Real estate loans
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One-to
four-family $ 2,179,953 $ 388,221 $ 1,492,771 $ 1,880,992 $ 194,656 $ 1,907,066 $ 46,874
Commercial 2,098,669 1,406,421 �  1,406,421 �  1,740,023 �  
Construction 3,825,067 1,003,313 2,476,150 3,479,463 416,650 3,468,565 126,402
Commercial 1,504,450 771,024 366,227 1,137,251 12,739 1,337,216 12,067
Home equity
loans 23,513 23,513 �  23,513 �  24,695 266
Consumer �  �  �  �  �  �  �  

$   9,631,652 $ 3,592,492 $ 4,335,148 $   7,927,640 $    624,045 $   8,477,565 $ 185,609

March 31, 2012

Unpaid
contractual
principal
balance

Recorded
investment

with no
allowance

Recorded
investment

with
allowance

Total
recorded

investment
Related

allowance

Average
recorded

investment
Interest

recognized

Real estate
loans
One-to
four-family $ 2,186,840 $ 1,009,079 $ 936,169 $ 1,945,248 $ 72,999 $ 2,143,824 $ 35,428
Commercial 2,598,012 499,343 2,098,669 2,598,012 417,229 2,598,200 9,838
Construction 3,649,473 �  3,649,473 3,649,473 991,673 3,339,162 183,832
Commercial 2,374,966 599,877 1,775,090 2,374,967 770,643 2,225,792 49,160
Home equity
loans 30,033 30,033 �  30,033 �  29,968 52
Consumer �  �  �  �  �  �  �  

$ 10,839,324 $ 2,138,332 $ 8,459,401 $ 10,597,733 $ 2,252,544 $ 10,336,946 $ 278,310
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Credit quality indicators

As part of the ongoing monitoring of the credit quality of the Bank�s loan portfolio, management tracks certain credit quality indicators including
trends related to the risk grade of loans, the level of classified loans, net charge offs, nonperforming loans, and the general economic conditions
in the Bank�s market.

The Bank utilizes a risk grading matrix to assign a risk grade to each of its loans. A description of the general characteristics of loans
characterized as watch list or classified is as follows:

Special Mention

A special mention loan has potential weaknesses that deserve management�s close attention. If left uncorrected, these potential weaknesses may
result in deterioration of the repayment prospects for the loan or in the Bank�s credit position at some future date. Special mention loans are not
adversely classified and do not expose the Bank to sufficient risk to warrant adverse classification.

Borrowers may exhibit poor liquidity and leverage positions resulting from generally negative cash flow or negative trends in earnings. Access
to alternative financing may be limited to finance companies for business borrowers and may be unavailable for commercial real estate
borrowers.

Substandard

A substandard loan is inadequately protected by the current sound worth and paying capacity of the obligor or of the collateral pledged, if any.
Substandard loans have a well defined weakness, or weaknesses, that jeopardize the collection or liquidation of the debt. They are characterized
by the distinct possibility that the Bank will sustain some loss if the deficiencies are not corrected.

Borrowers may exhibit recent or unexpected unprofitable operations, an inadequate debt service coverage ratio, or marginal liquidity and
capitalization. These loans require more intense supervision by Bank management.

Doubtful

A doubtful loan has all the weaknesses inherent as a substandard loan with the added characteristic that the weaknesses make collection or
liquidation in full, on the basis of currently existing facts, conditions, and values, highly questionable and improbable.
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The following tables present the December 31, 2012 and March 31, 2012, balances of classified loans based on the risk grade. Classified loans
include Special Mention, Substandard, and Doubtful loans.

December 31, 2012
Special
Mention Substandard Doubtful Total

Real estate loans
One-to four-family $ 2,062,233 $ 1,571,324 $ �  $ 3,633,557
Commercial 2,441,662 1,406,421 �  3,848,083
Construction 2,476,150 1,003,314 �  3,479,464
Commercial 2,078,961 977,762 �  3,056,723
Home equity loans 23,513 36,891 �  60,404
Consumer �  �  �  �  

$ 9,082,519 $ 4,995,712 $ �  $ 14,078,231

March 31, 2012
Special
Mention Substandard Doubtful Total

Real estate loans
One-to four-family $ �  $ 1,945,248 $ �  $ 1,945,248
Commercial �  2,598,012 �  2,598,012
Construction 2,286,078 1,363,395 �  3,649,473
Commercial �  1,782,004 592,963 2,374,967
Home equity loans �  30,033 �  30,033
Consumer �  �  �  �  

$ 2,286,078 $ 7,718,692 $ 592,963 $ 10,597,733

Classified loans also include certain loans that have been modified in troubled debt restructurings (TDRs) where economic concessions have
been granted to borrowers who have experienced or are expected to experience financial difficulties. These concessions typically result from the
Bank�s loss mitigation activities and could include reductions in the interest rate, payment extensions, forgiveness of principal, forbearance or
other actions. Generally, TDRs are classified as nonperforming at the time of restructure and may only be returned to performing status after
considering the borrower�s sustained repayment performance for a reasonable period, generally six months.

A summary of TDRs at December 31, 2012 and March 31, 2012 follows:

December 31, 2012 Performing Nonperforming Total
Real estate
One-to four-family $ 1,469,337 $ �  $ 1,469,337
Commercial �  �  �  
Construction �  �  �  
Commercial 366,227 �  366,227
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Home equity loans 23,513 �  23,513
Consumer �  �  �  

$ 1,859,077 $ �  $ 1,859,077

March 31, 2012 Performing Nonperforming Total
Real estate loans
One-to four-family $ 1,416,745 $ �  $ 1,416,745
Commercial �  �  �  
Construction �  �  �  
Commercial �  �  �  
Home equity loans �  �  �  
Consumer �  �  �  

$ 1,416,745 $ �  $ 1,416,745
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The following table presents the number of contracts and the dollar amount of TDR�s that were added during the nine month period December
31, 2012. The amount shown reflects the outstanding loan balance at the time of the modification.

Nine months ended December 31, 2012
Number of
Contracts

Outstanding Recorded
Investment

Real estate
One-to four-family 2 $ 72,653
Commercial �  �  
Construction �  �  
Commercial 1 366,227
Home equity loans 1 23,840
Consumer �  �  

4 $ 462,720
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In the normal course of business, the Bank has various outstanding commitments and contingent liabilities that are not reflected in the
accompanying financial statements. Loan commitments and lines of credit are agreements to lend to a customer as long as there is no violation
of any condition to the contract. Mortgage loan commitments generally have fixed interest rates, fixed expiration dates, and may require
payment of a fee. Other loan commitments generally have fixed interest rates. Lines of credit generally have variable interest rates. Such lines do
not represent future cash requirements because it is unlikely that all customers will draw upon their lines in full at any time.

The Bank�s maximum exposure to credit loss in the event of nonperformance by the customer is the contractual amount of the credit
commitment. Loan commitments, lines of credit, and letters of credit are made on the same terms, including collateral, as outstanding loans.
Management is not aware of any accounting loss to be incurred by funding these loan commitments.

The Bank had the following outstanding commitments and unused lines of credit as of December 31, 2012 and March 31, 2012:

December 31,
2012

March 31,
2012

Unused commercial lines of credit $ 7,964,649 $ 8,164,696
Unused home equity lines of credit 16,760,591 16,445,437
Mortgage loan commitments 220,000 455,000
Construction loan commitments 123,164 494,603
Commercial loan commitments 2,497,903 3,590,000

Note 7: Regulatory Capital Ratios
The Office of the Comptroller of the Currency has adopted risk-based capital standards for banking organizations. These standards require ratios
of capital to assets for minimum capital adequacy and to be classified as well capitalized under prompt corrective action provisions. The capital
ratios and minimum capital requirements of the Bank at December 31, 2012 and March 31, 2012 were as follows:

Actual
Minimum

capital requirement
To be well

capitalized (1)
Amount Ratio Amount Ratio Amount Ratio

(dollars in thousands)
December 31, 2012
Total Risk-based Capital (to risk-weighted assets) $ 47,257 26.82% $ 14,094 8.00% $ 17,617 10.00% 
Tier 1 Capital (to risk-weighted assets) $ 45,313 25.72% N/A N/A $ 10,570 6.00% 
Tier 1 Capital (to adjusted total assets) $ 45,313 13.73% $ 9,901 3.00% $ 16,502 5.00% 
Tangible Capital (to adjusted total assets) $ 45,313 13.73% $ 4,951 1.50% N/A N/A

March 31, 2012
Total Risk-based Capital (to risk-weighted assets) $ 33,552 20.66% $ 12,998 8.00% $ 16,247 10.00% 
Tier 1 Capital (to risk-weighted assets) $ 31,506 19.04% N/A N/A $ 9,748 6.00% 
Tier 1 Capital (to adjusted total assets) $ 31,506 9.91% $ 9,537 4.00% $ 15,895 5.00% 
Tangible Capital (to adjusted total assets) $ 31,506 9.91% $ 4,769 1.50% N/A N/A
(1) � Under prompt corrective action provisions
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Tier 1 capital consists of total shareholders� equity less goodwill and intangible assets. Total capital includes a limited amount of the allowance
for loan losses and a portion of any unrealized gain on equity securities. In calculating risk-weighted assets, specified risk percentages are
applied to each category of asset and off-balance-sheet items.

Failure to meet the capital requirements could affect, among other things, the Bank�s ability to accept brokered deposits and may significantly
affect the operations of the Bank.

In its regulatory report filed as of December 31, 2012, the Bank exceeded all of its regulatory capital requirements and was considered �well
capitalized� under regulatory guidelines. Management is not aware of any events that would have caused this classification to change.
Management has no plans that should change the classification of the capital adequacy.

Note 8: Fair Value Measurements
Generally accepted accounting principles define fair value, establish a framework for measuring fair value, and establish a hierarchy for
determining fair value measurement. The hierarchy includes three levels and is based upon the valuation techniques used to measure assets and
liabilities. The three levels are as follows:

Level 1: Valuation is based on quoted prices (unadjusted) for identical assets or liabilities in active markets;

Level 2: Valuation is determined from quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar
instruments in markets that are not active or by model-based techniques in which all significant inputs are observable in the market; and

Level 3: Valuation is derived from model-based techniques in which at least one significant input is unobservable and based on the Company�s
own estimates about the assumptions that market participants would use to value the asset or liability.
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The following is a description of the valuation methods used for instruments measured at fair value as well as the general classification of such
instruments pursuant to the applicable valuation method.

Fair value measurements on a recurring basis

Securities available for sale � If quoted prices are available in an active market for identical assets, securities are classified within Level 1 of the
hierarchy. If quoted market prices are not available, then fair values are estimated using pricing models, quoted prices of securities with similar
characteristics or discounted cash flows. As of December 31, 2012 and March 31, 2012, the Bank has categorized its investment securities
available for sale as follows:

Level 1
Inputs

Level 2
Inputs

Level 3
Inputs Total

December 31, 2012
U.S. government agency $ �  $ 22,626,292 $ �  $ 22,626,292
Mortgage-backed �  73,891,440 �  73,891,440
FHLMC stock 1,841 �  �  1,841

Total investment securities available for sale $ 1,841 $ 96,517,732 $ �  $ 96,519,573

March 31, 2012
U.S. government agency $ �  $ 18,820,563 $ �  $ 18,820,563
Mortgage-backed �  76,008,238 �  76,008,238
FHLMC stock 1,575 �  �  1,575

Total investment securities available for sale $ 1,575 $ 94,828,801 $ �  $ 94,830,376

Fair value measurements on a nonrecurring basis

Impaired Loans � The Bank has measured impairment generally based on the fair value of the loan�s collateral. Fair value is generally determined
based upon independent appraisals of the properties, or discounted cash flows based upon the expected proceeds. These assets are included as
Level 3 fair values. As of December 31, 2012 and March 31, 2012, the fair values consist of loan balances of $7,927,640 and $10,597,733 that
have been written down by $624,045 and $2,252,544, respectively, as a result of specific loan loss allowances.

Foreclosed real estate � The Bank�s foreclosed real estate is measured at fair value less estimated cost to sell. As of December 31, 2012 and
March 31, 2012, the fair value of foreclosed real estate was estimated to be $1,183,647 and $755,659, respectively. Fair value was determined
based on offers and/or appraisals. Cost to sell the assets was based on standard market factors. The Company has categorized its foreclosed
assets as Level 3. There was no foreclosed real estate as of March 31, 2011.

Level 1
Inputs

Level 2
Inputs

Level 3
Inputs Total

December 31, 2012
Impaired Loans $ �  $ �  $ 7,303,595 $ 7,303,595
Foreclosed real estate �  �  1,183,647 1,183,647
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Total impaired loans and foreclosed real estate $ �  $ �  $ 8,487,242 $ 8,487,242

March 31, 2012
Impaired Loans $ �  $ �  $ 8,345,189 $ 8,345,189
Foreclosed real estate �  �  755,659 755,659

Total impaired loans and foreclosed real estate $ �  $ �  $ 9,100,848 $ 9,100,848
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The following table reconciles the beginning and ending balance of foreclosed real estate, which is measured on a nonrecurring basis using
significant unobservable, level 3, inputs:

Balance, March 31, 2012 $ 755,659
Transfer to foreclosed real estate 427,988

Balance, December 31, 2012 $ 1,183,647

The remaining financial assets and liabilities are not reported on the balance sheets at fair value on a recurring basis. The calculation of
estimated fair values is based on market conditions at a specific point in time and may not reflect current or future fair values.

December 31, 2012 March 31, 2012

Carrying
amount

Fair
value

Carrying
amount

Fair
value

Financial assets
Level 1 inputs
Cash and cash equivalents $ 51,871,461 $ 51,871,461 $ 35,249,548 $ 35,249,548
Certificates of deposit in other banks �  �  248,000 248,000

Level 2 inputs
Federal Home Loan Bank stock 480,800 480,800 501,900 501,900
Bank-owned life insurance 11,528,423 11,528,423 8,307,075 8,307,075

Level 3 inputs
Loans receivable, net 164,558,338 166,798,481 169,904,425 175,838,162

Financial liabilities
Level 1 inputs
Advance payments by borrowers for taxes and
insurance 249,967 249,967 906,854 906,854

Level 3 inputs
Deposits 264,702,689 266,083,064 281,014,802 281,981,886

The fair values of cash and cash equivalents, certificates of deposit in other banks, and advance payment by borrowers for taxes and insurance
are estimated to equal the carrying amount. These are Level 1 inputs.

The fair values of Federal Home Loan Bank stock and bank-owned life insurance are estimated to equal carrying amounts, which are based on
repurchase prices of the FHLB stock and the insurance company. These are Level 2 inputs.

The fair value of fixed-rate loans is estimated to be the present value of scheduled payments discounted using interest rates currently in effect.
The fair value of variable-rate loans, including loans with a demand feature, is estimated to equal the carrying amount. The valuation of loans is
adjusted for estimated loan losses.

The fair value of interest-bearing checking, savings, and money market deposit accounts is equal to the carrying amount. The fair value of
fixed-maturity time deposits is estimated based on interest rates currently offered for deposits of similar remaining maturities.
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The fair value of outstanding loan commitments and unused lines of credit are considered to be the same as the contractual amounts, and are not
included in the table above. These commitments generate fees that approximate those currently charged to originate similar commitments.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operation

Safe Harbor Statement for Forward-Looking Statements

This report may contain forward-looking statements within the meaning of the federal securities laws. These statements are not historical facts;
rather they are statements based on the Company�s current expectations regarding its business strategies and their intended results and its future
performance. Forward-looking statements are preceded by terms such as �expects�, �believes�, �anticipates�, �intends�, and similar expressions.

Forward-looking statements are not guarantees of future performance. Numerous risks and uncertainties could cause or contribute to the
Company�s actual results, performance, and achievements being materially different from those expressed or implied by the forward-looking
statements. Factors that may cause or contribute to these differences include, without limitation, general economic conditions, including changes
in market interest rates and changes in monetary and fiscal policies of the federal government, legislative and regulatory changes, the quality and
composition of the loan and investment securities portfolio, loan demand, deposit flows, competition, and changes in accounting principles and
guidelines. Additional factors that may affect our results are discussed in Hamilton Bancorp, Inc.�s Prospectus dated August 13, 2012 as filed
with the Securities and Exchange Commission pursuant to Securities Act Rule 424(b)(3) on August 22, 2012. These factors should be
considered in evaluating the forward-looking statements, and undue reliance should not be placed on such statements. Except as required by
applicable law or regulation, the Company assumes no obligation and disclaims any obligation to update any forward-looking statements.

General

Hamilton Bancorp, Inc. (the �Company�) is a Maryland corporation incorporated on June 7, 2012 by Hamilton Bank (the �Bank�) to be its holding
company following the Bank�s conversion from the mutual to the stock form of organization (the �Conversion�). The Conversion was completed
on October 10, 2012. On that same date, the Company completed its public stock offering and issued 3,703,000 shares of its common stock for
aggregate proceeds of $37,030,000, and net proceeds of $35,640,000. The Company�s business is the ownership of the outstanding capital stock
of the Bank. The Company does not own or lease any property but instead uses the premises, equipment and other property of the Bank.

Founded in 1915, the Bank is a community-oriented financial institution, dedicated to serving the financial service needs of customers and
businesses within its geographic area, which consists of Baltimore City, Baltimore County, and Anne Arundel County in Maryland. We offer a
variety of deposit products and provide loans secured by real estate located in our market area. Our real estate loans consist primarily of one-to
four-family mortgage loans, as well as commercial real estate loans, and home equity loans and lines of credit. We also offer commercial term
and line of credit loans and, to a limited extent, consumer loans. We currently operate out of our corporate headquarters in Towson, Maryland
and full-service branch offices located in Baltimore City, Cockeysville, Towson and Pasadena, Maryland. The Bank is subject to extensive
regulation, examination and supervision by the Office of the Comptroller of the Currency, its primary federal regulator, and the Federal Deposit
Insurance Corporation, its deposit insurer. The Company is subject to regulation and supervision by the Board of Governors of the Federal
Reserve System.

The Company and the Bank maintain an Internet website at http://www.hamilton-bank.com. Information on our website should not be
considered a part of this Quarterly Report on Form 10-Q.

Critical Accounting Policies

We consider accounting policies involving significant judgments and assumptions by management that have, or could have, a material impact on
the carrying value of certain assets or on income to be critical accounting policies. The following represent our critical accounting policies:

Allowance for Loan Losses. The allowance for loan losses is the amount estimated by management as necessary to cover losses inherent in the
loan portfolio at the balance sheet date. The allowance is established through the provision for

23

Edgar Filing: Hamilton Bancorp, Inc. - Form 10-Q

Table of Contents 34



Table of Contents

loan losses, which is charged to income. Determining the amount of the allowance for loan losses necessarily involves a high degree of
judgment. Among the material estimates required to establish the allowance are: loss exposure at default, the amount and timing of future cash
flows on impacted loans, value of collateral, and determination of loss factors to be applied to the various elements of the portfolio. All of these
estimates are susceptible to significant change. Management reviews the level of the allowance monthly and establishes the provision for loan
losses based upon an evaluation of the portfolio, past loss experience, current economic conditions, and other factors related to the collectability
of the loan portfolio. Although we believe that we use the best information available to establish the allowance for loan losses, future
adjustments to the allowance may be necessary if economic or other conditions differ substantially from the assumptions used in making the
evaluation. In addition, the Office of The Comptroller of the Currency, as an integral part of its examination process, periodically reviews our
allowance for loan losses and may require us to recognize adjustments to the allowance based on its judgments about information available to it
at the time of its examination. A large loss could deplete the allowance and require increased provisions to replenish the allowance, which would
adversely affect earnings.

Fair Value of Investments. Securities are characterized as available for sale or held to maturity based on management�s ability and intent
regarding such investment at acquisition. On an ongoing basis, management must estimate the fair value of its investment securities based on
information and assumptions it deems reliable and reasonable, which may be quoted market prices or if quoted market prices are not available,
fair values extrapolated from the quoted prices of similar instruments. Based on this information, an assessment must be made as to whether any
decline in the fair value of an investment security should be considered an other-than-temporary impairment and recorded in noninterest revenue
as a loss on investments. The determination of such impairment is subject to a variety of factors, including management�s judgment and
experience.

Goodwill Impairment. Goodwill represents the excess purchase price paid for our Pasadena branch over the fair value of the net assets acquired.
Goodwill is not amortized but is tested for impairment annually or more frequently if events or changes in circumstances indicate that the asset
might be impaired. The Bank is considered the Reporting Unit for purposes of impairment testing. Impairment testing requires that the fair value
of the Bank be compared to the carrying amount of the Bank�s net assets, including goodwill. If the fair value of the Bank exceeds the book
value, no write-down of recorded goodwill is required. If the fair value of the Bank is less than book value, an expense may be required to
write-down the related goodwill to the proper carrying value. We test for impairment of goodwill during February of each year. We estimate the
fair value of the Bank utilizing three valuation methods including the Comparable Transactions Approach, the Public Market Peers Approach,
and the Discounted Cash Flow Approach.

Based on our impairment testing during February 2012, there was no evidence of impairment of the Bank�s goodwill or intangible assets.

Comparison of Financial Condition at December 31, 2012 and March 31, 2012

Assets. Total assets increased $16.3 million, or 5.1%, to $334.8 million at December 31, 2012 from $318.5 million at March 31, 2012. The
increase was primarily the result of a $16.6 million increase in cash and cash equivalents, a $1.7 increase in total securities, a $3.2 million
increase in Bank-owned life insurance (�BOLI�), partially offset by a $5.3 million decrease in net loans receivable.

Cash and Cash Equivalents. Cash and cash equivalents increased by $16.6 million, or 47.2%, to $51.9 million at December 31, 2012 from
$35.2 at March 31, 2012. The increase in cash and cash equivalents is primarily due to $37.0 million received in proceeds from Hamilton
Bancorp�s stock offering in connection with the mutual-to-stock conversion of Hamilton Bank. The stock conversion date was October 10, 2012.
Roughly $1.4 million of the proceeds were used to pay offering expenses and another $16.3 million was invested in Hamilton Bank as equity. In
addition, some of the proceeds were used to purchase several available-for-sale securities.

Securities. Total securities increased $1.7 million, or 1.8%, to $96.5 million at December 31, 2012, as U.S. government agency securities
increased $3.8 million and mortgage-backed securities decreased $2.1 million. The decline in mortgage-backed securities during the nine months
ended December 31, 2012 was primarily due to large principal pay downs on several mortgage-backed investment securities. In addition, four
mortgage-backed investments were sold in the nine months ending December 31, 2012. Proceeds from the principal pay downs and sales were
used to purchase additional BOLI, as well as U.S. government agency and other mortgage-back investments.
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Loans. Net loans receivable decreased by $5.3 million, or 3.1%, to $164.6 million at December 31, 2012 from $169.9 million at March 31,
2012. The decrease in loans receivable for the nine month period ended December 31, 2012 was primarily due to a decrease of $10.4 million, or
11.0%, in total residential mortgage loans, a $1.7 million, or 10.5%, decrease in home equity loans and lines of credit. These declines were offset
by a $4.5 million, or 14.4%, increase in commercial real estate loans, and a $1.2 million, or 4.3%, increase in commercial business loans. The
decrease in residential mortgage loans was primarily due to the repayment of residential mortgage loans, which exceeded our origination of
residential mortgage loans for portfolio during the nine month period. The increase in commercial loans reflects the settlement of several new
loan advances during the three months ending December 31, 2012.

Foreclosed Real Estate. Foreclosed real estate increased from $756,000 at March 31, 2012, to $1.2 million at December 31, 2012 due to the
transfer in May 2012 of one non-performing commercial real estate loan secured by a building in Baltimore City to foreclosed real estate.

Bank-Owned Life Insurance. At December 31, 2012, our investment in bank-owned life insurance was $11.5 million, an increase of $3.2
million from $8.3 million at March 31, 2012. The increase in BOLI is primarily related to $3.0 million in additional BOLI purchased in
December 2012.

Deposits. Total deposits decreased $16.3 million, or 5.8%, to $264.7 million at December 31, 2012 from $281.0 million at March 31, 2012. The
decrease is attributable to our on-going efforts to reduce the Bank�s reliance on certificates of deposit as a funding source. We continued to allow
higher costing certificates of deposit to runoff at maturity during the first nine months of fiscal 2013, as we focused on increasing the level of
core deposits. During the nine month period ended December 31, 2012, certificates of deposit decreased $17.4 million, or 7.9%, to $202.4
million, while money market accounts increased $1.2 million, or 4.5%, to $27.8 million. NOW accounts increased $878,000 to $8.4 million,
while non-interest bearing deposits decreased $1.3 million, or 11.0%, to $10.5 million and statement savings accounts increased $360,000, or
2.3%, to $15.6 million at December 31, 2012 from $15.3 million at March 31, 2012.

Borrowings. We had no borrowings outstanding at December 31, 2012 or March 31, 2012. At December 31, 2012, we had the ability to borrow
approximately $67.0 million, or 20%, of total assets from the Federal Home Loan Bank of Atlanta, subject to our pledging sufficient assets.

Equity. Total equity increased $33.3 million, or 94.9%, to $68.3 million at December 31, 2012 from $35.1 million at March 31, 2012. The
increase was due to the net capital infusion of $35.6 million received in Hamilton Bancorp�s stock offering in connection with the
mutual-to-stock conversion of Hamilton Bank. The capital infusion was offset by $3.0 million associated with the establishment of an employee
stock ownership program (�ESOP�). In addition, equity increased during the nine month period ended December 31, 2012 due to net income of
$429,000 and a $219,000 increase in accumulated other comprehensive income resulting from increased market value in the investment portfolio
due to lower market interest rates.

Comparison of Asset Quality at December 31, 2012 and March 31, 2012

Our non-performing assets decreased $2.6 million to $5.5 million at December 31, 2012 from $8.1 million at March 31, 2012. Our
non-performing loans decreased from $7.4 million at March 31, 2012, to $4.4 million at December 31, 2012. The decline in non-performing
loans between March 31, 2012 and December 31, 2012 was primarily due to $2.0 million of charge-offs, the receipt of $594,000 for payment in
full of two non-performing commercial business loans, and the transfer to foreclosed real estate of a property valued at $428,000 that secured a
non-performing commercial real estate loan. This property is currently being marketed for sale. The $2.0 million in charge-offs included
$593,000 and $280,000 on two commercial business loans, $629,000 on one commercial real estate loan and $337,000 on one commercial
construction loan. These four loans were classified as impaired as of March 31, 2012. Of the $2.0 million in loans charged off, $1.6 million had
been previously reflected in the Bank�s allowance for loan losses as specific reserves at March 31, 2012.
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The provision for loan losses totaled $335,000 for the quarter ended December 31, 2012 compared to a provision adjustment of $(30,000) for the
third quarter of fiscal 2012. The provision for loan losses totaled $393,000 for the nine months ended December 31, 2012 compared to $387,000
for the 2011 period. The increased provision in the third quarter of 2012 was primarily related to a charge off for $212,000 on one commercial
property and $130,000 in specific reserves established for two residential properties.

The allowance for loan and lease losses at December 31, 2012 totaled $1.9 million, or 1.17% of total loans, compared to $3.6 million at
March 31, 2012, or 2.05% of total loans. The $1.6 million decrease in the allowance for loan losses was primarily the result of the charge-off of
loans with specific reserves, partially offset by the $393,000 provision for loan losses for the nine months ending December 31, 2012.

Results of Operations for the Three Months Ended December 31, 2012 and 2011 (unaudited)

General. Net income decreased $315,000, or 82.8%, to $65,000 for the three months ended December 31, 2012 from $380,400 for the three
months ended December 31, 2011. The decrease resulted primarily from a $128,000 decrease in net interest income, an $87,000 increase in
noninterest expense and a $365,000 increase in the provision for loan losses, partially offset by a $63,000 increase in noninterest revenue.

Net Interest Income. Net interest income decreased $128,000, or 6.2%, to $1.9 million for the three months ended December 31, 2012 from $2.1
million for the three months ended December 31, 2011. The decrease in net interest income primarily resulted from a decrease of $372,000 in
interest and dividend income, partially offset by a decrease of $245,000 in interest expense. The decrease in net interest income was primarily
driven by declining market interest rates and the accelerated amortization of premiums on mortgage-backed securities during the three months
ended December 31, 2012. During fiscal 2012, the average cost of deposits (the Bank�s only interest-bearing liabilities), in particular certificates
of deposit, declined slower than the average yield earned on our interest-earning assets. As a result, our interest rate spread for the three months
ended December 31, 2012 declined 37 basis points to 2.17% when compared to the three month period ended December 31, 2011. Although our
average interest-earning assets increased by $17.7 million, or 5.8%, our net interest income did not decrease because most of these assets were in
lower yielding interest-bearing deposits when compared to the period ended December 31, 2011. In addition, our average balance of higher
yielding loans and securities decreased, which had a negative impact on net interest income.

Interest and Dividend Income. Interest and dividend income decreased $372,000 to $2.6 million for the three months ended December 31, 2012
from $3.0 million for the three months ended December 31, 2011. The decrease resulted primarily from a $216,000 decrease in interest income
on loans and a $174,000 decrease in interest income on U.S. government agency and mortgage-backed securities, partially offset by an increase
of $17,000 in interest income on federal funds sold and other bank deposits.

Interest income on loans decreased $216,000, or 8.9%, to $2.2 million for the three months ended December 31, 2012 from $2.4 million for the
three months ended December 31, 2011. The decrease primarily resulted from a 17 basis point decrease in the average yield to 5.46% for the
three months ended December 31, 2012 from 5.63% for the three months ended December 31, 2011, reflecting decreases in market interest rates
for loan products. The decrease was also due in part to a $10.2 million, or 5.9%, decrease in the average balance of loans, net, to $162.6 million
for the three months ended December 31, 2012 from $172.8 million for the three months ended December 31, 2011.

Interest and dividend income on total securities decreased $174,000 to $354,000 for the three months ended December 31, 2012 from $528,000
for the three months ended December 31, 2011. The decrease primarily resulted from a $142,000 decrease in interest income on
mortgage-backed securities and a $31,000 decrease in interest income on U.S. government agency securities. The decrease in interest income
from mortgage-backed securities was primarily due to an 83 basis point decrease in the average yield on mortgage-backed securities, partially
offset by a $5.1 million increase in the average balance of mortgage-backed securities. The decrease in interest income on U.S. government
agency securities was primarily due to a $9.3 million decrease in the average balance of U.S. government agency securities, partially offset by a
31 basis point increase in the average yield on U.S. government agency securities.
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Interest income associated with federal funds sold and other bank deposits increased $17,000, or 96.7%, to $35,000 for the three months ended
December 31, 2012 from $18,000 for the three months ended December 31, 2011. The increase is primarily attributable to the average balance
of federal funds sold and other bank deposits increasing $32.4 million, or 96.7%, to $65.8 million for the three months ended at December 31,
2012 from $33.4 million for the three months ended at December 31, 2011. The increase primarily resulted from the $35.6 million in net
proceeds received in the stock offering.

Interest Expense. Interest expense, consisting entirely of the cost of interest-bearing deposits, decreased $245,000, or 26.6%, to $676,000 for the
three months ended December 31, 2012 from $921,000 for the three months ended December 31, 2011. The decrease in the cost of
interest-bearing deposits was due to a decrease of 30 basis points in the average rate paid on interest-bearing deposits to 1.05% for the three
months ended December 31, 2012 from 1.35% for the three months ended December 31, 2011. The decrease in interest expense was also due to
a $17.0 million, or 6.2%, decrease in the average balance of interest-bearing deposits to $256.7 million for the three months ended December 31,
2012 from $273.7 million for the three months ended December 31, 2011. The decline in the average balance of interest-bearing deposits was
primarily due to our strategy to allow higher costing certificates of deposit to runoff at maturity and gradually replace them with lower-cost core
deposits. The balance of certificates of deposit decreased $20.9 million to $202.4 million at December 31, 2012 from $223.3 million at
December 31, 2011.
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Average Balances, Interest and Yields. The following table presents information regarding average balances of assets and liabilities, the total
dollar amounts of interest income and dividends from average interest-earning assets, the dollar amounts of interest expense on average
interest-bearing liabilities, and the resulting annualized average yields and costs. The yields and costs for the periods indicated are derived by
dividing income or expense by the average balances of assets or liabilities, respectively, for the periods presented. Average balances have been
calculated using monthly balances. Amortization of net deferred loan fees are included in interest income on loans and are insignificant. No
tax-equivalent adjustments were made. Nonaccruing loans have been included in the table as loans carrying a zero yield.

Three Months Ended December 31,
(dollars in thousands)

2012 2011
Average Yield/ Average Yield/
Balance Interest Cost Balance Interest Cost

Assets:
Interest-bearing deposits $ 65,844 $ 32 0.19% $ 33,471 $ 17 0.20% 
Investment securities available-for-sale 95,199 354 1.49% 99,434 528 2.12% 
Loans receivable, net (1) 162,606 2,218 5.46% 172,813 2,434 5.63% 
Other interest-earning assets 533 3 2.25% 810 1 0.49% 

Total interest-earning assets 324,182 2,607 3.22% 306,528 2,980 3.89% 
Noninterest-earning assets 19,630 16,087

Total assets $ 343,812 $ 322,615

Liabilities and Shareholders� Equity:
Time deposits $ 205,206 $ 657 1.28% $ 225,491 $ 886 1.57% 
Savings 15,184 4 0.11% 15,187 8 0.21% 
NOW and money market accounts 36,280 15 0.17% 33,022 27 0.33% 

Total interest-bearing deposits 256,670 676 1.05% 273,700 921 1.35% 
Other interest-bearing liabilities �   �   0.00% �   �   0.00% 
Total interest-bearing liabilities 256,670 676 1.05% 273,700 921 1.35% 

Noninterest-bearing deposits 18,162 10,255
Other noninterest-bearing liabilities 2,122 2,366

Total liabilities 276,954 286,321
Total shareholders� equity 66,858 36,294

Total liabilities and shareholders� equity $ 343,812 $ 322,615

Net interest income $ 1,931 $ 2,059

Interest rate spread 2.17% 2.54% 

Net interest margin 2.38% 2.69% 

Average interest-earning assets to average interest-bearing liabilities 126.30% 111.99% 

(1) Loans placed on non-accrual status are included in average assets.
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Provision for Loan Losses. We establish provisions for loan losses that are charged to operations in order to maintain the allowance for loan
losses at a level believed, to the best of management�s knowledge, to cover all known and inherent losses in the portfolio both probable and
reasonable to estimate at each reporting date. We recorded a $335,000 provision for loan losses for the three months ended December 31, 2012
compared to a negative $30,000 provision for loan loss for the three months ended December 31, 2011. The allowance for loan losses was $1.9
million, or 44.6% of non-performing loans at December 31, 2012 compared to $1.5 million, or 19.5% of non-performing loans at December 31,
2011. The increased provision for the third quarter of fiscal 2013 reflects management�s view of the losses inherent in the loan portfolio. During
the three months ended December 31, 2012, loan charge offs increased $212,000, compared to no charge offs during the three months ended
December 31, 2011. In addition, during fiscal year 2012 we increased the amount of our commercial real estate and commercial business loans,
which are generally considered to bear higher risk than one-to four-family mortgage loans. The increase in our balances of commercial loans and
non-performing loans and the continued weak economy have caused us to increase the overall level of our allowance for loan losses.
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Analysis of Loan Loss Experience. The following table sets forth an analysis of the allowance for loan losses for the periods indicated.

Three Months Ended
December 31,

2012 2011
(dollars in thousands)

Allowance for loan losses at beginning of period $ 1,822 $ 1,505
Charge-offs:
Real estate loans:
One-to four-family �   �   
Commercial 213 �   
Construction �   �   
Commercial �   �   
Home equity �   �   
Consumer �   �   

Total charge-offs 213 �   
Recoveries � �   

Net charge-offs 213 �   
Provision for loan losses 335 (30) 

Allowance for loan losses at end of period $ 1,944 $ 1,475

Allowance for loan losses to non-performing loans 44.61% 19.53% 

Allowance for loan losses to total loans outstanding at the end of the period 1.17% 0.84% 

Net charge-offs to average loans outstanding during the period (not
annualized) 0.13% 0.00% 

Noninterest Income. Noninterest income increased $63,000 to $196,000 for the three months ended December 31, 2012, compared to $134,000
for the three months ended December 31, 2011. The increase was primarily attributable to an increase of $28,000 in gain on sale of investment
securities, a $12,000 increase in service charges and a $25,000 increase in gain on sale of loans. Other noninterest income did change
significantly for the three month period ended December 31, 2012 as compared to the period ended December 31, 2011

Noninterest Expense. Noninterest expense increased $87,000, or 5.3%, to $1.7 million for the three months ended December 31, 2012 from $1.6
million for the three months ended December 31, 2011. The largest components of this increase were advertising, which increased by $36,000,
data processing, which increased $36,000, office occupancy expense, which increased $21,000, and other real estate owned expense which
increased by $45,000. These increases were partially offset by a $75,000 decrease in overall salaries and benefits. Reversal of certain accruals
during the third quarter of fiscal 2013 accounted for the decrease in salaries.

Income Tax Expense. We recorded a $6,000 income tax benefit for the three months ended December 31, 2012 and $196,000 of income tax
expense for the three months ended December 31, 2011. The effective income tax rate was a negative 10.1% for the three months ended
December 31, 2012 and 34.0% for the three months ended December 31, 2011. The reason the effective tax rate in the fiscal 2013 period was
negative was that tax-exempt revenue exceeded our income before income taxes compared to the three months ended December 31, 2011.
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Comparison of Results of Operations for the Nine Months Ended December 31, 2012 and 2011 (unaudited)

General. Net income decreased $613,000, or 58.8%, to $429,000 for the nine months ended December 31, 2012 from $1.0 million for the nine
months ended December 31, 2011. The decrease resulted primarily from a $453,000 decrease in net interest income and a $585,000 increase in
noninterest expense, partially offset by a $44,000 increase in noninterest income and a $387,000 decrease in income tax expense.

Net Interest Income. Net interest income decreased $453,000, or 7.0%, to $6.0 million for the nine months ended December 31, 2012 from $6.5
million for the nine months ended December 31, 2011. The decrease in net interest income primarily resulted from a decrease of $1.3 million in
interest and dividend income, partially offset by a decrease of $823,000 in interest expense. The decrease in net interest income was primarily
driven by declining market interest rates during the nine months ended December 31, 2012. During fiscal 2012, the average cost of deposits (the
Bank�s only interest-bearing liabilities), in particular certificates of deposit, declined faster than the average yield earned on our interest-earning
assets. However, during the nine months ended December 31, 2012, the average yield on our interest-earning assets decreased at a faster pace
than the average cost of deposits. As a result, our interest rate spread for the nine months ended December 31, 2012 decreased 19 basis points to
2.44% compared to 2.63% for the nine months ended December 31, 2011. Our net interest income was negatively impacted by a $3.5 million
decrease in the average balance of our interest-earning assets for the nine months ended December 31, 2012 compared to the nine months ended
December 31, 2011. The impact of this decrease was magnified by a decrease of $10.5 million in the average balance of loans during the nine
months ended December 31, 2012 (which had average yields of 5.54% during the period), and a $12.8 million increase in deposits in other banks
during the nine months ended December 31, 2012 (which had average yields of 0.19%). The decline in average earning assets was partially
offset by a $19.5 million decrease in our average interest-bearing liabilities over the same nine month period ended December 31, 2012
compared to the same period ended December 31, 2011.

Interest and Dividend Income. Interest and dividend income decreased $1.3 million, or 13.5%, to $8.2 million for the nine months ended
December 31, 2012 from $9.5 million for the nine months ended December 31, 2011. The decrease resulted primarily from a $717,000 decrease
in interest income on loans and a $567,000 decrease in interest income on U.S. government agency and mortgage-backed securities.

Interest income on loans decreased $717,000, or 9.5%, to $6.8 million for the nine months ended December 31, 2012 from $7.6 million for the
nine months ended December 31, 2011. This decrease primarily resulted from a 22 basis point decrease in the average yield to 5.54% for the
nine months ended December 31, 2012 from 5.76% for the nine months ended December 31, 2011, reflecting decreases in market interest rates.
The decrease was also due in part to a $10.5 million, or 6.0%, decrease in the average balance of loans to $164.4 million for the nine months
ended December 31, 2012 from $174.9 million for the nine months ended December 31, 2011.

Interest income on U.S. government agency and mortgage-backed securities decreased $567,000, or 30.3%, to $1.3 million for the nine months
ended December 31, 2012 from $1.9 million for the nine months ended December 31, 2011. The decrease resulted from a $254,000 decrease in
interest income on U.S. government agency securities and a $313,000 decrease in interest income on mortgage-backed securities. The decrease
in interest income from U.S. government agency securities was primarily due to a 14 basis point decrease in the average yield on U.S.
government agency securities and a $15.0 million decrease in the average balance of U.S. government agency securities. The decrease in interest
income from mortgage-backed securities was primarily due to an 81 basis point decrease in the average yield on mortgage-backed securities,
partially offset by a $9.2 million increase in the average balance of mortgage-backed securities.

Interest income associated with federal funds sold and other bank deposits increased $7,000, or 10.7%, to $73,000 for the nine months ended
December 31, 2012 from $66,000 for the nine months ended December 31, 2011. The increase is primarily attributable to the average balance on
federal funds and other bank deposits increasing $12.8 million, or 36.4%, to $48.1 million for the nine months ended December 31, 2012 from
$35.3 million for the nine months ended December 31, 2011. The increase primarily resulted from the $35.6 million in net proceeds received in
the stock offering.

Interest Expense. Interest expense, consisting entirely of the cost of interest-bearing deposits, decreased $823,000, or 27.3%, to $2.2 million for
the nine months ended December 31, 2012 from $3.0 million for the nine months ended
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December 31, 2011. The decrease in the cost of interest-bearing deposits was due to a decrease of 31 basis points in the average rate paid on
interest-bearing deposits to 1.12% for the nine months ended December 31, 2012 from 1.43% for the nine months ended December 31, 2011.
The decrease in interest expense was also due to a $19.5 million, or 6.9%, decrease in the average balance of interest-bearing deposits to $261.0
million for the nine months ended December 31, 2012 from $280.5 million for the nine months ended December 31, 2011. The decline in the
average balance of interest-bearing deposits was primarily due to our strategy to allow higher costing certificates of deposit to runoff at maturity,
and gradually replace them with lower-cost core deposits. The balance of certificates of deposit decreased $20.9 million to $202.4 million at
December 31, 2012 from $223.3 million at December 31, 2011.

Average Balances, Interest and Yields. The following table presents information regarding average balances of assets and liabilities, the total
dollar amounts of interest income and dividends from average interest-earning assets, the dollar amounts of interest expense on average
interest-bearing liabilities, and the resulting annualized average yields and costs. The yields and costs for the periods indicated are derived by
dividing income or expense by the average balances of assets or liabilities, respectively, for the periods presented. Average balances have been
calculated using monthly balances. Amortization of net deferred loan fees are included in interest income on loans and are insignificant. No
tax-equivalent adjustments were made. Nonaccruing loans have been included in the table as loans carrying a zero yield.

Nine Months Ended December 31,
(dollars in thousands)

2012 2011
Average Yield/ Average Yield/
Balance Interest Cost Balance Interest Cost

Assets:
Interest-bearing deposits $ 48,096 $ 67 0.19% $ 35,259 $ 63 0.24% 
Investment securities available-for-sale 94,885 1,306 1.84% 100,625 1,873 2.48% 
Loans receivable, net (1) 164,361 6,834 5.54% 174,894 7,550 5.76% 
Other interest-earning assets 621 6 1.29% 721 3 0.55% 

Total interest-earning assets 307,963 8,213 3.56% 311,499 9,489 4.06% 
Noninterest-earning assets 18,894 16,157

Total assets $ 326,857 $ 327,656

Liabilities and Shareholders� Equity:
Time deposits $ 210,913 $ 2,112 1.34% $ 232,495 $ 2,895 1.66% 
Savings 15,199 19 0.17% 15,095 25 0.22% 
NOW and money market accounts 34,906 61 0.23% 32,884 95 0.39% 

Total interest-bearing deposits 261,018 2,192 1.12% 280,474 3,015 1.43% 
Other interest-bearing liabilities �   �   0.00% �   �   0.00% 

Total interest-bearing liabilities 261,018 2,192 1.12% 280,474 3,015 1.43% 

Noninterest-bearing deposits 17,518 9,105
Other noninterest-bearing liabilities 2,257 2,390

Total liabilities 280,793 291,969
Total shareholders� equity 46,064 35,687

Total liabilities and shareholders� equity $ 326,857 $ 327,656

Net interest income $ 6,021 $ 6,474

Interest rate spread 2.44% 2.63% 

Edgar Filing: Hamilton Bancorp, Inc. - Form 10-Q

Table of Contents 43



Net interest margin 2.61% 2.77% 

Average interest-earning assets to average interest-bearing liabilities 117.99% 111.06% 

(1) Loans placed on non-accrual status are included in average assets.
Provision for Loan Losses. We establish provisions for loan losses that are charged to operations in order to maintain the allowance for loan
losses at a level believed, to the best of management�s knowledge, to cover all known and
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inherent losses in the portfolio both probable and reasonable to estimate at each reporting date. We recorded a provision for loan losses of
$393,000 for the nine months ended December 31, 2012 compared to a $387,000 provision for loan loss for the nine months ended
December 31, 2011. The allowance for loan losses was $1.9 million, or 44.6% of non-performing loans at December 31, 2012 compared to $1.5
million, or 19.5% of non-performing loans at December 31, 2011. The provision for the nine months of fiscal 2013 reflects management�s view
of the losses inherent in the loan portfolio. During the nine months ended December 31, 2012, loan charge offs increased to $2.0 million,
compared to $95,000 in charge offs during the nine months ended December 31, 2011. In addition, during fiscal year 2012 we increased the
amount of our commercial real estate and commercial business loans, which are generally considered to bear higher risk than one-to four-family
mortgage loans. The increase in our balances of commercial loans and non-performing loans and the continued weak economy have caused us to
increase the overall level of our allowance for loan losses.

Analysis of Loan Loss Experience. The following table sets forth an analysis of the allowance for loan losses for the periods indicated.

Nine Months Ended
December 31,

2012 2011
(dollars in thousands)

Allowance for loan losses at beginning of period $ 3,552 $ 1,183
Charge-offs:
Real estate loans:
One-to four-family 77 95
Commercial 702 �   
Construction 337 �   
Commercial 873 �   
Home equity 5 �   
Consumer 8 �   

Total charge-offs 2,002 95
Recoveries �   �   

Net charge-offs 2,002 95
Provision for loan losses 393 387

Allowance for loan losses at end of period $ 1,943 $ 1,475

Allowance for loan losses to non-performing loans 44.61% 19.53% 

Allowance for loan losses to total loans outstanding at the end of the period 1.17% 0.84% 

Net charge-offs to average loans outstanding during the period (not
annualized) 1.22% 0.05% 

Noninterest Income. Noninterest income increased $44,000, or 7.7%, to $616,000 for the nine months ended December 31, 2012 from $573,000
for the nine months ended December 31, 2011. The increase is primarily due to a $116,000 increase in gain on sale of loans and a $32,000
increase in service charges resulting from more transactions and increased fees. The increases are partially offset by a $98,000 decrease in gain
on sale of investment securities and a $16,000 decrease in earnings on bank-owned life insurance.

Noninterest expense. Noninterest expense increased $585,000, or 11.5%, to $5.7 million for the nine months ended December 31, 2012 from
$5.1 million for the nine months ended December 31, 2011. The largest components of this increase were salaries and employee benefits, which
increased $123,000 due to new hires and normal salary increases, advertising, which increased $98,000 as a result of our new branding strategy
and marketing campaign, data processing, which increased $114,000, other real estate owned expense incurred for the taxes and maintenance of
foreclosed real
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estate, which increased $118,000, and other noninterest expenses, which increased $90,000 due to expenses associated with operating the
residential and commercial loan portfolio. These increases were partially offset by a $57,000 decrease in furniture and equipment expense
associated with the administrative office move last year.

Income Tax Expense. We recorded $133,000 in income tax expense for the nine months ended December 31, 2012 and $520,000 of tax expense
for the nine months ended December 31, 2011. The effective income tax rate was 23.6% for the nine months ended December 31, 2012 and
33.3% for the nine months ended December 31, 2011. The reason for the decrease in the effective tax rate in the fiscal 2013 period was that
tax-exempt revenue represented a larger percentage of our income before income taxes during the nine months ended December 31, 2012
compared to the nine months ended December 31, 2011.

Liquidity and Capital Resources

Liquidity is the ability to meet current and future financial obligations of a short-term nature. Our primary sources of funds available to meet
short-term liquidity needs consist of deposit inflows, loan repayments, and maturities and sales of investment securities. While maturities and
scheduled amortization of loans and securities are predictable sources of funds, deposit flows and mortgage prepayments are greatly influenced
by general interest rates, economic conditions, and competition. We regularly adjust our investments in liquid assets available to meet short-term
liquidity needs based upon our assessment of (i) expected loan demand, (ii) expected deposit flows, (iii) yields available on interest-earning
deposits and securities, and (iv) the objectives of our asset/liability management policy. We do not have long-term debt or other financial
obligations that would create long-term liquidity concerns.

Our most liquid assets are cash and cash equivalents and interest-bearing deposits. The level of these assets depends on our operating, financing,
lending, and investing activities during any given period. At December 31, 2012, cash and cash equivalents totaled $51.9 million. This increase
is primarily attributable to the $35.6 million received in net proceeds from the mutual-to-stock conversion completed on October 10, 2012.
Securities classified as available-for-sale amounted to $96.5 million. Our liquidity has increased as customers have sought the safety of the FDIC
insured deposits. In addition, at December 31, 2012, the Bank had the ability to borrow a total of approximately $67.0 million or 20% of total
assets from the Federal Home Loan Bank of Atlanta, and the Bank has two lines of credit totaling $6.0 million with one large financial
institution. At December 31, 2012, we had no Federal Home Loan Bank advances outstanding or borrowings on the lines of credit.

Certificates of deposit due within one year of December 31, 2012 totaled $115.3 million, or 57.0% of certificates of deposit. We believe the
large percentage of certificates of deposit that mature within one year reflects customers� hesitancy to invest their funds for longer periods due to
the current low interest rate environment and local competitive pressures. If these maturing deposits do not remain with us, we will be required
to seek other sources of funds, including other certificates of deposit and borrowings. Depending on market conditions, we may be required to
pay higher rates on such deposits or other borrowings than we currently pay on certificates of deposit due on or before December 31, 2013. We
believe, however, based on past experience that a significant portion of our certificates of deposit will remain with us. We have the ability to
attract and retain deposits by adjusting the interest rates offered.

In the normal course of operations, we engage in a variety of financial transactions that, in accordance with generally accepted accounting
principles, are not recorded in our financial statements. These transactions involve, to varying degrees, elements of credit, interest rate and
liquidity risk. Such transactions are used primarily to manage customers� requests for funding and take the form of loan commitments, unused
lines of credit and letters of credit. At December 31, 2012, we had $27.6 million in commitments to extend credit outstanding.

We are subject to various regulatory capital requirements administered by the Office of the Comptroller of the Currency, including a risk-based
capital measure. The risk-based capital guidelines include both a definition of capital and a framework for calculating risk-weighted assets by
assigning balance sheet assets and off-balance sheet items to broad risk categories. At December 31, 2012, the Bank exceeded all of its
regulatory capital requirements and was considered �well capitalized� under regulatory guidelines.

33

Edgar Filing: Hamilton Bancorp, Inc. - Form 10-Q

Table of Contents 47



Table of Contents

Item 3. Quantitative and Qualitative Disclosures About Market Risk
For a discussion of our market risk, see the Company�s prospectus dated August 13, 2012, filed with the SEC on Form 424(b)(3) on August 22,
2012. The Company�s market risk has not changed materially from that disclosed in the prospectus.

Item 4. Controls and Procedures
An evaluation was performed under the supervision and with the participation of the Company�s management, including the Company�s principal
executive officer and principal financial officer, of the effectiveness of the design and operation of the Company�s disclosure controls and
procedures (as defined in Rule 13a-15(e) promulgated under the Securities and Exchange Act of 1934, as amended) as of the period covered by
this report. Based upon such evaluation, the principal executive officer and principal financial officer concluded that, as of the end of the period
covered by this report, the Company�s disclosure controls and procedures were effective for the purpose of ensuring that the information required
to be disclosed in the reports that the Company files or submits under the Exchange Act with the Securities and Exchange Commission (the
�SEC�) (1) is recorded, processed, summarized and reported within the time periods specified in the SEC�s rules and forms, and (2) is accumulated
and communicated to the Company�s management, including its principal executive and principal financial officers, as appropriate to allow
timely decisions regarding required disclosure.

During the period covered by this report, there have been no changes in the Company�s internal controls over financial reporting that have
materially affected, or are reasonably likely to materially affect, the Company�s internal control over financial reporting.
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Part II � Other Information

Item 1. Legal Proceedings
The Bank and Company are subject to various legal actions arising in the normal course of business. In the opinion of management, the
resolution of these legal actions is not expected to have a material adverse effect on the Bank�s or the Company�s financial condition or results of
operations.

Item 1A. Risk Factors
For information regarding the Company�s risk factors, see �Risk Factors� in the Company�s prospectus, filed with the Securities and Exchange
Commission pursuant to Rule 424(b)(3) on August 22, 2012. As of December 31, 2012, the risk factors of the Company have not changed
materially from those disclosed in the prospectus.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
On October 10, 2012, Hamilton Bancorp, Inc. completed the sale of 3,703,000 shares of its common stock, including 296,240 shares purchased
by Hamilton Bank�s employee stock ownership plan. The following information is provided with respect to the Company�s sale of its common
stock.

a. The effective date of the Registration Statement on Form S-1 (File No. 333-182151) was August 13, 2012.

b. The offering was consummated on October 10, 2012, with the issuance of all securities registered pursuant to the Registration
Statement. Stifel, Nicolaus & Company, Incorporated acted as marketing agent for the offering.

c. The class of securities registered was common stock, par value of $0.01 per share. The aggregate amount of such securities
registered and sold was 3,703,000 shares. The shares were sold at $10.00 per share, which resulted in gross proceeds of
approximately $37.0 million.

d. The expenses incurred in connection with the stock offering equaled approximately $1.4 million, including fees and expenses
paid to and for underwriters of $431,000, attorney and accounting fees and expenses of $666,000 and other expenses of
$354,000. The net proceeds to the Company resulting from the offering after deducting expenses equaled approximately
$35.6 million.

e. The Company contributed approximately $16.3 million of the net proceeds of the offering to Hamilton Bank. In addition,
approximately $3.0 million of the net proceeds were used to fund the loan to the employee stock ownership plan, and $16.3
million of the net proceeds were retained by the Company. The net proceeds contributed to Hamilton Bank have been
invested in securities available for sale, including securities issued by U.S. Government agencies and mortgage-backed
securities issued by U.S. Government agencies and U.S. Government-sponsored enterprises. The net proceeds retained by the
Company have been deposited with Hamilton Bank.
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Item 3. Defaults Upon Senior Securities
None.

Item 4. Mine Safety Disclosures
None.

Item 5. Other Information
None.

Item 6. Exhibits

  31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

  31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

  32 Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002*

101 Interactive data files pursuant to Rule 405 of Regulation S-T: (i) the Consolidated Statements of Financial Condition as of
December 31, 2012 (unaudited) and March 31, 2012; (ii) the Consolidated Statements of Operations for the three and nine
months ended December 31, 2012 and 2011 (unaudited); (iii) the Consolidated Statements of Comprehensive Income for the
three and nine months ended December 31, 2012 and 2011 (unaudited); (iv) the Consolidated Statements of Equity for the nine
months ended December 31, 2012 and 2011 (unaudited); (v) the Consolidated Statement of Cash Flows for the nine months
ended December 31, 2012 and 2011 (unaudited); and (vi) Notes to Consolidated Financial Statements (unaudited).

* This information is furnished and not filed for purposes of Section 11 and 12 of the Securities Act of 1933 and Section 18 of the Securities
Exchange Act of 1934.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

HAMILTON BANCORP, INC.

Date: February 13, 2013 /s/ Robert A. DeAlmeida
Robert A. DeAlmeida
President and Chief Executive Officer

Date: February 13, 2013 /s/ John P. Marzullo
John P. Marzullo
Senior Vice President, Chief Financial Officer and Treasurer
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